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ABSTRACT,  

This research explores the challenges of financing start-ups and especially 

investigates the complications inherent with family funding. In the first part of this 

exploratory study, the characteristics of a financial deal between the external 

investor and the entrepreneur where identified, which form the basis of any 

financial deal. Six characteristics were found and define: the stage of the start-up 

in which the funding takes place, the role of the investor, the type of the contract, 

the influence of the investor, the amount of investment and the reward structure. To 

test the six characteristics, seven start-ups, which obtain family funding, were 

interviewed with semi-structured questions, to collect primary data. The research 

findings revealed, that the financial deal between the family investor and the 

entrepreneur can be regulated very flexible and for the benefit of the entrepreneur. 

Especially in the initial stage, family funding provides sufficient amounts of 

funding without trade-offs asking for influence or compensation, unlike any 

external investor does. However, family funding can come along with negative side 

effects, particularly when the investor lacks the skills and appropriate expertise to 

detect a failing business and is not able to provide the entrepreneur with strategic 

advice. 
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1. INTRODUCTION 

1.1 Topic area and its relevance 
Every company or product has once started as an innovation 

idea. The successful development is largely dependent on 

multiple aspects, as for example on the support of management, 

factors that are related to the external environment (political, 

economical, technological and social) of the company and the 

availability of resources (Belassi & Tukel, 1996). “One of the 

key factors in this transformation is financial support for the 

implementation of such idea” (Zhanassilova, Aiguzhinova, 

Nurgaliyeva, Karimova, & Babazhanova, 2018). According to 

Denis the most crucial element an entrepreneur is confronted 

with, is finding “access to capital” (Denis, 2004). He argues that 

entrepreneurial businesses are not able to make money and 

usually do not possess any “tangible assets” in their starting-

phase. Moreover the estimated amount of money needed in the 

starting-phase in 2004 was $54 000 and increased to $65 000 in 

2006, which leads to the assumption of an even higher amount 

of money needed to start a business nowadays (Daniels, 

Herrington, & Kew, 2016). Therefore it is crucial to find the 

right financial sources which support the start-up in an efficient 

manner. Lee et al. state: “Yet it is innovative small firms which 

often find it the hardest to obtain finance” (Lee, Sameen, & 

Cowling, 2015). Available financial sources are accelerators, 

banks, venture capitals, angel investors, microfinance, peer-to-

peer lending, family/friends and crowdfunding, each of them 

bringing their own advantages. A definition of theses funding 

methods is given in section 2.2. 

However, studies have shown that many of these funding 

sources are reluctant to lend money to entrepreneurs. A recent 

study of Ernst & Young gave evidence that more than two-

thirds of 1000 entrepreneurs consider it tough to obtain the 

capital they need to be successful (Macleod, 2018). 

Furthermore Macleod argues that “it can be extremely difficult 

to get credit as a small business. The fact is, most small 

businesses fail. Lenders know this” (Macleod, 2018). Banks and 

lenders request assets so that in the event of failure the 

entrepreneur will still be able to pay back the invested capital. 

Or, to mention another negative side effect of equity investors, 

they might have a personal interest in the entrepreneurial 

business and try to get too much money out of the financial 

relationship for their own use. A lot of literature and different 

studies, found nowadays, give evidence that obtaining finance 

is not as simple as one might believe. A type of funding where 

these kinds of issues are not arising at first sight or are not a 

criterion for exclusion is: family funding. 

1.2 The purpose of this study 
The purpose of this paper is to focus on the importance of 

family funding as a capital source and to investigate the issues 

arising with it. A relative as an investor might expected to be an 

`easy-to-get investor´ but on the other hand, there is great 

potential to bring the entrepreneur and the investor in awkward 

situations. 

The aim of the study is to answer the main research question: 

To what extend experience entrepreneurs problems with family 

funding when they want to finance their start-up? 

Wright argues that family funding is “the second most popular 

small business financing model” (Wright, 2017). Clearly it 

brings advantages such as that the entrepreneur is not subjected 

to any formal requirements and qualifications. Family funding 

can be much more flexible whereas a loan from a bank demands 

certain criteria, financial administration, transparency and 

actual cash flow (Mills & McCarthy, 2014). Also in case of a 

successful development of the start-up the entrepreneur has 

more freedom to choose the desired way of compensating the 

investor in terms of interest rate, equity, shares, etc. 

Data of the “Global Entrepreneurship Monitor” (GEM) give 

evidence that worldwide “95% of entrepreneurs use personal 

funds when starting a business” (Daniels et al., 2016) and in 

fact more than 50% of the capital of a start-up are invested by 

family and friends (figure 1). The data demonstrates its 

popularity and the frequent use of family funding. 

 

Figure 1: Sources of finance for early-stage entrepreneurs, by 

region, GEM 2015 (Daniels et al., 2016) (appendix 9.1) 

However, there are many aspects both parties (the entrepreneur 

and the family investor) should be aware of when deciding to 

use family funding as a financial support. This study researches 

the problems that could arise when an entrepreneur gets 

financed by family members. Thinking of family funding the 

first things coming to one’s mind is whether one risks the good 

relationship to the family investor. This study will have a look 

into the financial deal between the family investor and the 

entrepreneur to detect potential differences and what kind of 

difficulties family funding can expect out of these differences.  

Therefore this study aims at answering the following sub-

questions:  

How does a financial deal between the family investor and the 

entrepreneur look like? 

In which stage does family funding take place? 

What role does the family investor play? 

Is the financial deal regulated in a contract? 

Does the family investor have a right to influence or make 

decisions? 

Is the amount of investment made by the family investor as big 

as the investment made by the external investor? 

How does the family investor get rewarded for the investment?  

1.3 The research gap 
Yet, much research has been done on different funding sources 

and comparisons have been drawn. A lot of literature can be 

found on the advantages and disadvantages of banks, 

accelerators, angel investors, peer-to-peer lending and so forth. 

Not much literature was found on family funding in general and 

especially not about the problems that occur with it. Many 

sources touch the topic only briefly and warn the reader that 

family funding has to be considered with caution not to screw 

the relationship. This paper investigates and identifies the 

differences between an external investor and the family investor 

to draw conclusions to solve potential problems arising out of 

the differences. Furthermore this study aims at displaying the 

risks associated with family funding and to take away the fear 

of threatening a good relationship. 
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1.4 Outline of the paper 
The remainder of this paper proceeds as following: section 2 

outlines the literature regarding the stages in which family 

funding occurs, the role of investors, contractual issues such as 

the types of contract, the influence of the investor, the amount 

of investment and reward structures. The construction of the 

conceptual model (based on the theoretical framework) is 

followed by how primary data was collected in the 

methodology (section 3). Section 4 includes the analysis of 

empirical findings and section 5 summarizes the result of this 

study. A discussion and conclusion of this paper is provided in 

section 6. References and the appendix can be found in section 

8 and 9. 

2. THEORY 
In order to answer the research question a solid theoretical 

framework is needed. As already stated in the introduction, not 

much research was conducted on the problems related to family 

funding. This section aims at illustrating the fundamentals of a 

financial deal between any investor (mainly focusing on banks 

and venture capitals) and an entrepreneur. With the help of the 

data collection in section 3 and 4, these fundamentals will be 

tested on real examples of family funding. Hence, potential 

problems within family funding can be uncovered.  

“When”: We will start by researching the financial deal 

between the investor and the entrepreneur. Any financial deal 

starts at a particular stage of development of the business. 

Therefore we will investigate the stages a start-up goes through 

and in which particular stage extensive financing is needed (2.1 

the stage of the start-up).  

“Who”: After that we will have a look at the different roles a 

family investor and any external investor embodies and further 

what kind of objectives and expectations they hold (2.2 the role 

of the investor).  

“How”: After identifying the “when” and “who”, we will 

investigate the “how”. The “how” is related to the type of 

contract, which is used to govern the financial deal (2.3 the type 

of contract). 

“What”: Last but not least we will have a look at the “what”. 

This question concerns the aspects discussed between the 

investor and the entrepreneur. Hereby we will focus on the 

degree of influence of the investor on the start-up (2.4), the 

amount of investment (2.5) and the reward structure (2.6).  

Later, these six characteristics of the financial deal will be 

tested on family funding, in order to come up with potential 

differences and to evaluate if difficulties originate out of the 

financial deal. 

2.1 The stage of the start-up 
I will start by investigating the stages a successful business goes 

through. According to Barringer and Ireland (2010) the life 

cycle of a business is split up into six stages: introduction, early 

growth, continuous growth, maturity, decline and revival stage. 

The first stage is concerned with coming up with an idea that 

has the potential of being acknowledged by the society. An 

important factor in this stage is the variety of skills the 

entrepreneur embodies (Scott & Bruce, 1987). Many authors 

(Barringer & Ireland, 2010; Inderst & Mueller, 2009; Scott & 

Bruce, 1987; Wright, 2017; Zhanassilova et al., 2018) are 

highlighting the necessity for capital in this stage, which is 

probably the most crucial factor for an entrepreneurial business. 

In his article, Lasrado (2013) discusses the question: “What are 

the financing options available to entrepreneurial ventures at 

various stages of their lifecycle?” (Lasrado, 2013, p. 17). He 

concludes, in the initial/ introduction stage the most favorable 

funding source for entrepreneurs is personal funding such as 

self-funding, or funding by family and friends. Later he states 

that the capital “that gets the venture going usually comes from 

the founders own pocket” (Lasrado, 2013, p. 17). Acquiring 

financial support for small ventures is seen as rather difficult 

due to their size and scarcity of information (Schwienbacher & 

Larralde, 2010) and therefore, often, the only possible source of 

funding is family funding. External funding sources, such as 

“bank loans, business angels or VCs are out of reach for these 

small companies” (Schwienbacher & Larralde, 2010, p. 20) 

because possessing personal capital is often a requirement for 

external creditors (Barringer & Ireland, 2010). 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 2: “Financing cycle of a venture (extended from Drake, 

2012)” Source: (Lasrado, 2013, p. 17) 

Therefore we can conclude that one of the differences between 

family funding and any other type of financing is the stage in 

which the investment takes place. Family funding tends to be 

more present at the initial stage of the start-up (figure 2). 

Moreover it is often the only funding source available and is not 

connected to any strategic support or decision-making help. 

Other financial sources such as business angels and government 

loans tend to be more important in the early growth stage, 

whereas venture capitals, banks, merger and acquisitions 

presuppose an even higher stage such as the expansion or 

maturity stage (figure 2). 

2.2 The role of the investor 
Venture capitals usually do not only finance the entrepreneur 

but also provide support and managerial advice. They help the 

start-up to “grow faster, create more value and generate more 

employment than other start-ups” (Kanniainen & Keuschnigg, 

2003, p. 521). In their study, Kortum and Lerner (2000), found 

evidence that venture capital backed businesses have a higher 

amount of patents and are associated with being more 

innovative than their peers. Furthermore it takes an 

entrepreneurial firm longer to launch a product to the market 

without the support of venture capitalists. 

Accelerators, as an investor, not only provide managerial 

guidance but offer “work space” and “mentorship” to their 

entrepreneurs. What makes them attractive are “built-in 

networking opportunities”, which connects the entrepreneur to 

experts of other firms and let them spread awareness (Wright, 

2017, p. 194). 

Angel investors often “fund an entrepreneur out of personal 

interest or a sense of social responsibility” (Wright, 2017, p. 

195). Sometimes their financial relationship extents the early 

growth stage and lasts throughout the entire expansion stage. 

They provide a lot of expertise and knowledge which is 

valuable for the start-up. 
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Family investors however do not necessarily add value to the 

firm other than providing money. Often they are the only 

financial source available and only contribute by providing 

financial help. However, they can be seen as a great motivation 

for the entrepreneurs, because getting funded by a family 

investor indicates that the family member actually believes in 

the entrepreneur and his or her innovative potential. 

Furthermore it can be argued, that when money is provided by 

someone you know personally and someone, you are likely to 

meet at a family event every other weekend, one might feel 

even more responsible about the money and is more careful 

with making expenditures. Hence, the entrepreneur might be 

more afraid of failing and therefore aims at meeting the 

expectations of the family investor. 

We can conclude that from a business point of view the 

relationship between the entrepreneur and its investor is very 

important and valuable for the development of the start-up. 

From a relationship point of view, the entrepreneur only risks 

the invested money and not directly the relationship to the 

investor, at least the relationship between investors and 

entrepreneurs is usually of no significant importance. This is 

different when it comes to family funding, because with family 

funding there is a possibility of risking the relationship to a 

relative. 

2.3 The type of contract 
The actual procedure of lending money varies in its style. The 

agreement between the entrepreneur and the investor can differ 

from a formal contract to an informal oral deal. While the 

financial contracts for venture capitals underlie strict 

regulations, the contract between the family investor and the 

entrepreneur can be very flexible. It is up to them how they 

arrange their financial relationship. They can either establish a 

formal contract by themselves or with support from an expert, 

which sets off the contract. Or, they follow an informal style 

such as a father lending money to his daughter, without any 

further arrangements. Negotiating a contract with a family 

member can have clear benefits for the entrepreneur. For 

example the entrepreneur can “get a more favorable interest rate 

on their loan if they get it from a close relation” (Wright, 2017, 

p. 192). The family investor might be more negotiable because 

he or she is not necessarily profit-driven nor has a personal 

interest in the entrepreneurial firm. Therefore all the contractual 

issues can be negotiated more flexible and tailored in favor of 

the development of the start-up. 

Venture capitals however follow strict contracting rules and are 

aware of their assets and benefits. Burchardt, Hommel, 

Kamuriwo, and Billitteri (2016) state that venture capitals and 

entrepreneurs have contradicting objectives in financial 

relationship because the entrepreneur aims at maximizing the 

effect of the venture, while the venture aims at reducing “the 

entrepreneurs´ ability to consume the investment in form of 

private benefits” (Burchardt et al., 2016, p. 21). 

2.4 The influence of the investor 
In their study, Kaplan and Strömberg (2002) investigate the 

contractual rights between the venture capitals and 

entrepreneurs based on an empirical study. They came up with 

the following five rights: cash flow rights, board rights, voting 

rights, liquidation rights and other control rights. The results of 

their study can be used to demonstrate the influence venture 

capitals have on start-ups. Once the start-up operates 

insufficiently the venture capital is entitled to take over the 

entire control. In addition, the results show that in 25% of the 

cases the venture capitals possess the majority of board seats 

whereas the entrepreneur only possess the majority of board 

seats in 14% of the cases. 

Furthermore a venture capital voting majority was present in 

53% of the cases. These numbers are crucial for the research 

because they indicate that venture capitals have a great 

influence on the growth of the start-up. They have a decision-

making right in “(1) hiring, evaluating, and firing top 

management; and (2) advising and ratifying general corporate 

strategies and decisions” (Kaplan & Strömberg, 2002, p. 7). 

We can conclude, that venture capitals “typically receive 

extensive control rights in venture-backed startups” (Fried & 

Ganor, 2006, p. 970) and that agency problems are an emerging 

problem of venture capital finance (Gompers & Lerner, 1999). 

In this context agency problems are defined as “a conflict of 

interest inherent in any relationship where one party is expected 

to act in another´s best interest” (Chen, 2019). 

In the following section we will have a look at information 

asymmetries. “Some information is observable by only one 

party (the entrepreneur) who cannot credibly communicate it to 

others” (Gompers & Lerner, 1999, p. 307). The reason is that 

some of the information of a start-up are “too soft” (e.g. 

technological, economical) (Gompers & Lerner, 1999, p. 307) 

or too confidential to be shared with the investor. Furthermore, 

Gompers and Lerner (1999) state that as the cost of capital 

expands - the gap of information asymmetry gets bigger. 

Therefore, entrepreneurs have an increased interest in sharing 

information with their investors but have to be careful about not 

being too transparent. 

My research raises the question, to what extent does the 

entrepreneur share confidential information with the family 

investor? On the one hand it might be the case that the investor 

is not an expert and therefore not familiar with the practices of 

the start-up, therefore the entrepreneur does not see a need to 

share information. On the other hand the family investor might 

want to know on what the entrepreneur is spending the family 

money. 

2.5 The amount of investment 
Next, I am interested in the differences of the invested amount 

of money between the external investor and the family investor. 

It has to be mentioned that the amount of investment is 

correlated to the time of investment, meaning that within 

different stages of development the start-up requires different 

amounts of funding. We can assume that in the initial stage, 

where family funding plays an important role, the entrepreneur 

is satisfied with any amount of money as long as he or she is 

able to get something. However in further developed stages 

(e.g. expansion, maturity stage) the start-up is dependent on 

substantial amounts of money and hence requires financial help 

from banks, venture capital and other external financial sources 

(figure 2). While external funding sources are not limited to 

certain amounts of investment, the maximum amount of 

investment by a family investor might be reached much faster. 

The Federal Reserve of the United States found out that banks 

are not financing businesses which demand an investment 

below $100,000 (Federal Reserve of the United States, 2017). 

Other financial sources such as for example peer-to-peer 

lending (finding an investor on an online platform) only give 

away loans of a maximum of $35,000 (Wright, 2017). 

As family funding tends to occur most often in the initial stage 

and external finance sources are usually only available in 

further developed stages (figure 2), the amounts of investment 

are not comparable with each other. Anyway, in my research, I 

am interested in what family investors are willing to invest and 

figure out how dependent the entrepreneur actually is on the 

financial support. 
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2.6 The reward structure 
The last characteristic this study investigates, is the different 

reward structure entrepreneurs use to compensate the other 

party. External financing sources usually make use of either 

debt or equity financing. “Dept financing involves borrowing a 

fixed sum from a lender, which is then paid back with interest” 

and “equity financing is the sale of a percentage of the business 

to an investor, in exchange for capital” (Bond Street, 2018).  

Businesses with a high probability of being profitable after a 

short period of time tend to make use of equity financing. 

Equity financing sources often require strong prerequisites such 

as “background and management team, a demonstrated need for 

your product or service, a clearly defined pricing and sales 

strategy, preparation for competition, and realistic financial 

projections” (Bond Street, 2018). The risk lies with the investor, 

because they only receive compensation once the business is 

profitable. On the other hand businesses, making use of equity 

financing, give away a percentage of their company so that the 

investor obtains influence and control. Venture capital firms 

and angel investors favor equity financing (Bond Street, 2018). 

Debt financing is desirable for every business no matter the size 

or type, because the business does not need to give away 

ownership or control. Moreover the entrepreneur knows exactly 

when and how he or she needs to pay back the investor. 

“Interest rates on loans are usually lower than the return on 

equity investments” (Bond Street, 2018). Negative aspects 

about debt financing are that regardless of the performance of 

the business, the entrepreneur has to repay the debt. Even if the 

business is performing well, money that could be used to 

expand the business cannot be reinvested but has to be use for 

payback. Instead the entrepreneur has to balance the expense, 

therefore full risk lies with the entrepreneur. 

Having taken a look at two popular reward structures of 

external financial sources, it raises the question: how does the 

entrepreneur compensates the family investor and how do 

family investors secure their rewards? Do they have a 

preference for one of the two different reward structures? Later, 

in the result section this research will propose and answer to 

this question.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 3: Conceptual model: Six characteristics of a financial 

deal 

To conclude, this part has given us an overview of the 

characteristics of a financial deal between the entrepreneur and 

an external investor. The research revealed six characteristics 

namely: the stage of the start-up (in which the investment takes 

place), the role of the investor, the type of contract, the 

influence of the investor, the amount of investment and the 

reward structure. These characteristics can be reflected in the 

conceptual model (figure 3), which can then be used as a 

template to detect how a financial deal looks like between the 

entrepreneur and the family investor. 

3. METHODOLOGY 
The methodology gives an explanation of how the study will be 

executed and why certain methods will be used. As already 

stated, the main purpose of this research is to investigate the 

problems associated with family funding. The theory part 

outlined six characteristics of a financial deal between any 

external investor and the entrepreneur. The chosen method aims 

at examining these six characteristics of a financial deal 

between the family investor and the entrepreneur in order to 

identify possible problems arising out of it. The collected data 

will be summarized in section 4 and evaluated in section 5 

based on “the comparative method” by Ragin (1987). 

The research design is exploratory as only little information on 

family funding exists. Moreover, this research design is 

intended to uncover problems which have not been studied in 

great detail and to provide new insights (Business Dictionary, 

2019). 

The research strategy is a qualitative data collection method 

with semi-structured interviews. Semi-structured interviews are 

composed of a series of open questions and once “the 

interviewee has difficulty answering a question or provided 

only a brief response, the interviewer can use cues or prompts 

to encourage the interviewee to consider the question further” 

(Mathers, Fox, & Hunn, 1998, p.2). This data collection method 

has the advantage of gaining in-depth knowledge and 

information of how the financial deal between the family 

investor and the entrepreneur looks like. Furthermore 

participants have the chance to talk about their own experience 

and opinions, which can be used in order to make 

recommendations for others. Eight main questions were asked, 

which entailed follow-up questions if the interviewee did not 

provide a sufficient answer, the whole interview can be found in 

the appendix (9.3): 
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1. Can you please describe your business in a few 

sentences? 

2. How is your business financed? To what extend is 

family funding an important part of your funding? 

3. What was the main reason for you to make use of 

family funding? 

4. What were the characteristics of the funding 

agreement? (type of contract, reward structure) 

5. What other engagement was there next to funding? 

(influence, information) 

6. How did the funding work out? (success, failure/ 

satisfaction, dissatisfaction) 

7. What kind of problems have you experienced? 

8. What have you learned and what can you recommend 

to others? 

This study assumes, that difficulties within family funding 

originate in the corresponding financial deal. First, the above 

mentioned questions 1-5 will help to investigate how the 

funding within families was realized. Second, questions 6-8 aim 

to get an insight of how the funding worked out and what kinds 

of complication the entrepreneur has encountered. The next step 

is to investigate whether we can see a relationship between step 

one and step two. These results will show if and what kind of 

problems arise with family funding.  

To get primary data I conducted seven interviews which all 

lasted approximately 15 minutes. All the interviews took place 

in April 2019 and were performed in German. Four interviews 

were held face-to-face and the other three interviews were done 

on telephone. The reason for the telephone interviews were the 

limited amount of time for this study and the distance to the 

interviewee. With the consent of all interviewees, the interviews 

were recorded in order to help me concentrate on the questions 

and for a better memorization of the answers. 

To be considered as a participant of my study, the interviewee 

had to be the founder (or entrepreneur) of a business or start-up, 

which is (partly) financed by one of the founder´s relatives. The 

businesses which qualified did not necessarily find themselves 

in the initial stage of development. What did matter for my 

purpose was the time of investment, meaning the financing of 

the family investor had to take place in the initial stage. 

Certainly it would have been wise to interview the 

corresponding family investor, to be able to consider “the other 

sides’ view” as well, but due to the limited time and sensitive 

topic, it was impossible to reach them in most cases. All the 

businesses participated in this study have their origin in Bonn, 

Germany except of one, which comes from Bremen, Germany. 

The entrepreneurs were approached via personal contacts or 

during the start-up event “summer slam festival” in Bonn. It 

could be argued, that our sample has characteristics of non-

probability sampling, which is defined as a sample not being 

representative for the whole population, which in fact does not 

necessarily entail a sampling error (SkillsYouNeed, 2017). All 

participants wanted to remain anonymous. 

Reliability is defined as “the degree of reproducibility of the 

results, if repeated measurements are done” (Surbhi, 2017). 

During the seven interviews enough insights on family funding 

has been collected and similarities of the cases can be 

recognized and drawn. This study is reliable and therefore can 

be used as a template to avoid possible problems resulting from 

family funding. Validity however, is difficult to assess because 

it “implies the extent to which the research instrument 

measures, what it is intended to measure” (Surbhi, 2017). We 

can only assume that if there are any problems with family 

funding, they can be tied to the mentioned six characteristics. 

Therefore we argue that the validity of this research is 

somewhat given. 

4. ANALYSIS 
In this section, the conducted interviews will be summarized 

and the content of the interview questions will be analyzed 

based on the comparative method. Hence the discussion of the 

results in section 5 can be better comprehended. I provided a 

table with the main findings of the interviews in the appendix 

(9.2). 

4.1 Interview with the entrepreneur of company A 
Company A is a child-book publisher, which was founded five 

years ago (2014). So far the one-man company has brought one 

book to the market, but has expected more book sales since 

then. In the initial stage, the company obtained a founder loan 

of €40.000 from the bank (KFW, Kreditanstalt für 

Wiederaufbau, Germany). In order to qualify for the loan, the 

entrepreneur had to exhibit personal capital of €10.000. 

Additionally, amounts between €500 and €1000 were regularly 

provided by the parents of the entrepreneur. According to the 

interviewee the money provided by the family was not 

substantial for the foundation of the business; at first the money 

was solely needed for the qualification for the founder loan. 

However the interviewee later revealed that family funding 

became substantial once the business was not able to pay back 

the founder loan. Likewise were the amounts substantial for the 

family investors. Furthermore the entrepreneur avows that 

money was provided out of compassion, because the family felt 

sorry and wanted to support the entrepreneur. Thus the main 

reasons to make use of family funding were on the one hand 

that the entrepreneur had to display personal capital for the 

qualification but on the other hand family funding was needed 

in order to refund the investor loan by the bank. The 

corresponding financial deal was regulated by word of mouth 

and no legal contract existed. The money was provided without 

any further requests meaning the family investors did not get a 

reward or are in possession of any interests, shares or equity 

holdings. The entrepreneur called this kind of financial deal a 

“parents-child relation”, in which the family is not demanding 

any return but is satisfied once the entrepreneur (their child) is 

doing fine. However the entrepreneur wants to compensate the 

family investors once the business is profitable and even 

considers paying back extra money. The family investors do not 

have any influence on the business or decision-making rights 

but get regularly informed about the progress of the business. 

To the question of how the funding worked out the entrepreneur 

answered that from a financial point of the view the investment 

was not worth it but the family does not see the investment as a 

failure. At no point in time the entrepreneur was afraid of 

threatening the relationship to her parents. But she experienced 

personal pressure which caused stress. The business related 

situation was not existence-threatening, but the whole family 

suffered from the unexpected development of the business idea. 

4.2 Interview with the entrepreneur of company B 
The second interview was conducted with one of the two 

founders (son and stepfather) of company B, a retail store, 

which buys cheap products and sells them to end users. They 

operate in six different locations in Germany. One of their main 

product lines is shoes. In the initial stage the start-up was 100% 

financed by the family (parents and grandfather). Different 

amounts of money where regularly invested in the company. 

The interviewee himself was uncertain of how much money 

was invested in the end and guessed an amount between 
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€100.000 and €200.000. The invested amount was not only 

substantial for the business (as family funding was the only 

financial source) but also substantial for the whole family and 

as the interviewee later revealed, even property had to be sold 

to support the business idea. According to the interviewee, the 

company made use of family funding because it is the most 

simple and fastest way to get financial support. The 

entrepreneur claimed that there is a lot of trust within the family 

that made the investment possible. He also stated that external 

investors were out of scope because he believes that external 

investors would prevent the company from scaling and interfere 

with strategic decisions. The financial agreement is regulated in 

a loan contract. In this context the interviewee highlighted that 

the contract is set between the investor and the business and not 

between the investor and himself. The contract merely has the 

function of book keeping. No kind of compensation or reward 

was agreed on. It is in the interest of both the family and the 

company to reinvest the earnings. This also has the reason why 

the family has entrusted so much money to the founders. Once 

the business situation is stable and it runs very well from a 

financial perspective, the family will profit from the returns as 

well. But this is only an informal agreement. There were no 

other aspects included in the contract. In the expansion stage 

one of the main investors (mother/ wife) quitted the financial 

support for the reason that already too much money was 

invested. The family is involved in different departments of the 

company. At first the mother helped out in the company and 

later became a psychological mentor for the founders. However 

she is not involved in the decision-making process. The son and 

the stepfather (founders) make business decisions together, but 

bigger expenditures or decisions of strategic importance are 

critically assessed by all the investors. All parties involved are 

informed regularly about the progress of the business. The 

entrepreneur never experienced any fear of threatening the 

relationship to his family. However he mentioned 

disagreements regarding the amount of investment between the 

stepfather and his wife. Overall the family investors are pleased 

that the business is successful. To other start-ups the 

entrepreneur recommends being extremely open and honest 

towards risks and chances of profit and only recommends 

family funding with money, that is not tied up in other family 

investments or reserves, like real estate etc.  

4.3 Interview with the entrepreneur of company C 
Company C connects two different parties to enable a faster 

connection and a barrier-free exchange of data. The company is 

mainly financed by the two founders. 1/3 of the capital comes 

from family funding, from the father of one of the founders. He 

is an entrepreneur himself and adds expert knowledge to the 

start-up. The family investor initially tended to provide money 

on a one time basis. However after a while the start-up suffered 

from financial problems and received a further investment. The 

amount of the investment was substantial for the foundation of 

the business. The family investor did not consider the amount of 

investment as substantial. He was motivated to support the 

business idea because he believed in its potential. According to 

the interviewee, family funding was at first not considered as an 

option, because the entrepreneurs did not want to have other 

parties involved. Soon the founders realized that without a third 

investor the business idea would not survive. The financial deal 

between the family investor and the start-up was defined in a 

loan contract. However no lawyer was included in setting up the 

contract. The two founders and the family investor own equal 

shares of 33,3%. The payback is arranged unlimited, as it only 

takes place if the business is able to refund the investor. The 

interviewee emphasized that the money was provided based on 

mutual trust. At the operational side the family investor could 

have influence on the start-up but deliberately renounced it. On 

voluntary basis he provides advice regarding organization and 

taxes. In general they talk a lot about the performance of the 

start-up, so that the investor is always informed. From the 

experience the entrepreneurs and the family investor made so 

far they were never afraid of risking the relationship to each 

other, but what the entrepreneur always keeps in mind is that 

they have to distinguish between private issues and business 

relating issues. He also recommends to other entrepreneurs to 

consider it is not just about money but how you work together 

as a team. 

4.4 Interview with the entrepreneur of company D 
Interview four was conducted with company D which invented 

a sensor that records the female body temperature over night to 

determine the menstrual cycle, to tell her whether she is fertile 

or not. The business was financed with own savings of €25.000. 

The rest of the capital was funded by family and friends (4-5 

people). The two founders (husband and wife) wanted to keep 

the percentage of the family funding intentionally low 

(estimated 8-10%). The highest amount one investor funded 

was €10.000 but most of the investments were anything 

between €2.000 and €5.000. The investment was one-time and 

later business angels got involved because the start-up needed 

more financial support. As the interviewee claims, company D 

had no money at all in the beginning and was dependent on any 

amount of money and therefore the investments made by family 

and friends were substantial for the business, but not substantial 

for the different investors. The entrepreneur highlights that the 

funding was voluntary and only people qualified, which were 

financially able to invest money that might be lost if the 

business failed. The main reason to rely on family funding was 

that the founders knew that family and friends supported the 

business idea. He also argues family funding is the fastest and 

most uncomplicated way to obtain capital (took them a few 

weeks). The associated agreement was set up in a legal contract 

with the support of a lawyer. Together they agreed upon virtual 

shares which the investors acquire as compensation. In the 

event of success the owners of the virtual shares are entitled to a 

percentage of the profit but do not possess any influence or 

decision-making right. Other aspects such as the risk of failure 

and what happens in the event of death are included in the 

contract. Several times the entrepreneur accentuates the 

probability of the money being lost and for him it was really 

important to let the investor know that. Consequently, they did 

not encounter any difficulties with their investors nor where 

they afraid of threatening the relationship. Furthermore the 

interviewee indicates that by reason of the professional lawyer 

and their transparency towards the investors, the two founders 

did not experience any kind of problems while setting up the 

contract. The start-up publishes reports about the performance 

to all its investors (family, friends and business angels) on a 

monthly basis. He recommends other start-ups not to save 

money on the lawyer when it comes to family funding, because 

then family funding is the simplest and most unproblematic 

source of funding. 

4.5 Interview with the entrepreneur of company E 
Company E has developed an augmented reality application, 

which allows the user to attach pictures, notes and selfies 

virtually to “the walls of this world”. Other users will be able to 

visualize the notes one left at a particular place. The business 

idea derives from a father and his son. The start-up is funded by 

the whole family of the two founders. Dependent on the 

financial needs of the business, money is taken from the family 

regularly. In this case, we have to mention that parts of the 

money belong to one of the founders (the father). According to 

the interviewee, the start-up could have been financed with 
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external investors as well and therefore he considers the amount 

of investment not substantial for the business. In his opinion it 

was the easiest source of finance and he later reveals that the 

family possesses the necessary financial means. The 

investments made by the family are noteworthy, but not 

substantial in a sense that the family would not suffer from the 

lost money. The financial agreement was regulated orally and 

informal without further arrangements. The interviewee states 

that the money was provided on the basis of trust. As rewards or 

compensation the family investors own small shares of the 

company but profit is not expected for the next five to ten years. 

However the family can assume an increase of value. The 

family investors have no influence and are informally and 

irregularly informed about the progress of the start-up. The 

interviewee was never afraid of risking the relationship to his 

family, although he indicates that the rest of the family is not 

convinced of the business idea and does not believe in the father 

and son. He believes that family funding is emotionally more 

challenging than getting financed by an external investor. In 

this opinion private capital and family capital is difficult to 

distinguish and therefore the family has no other chance than to 

help financing the start-up. External investors have the 

advantage that they actually believe in the success of the start-

up otherwise they would not invest in the business. 

4.6 Interview with the entrepreneur of company F 
Company F provides young founders and business people with 

work space (co-working places) to meet and support each other. 

The start-up exists since 2017 and was originally founded by 

two entrepreneurs. The business idea was financed with private 

capital of the two founders. However after three month one of 

founders exited the start-up. The shares were taken over by a 

family investor (father) of the remaining entrepreneur. The 

family investor provided money on a regular basis so that the 

start-up could carry out bigger projects (such as setting up 

offices). According to the interviewee the investment was not 

substantial because the start-up was not in a financial 

emergency situation. Nevertheless the planned projects could 

not have been accomplished without the financial support of the 

father. The investments were rather small and therefore not 

substantial for the family investor. Alternatives would have 

been more expensive and harder to obtain because of the size of 

the loan. The financial agreement is regulated in a loan contract 

without the help of a lawyer. The family investor owns shares 

and the investment will be paid back on an interest rate. The 

family investor has shareholder duties and is involved in all 

strategic discussions and therefore has to be informed regularly. 

However, in the end the founder has full authority. During the 

lifetime of the start-up the entrepreneur never experienced any 

difficulties with the family funding. For the family investor and 

the entrepreneur it is perspicuous, that the money is invested in 

the business and not in the entrepreneur personally. The family 

investor is aware of the risk to lose money. The interviewee 

states that if there is a potential conflict towards trust (between 

the entrepreneur and the family investor), one should reassess 

whether family funding is the right source of financing. Family 

funding requires a great amount of respect and trust towards 

each other. 

4.7 Interview with the entrepreneur of company G 
Company G developed a two-sided platform which connects 

workspace provider (e.g. co-working spaces) with start-ups, 

freelancers and other business workers. The start-up exists since 

January 2019. The business idea was financed with 90% private 

capital and 10% family funding (parents). Later the 

entrepreneur was able to obtain a founder loan (“NRW Gründer 

Stipendium”). The money from the family investor was 

provided regularly and in situations in which the entrepreneur 

encountered financial bottlenecks. While the investments were 

substantial for the business, the investment was not substantial 

for the family investor. According to the entrepreneur the 

reason to make use of family funding was mostly to cover 

constant additional costs and because he considers family 

funding as the simplest and fastest way to raise money. From 

his experience, external investors were not available in the 

initial stage. By asking his parents if they would lend him 

money, the financial agreement was regulated orally without a 

contract. Both parties consider the investment rather as a 

“donation” and no further arrangements were made. It is the 

entrepreneur’s personal wish to pay back the received capital 

and once the company is successful, he does not rule out the 

possibility to reward the family investor with extra money. But 

so far no agreements were made on any compensation or 

rewards. The family investor does not exert any influence on 

the start-up. Every now and then the investors get informed 

about the progress on an informal basis. The entrepreneur never 

encountered any doubts about risking the relationship, in fact 

the family felt pleased to support the entrepreneur. He states 

that the investment was not as big as one could argue about it. 

Nevertheless, the entrepreneur felt more responsible for the 

money and experienced personal pressure. He highlights the 

importance of trust and openness within family funding. 

5. RESULTS 
After having introduced the seven cases, we will discuss the 

results in section 5. The data will be compared to our main 

findings from the theory (section 2) and it will be evaluated 

what complications are inherent in family funding and where 

they originate. 

5.1 The stage of the start-up 
The theory (section 2) gives evidence that in the initial stage the 

most favorable funding source for entrepreneurs is personal 

funding such as self-funding, family and friends (Lasrado, 

2013) and that acquiring financial support of external ventures 

is seen as rather difficult for start-ups (Schwienbacher & 

Larralde, 2010). Furthermore we found out that personal capital 

may even be a requirement to obtain external loans (Barringer 

& Ireland, 2010). The conducted interviews (section 4) have 

revealed that five out of seven cases were founded by family 

investors already in the initial stage. The other two cases were 

financed by the family investor in the early growth stage. Due 

to unexpected additional costs family funding was inevitable in 

one of the two cases. Otherwise the entrepreneur might not have 

used family funding at all. In the other case family funding 

came up in the early growth stage, e.g. when one of the two 

founders unexpectedly exited the start-up. In these cases we can 

argue that an investor was needed because of unpredictable 

events. In another two cases family funding was needed to 

qualify for a loan from an external investor. All other cases 

state family funding is the easiest and most uncomplicated way 

to obtain funding fast. The data of my interviews prove the fact, 

that family funding is most common in the initial stage. 

To conclude, we can state that family funding is a favorable 

source of funding in the initial stage. In this stage the costs of 

establishing a business are bearable with private capital and 

family funding. In a later stage, when the entrepreneur needs 

more capital, family funding can help to acquire a loan of 

external investor, but in none of the cases family funding was 

present at the rapid growth, expansion and maturity stage, 

which suggests that family funding is mainly concerned with 

smaller amounts and therefore unsuitable to fulfill the 

increasing financing requirements of a growing company.   
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5.2 The role of the investor 
Next, we figured out in the theory (section 2) that external 

business partners often provide managerial guidance and 

additional support like work spaces to the entrepreneur. They 

actually believe in the business idea and are interested in 

supporting the start-up to be profitable (Wright, 2017). Out of 

our sample only two cases were financed by a family investor 

which had managerial experience and helped the start-up with 

strategic decisions. One of those companies considers itself as 

successful; the other admits that so far the business is not doing 

well. From our sample, it is difficult to determine the advantage 

of an experienced family investor because four of the start-ups 

are still “too young” to assess whether the business experience 

of the family investor really contributes to the success. 

Obviously, in the two cases where the family investor has 

superior knowledge, the entrepreneurs tend to make use of it 

and appreciate the expertise. 

Another founder represents the opinion that an external investor 

would hinder the start-up from scaling due to contradicting 

objectives and strategies, therefore for him no financial source 

other than family funding comes into question.  

Two cases emphasize the importance of family funding, 

because it shows that the family investor actually believes in the 

entrepreneur and trusts in the business idea. Ironically the same 

cases report to have experienced some kind of personal pressure 

caused by knowing the money was provided by their own 

family. One of the businesses confesses its failure due to 

miscalculations. The family investor provided more and more 

money in hope the business will someday overcome the 

undesirable situation. In fact, money invested in a nonviable 

business is lost. Hence, we can clearly identify a problem, if the 

investor does not have the proper expertise. An external 

investor might have foreseen or at least recognized the 

unwanted development and money could have been saved and 

used in a more useful way. The inexperienced family investor 

however was not able to detect the misassessment of the 

entrepreneur and missed the right moment of terminating the 

financial deal. He or she believed that more money would help 

the business out of the dilemma. 

In another case, the family investors do not believe in the 

business they invest in. One has to mention, that in this case it is 

difficult to distinguish between private and family capital 

(because the start-up was founded by the father and his son) - 

hence family funding was inevitable. The entrepreneur states, 

the fact that his own family does not believe in his business idea 

poses a problem for him. If the business fails, it will be more 

difficult to explain the failure to the family than to an external 

investor, who believed in the business from the beginning.  

To conclude, it has to be mentioned that in most cases the 

family investor merely supports the start-up financially and not 

strategically, unlike an external investor. We have seen that it 

motivates the entrepreneur when the family invests in the start-

up and thereby demonstrates its trust. An interesting fact is, that 

most of the interviewees rather see the investment granted 

impersonally to the start-up itself and not personally to the 

entrepreneur. However, we have also seen that the family 

investor is not always able to appraise the potential of the 

business correctly and may lose money in a hopeless case. 

5.3 The type of contract 
From existing data we have learned that the financial deal 

between the family investor and the entrepreneur is rather 

flexible and informal whereas external investors follow strict 

contracting regulations (Wright, 2017). In my research, four out 

of seven cases actually registered the details of the financial 

deal within a contract. Only one of the four cases involved a 

lawyer. The founder of this start-up emphasized the importance 

of a lawyer several times during the interview. He recommends 

not saving money on the lawyer. In the same case, other aspects 

such as termination, event of exits, event of death and what 

would happen if other investors join the business, where 

included in the contract. However we have to mention, that in 

this case not only family investors were included in the 

financial deal but also friends. None of the four cases have 

encountered complications while setting up the contract. 

Meaning any disagreements regarding certain regulations could 

be settled to mutual satisfaction.  

The remaining three cases settled their financial deal orally and 

informally. Stating that money was provided on the basis of 

trust, the entrepreneur supposed a contract would set the family 

investor under pressure. As already mentioned earlier, the 

examined start-ups are still “too young” to assess whether 

significant problems arise out of having no contract. But it can 

be assumed, that a more formal contract helps to prevent or 

even solve problems, if things do not go as planned or different 

opinions about the business direction arise. 

Unlike an external investor, the family investor without a 

formal agreement can end the financial engagement 

unilaterally, as has happened in two of the cases. If a contract 

existed, the family investor would probably not be able to leave 

the financial deal so easily. Therefore, we can argue that not 

having a contract is an advantage for the family investor, while 

posing a possible threat on the start-up. 

To conclude, we cannot confidently decide if family funding 

needs to be regulated in a contract. However, even in the most 

like-minded combinations of family and businesses one should 

consider whether a professional contract would not be helpful to 

avoid future problems. We always have to expect unpredictable 

events on the business side, but also on the side of the family. 

On the business side, the start-up can fail or get into any kind of 

trouble, e.g. for imprudent Intellectual Property violations etc. 

In order to avoid additional complications with the family, it is 

of advantage if all aspects are covered in a contract. From the 

family perspective, an investor may fall ill, or even die or 

divorce unexpectedly (or any other personal reason may require 

a reconsideration of the funding to the business). In such events 

it is likewise helpful to have agreed on certain rules how to deal 

with these situations in advance, to avoid further problems.  

In the described cases, in which a contract exists, the contract is 

typically very basic and does not cover a lot of legal 

arrangements, or details about reward or compensation. In two 

of the cases, the entrepreneurs argue that contracts were 

mandatory due to accounting aspects and that this is the only 

reason a contract was set up. Some entrepreneurs preferred not 

to have a contract, because they represent the opinion that the 

money has to be provided based on trust, because it is family 

and not a “formal investor”. However, if they encounter any 

differences of opinion in the future, they might want to 

reevaluate their position. 

5.4 The influence of the investor 
We have seen that external investors usually provide 

managerial advice and therefore possess influence on the start-

up. Especially venture capitals exert a lot of control and take 

over the entire control once the start-up performs poorly 

(Kaplan & Strömberg, 2002). Further we will have a look at 

potential agency problems emerging with family funding. In my 

research I found clear evidence that family investors tend to 

have little to no influence on the start-up. Only in two of my 

cases the family investor has the right to influence decisions, 

but in one of these cases the family investor refused its right. 

Some entrepreneurs state that the family investors would not 
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understand the business concepts and decision making process 

of the start-up and therefore do not qualify as strategic help. 

They also report, that most of the family investors are not 

interested in exerting influence on the start-up.  

Nonetheless, all family investors get informed regularly about 

the performance of the start-up. Keeping the investor informed 

is not seen as an obligation or duty, it is much more a usual and 

voluntary information exchange of any inter-family 

relationship. In one of the cases (in which the contract was set 

up with help of a lawyer), all the participating investors 

(friends, family and business angels) are informed formally 

about the performance of the start-up. This case is in general 

regulated more detailed and structured; one can assume this is 

happening, because friends are part of the financial deal. When 

the family investor is included in the decision making 

processes, the entrepreneur does not have a reason not to be 

totally honest towards the investor and therefore family funding 

does not encounter agency problems. 

5.5 The amount of investment 
As mentioned in the theory, the amounts of investment of 

external investors and family investors are difficult to compare 

with each other. External investors are able to provide much 

more capital than a typical family investor might possess. In my 

research, two of the cases rely 100% on family funding. 

However, we have to mention that both the start-ups are 

founded by son and father, therefore we can suppose that much 

more family money was available, which is different to when a 

young entrepreneur finances the start-up on its own. One of the 

start-ups even sold property in order to be able to fund the 

business idea. The entrepreneur guessed an investment of 

€100.000 to €200.000 was made by the family. 

Due to the sensitivity of the topic, most interviewees preferred 

not to reveal explicit data of the amount of investment. One 

entrepreneur received regular investments of €500 to €1.000. In 

other cases family funding accounts for 10% to 30% of the total 

capital, that was needed for the foundation of the start-up. 

As one entrepreneur stated, the investments are remarkable but 

not substantial for the family investor. Five out of seven start-

ups consider the investment not as substantial for the family, 

but substantial for the foundation of the business. It shows that 

regardless of the amount of investment, in the initial stage the 

entrepreneur is grateful for any amount of money they obtain. 

Additionally, one entrepreneur recommends only making use of 

family funding when the family has enough “spare money” and 

the investment does not threaten the financial existence of the 

family. This is to avoid facing serious financial trouble once the 

business fails. 

 

 

 

 

 

 

 

 

 

 

 

 

Family funding tends to occur regularly (five out of seven start-

ups receive regular funding), while external investors usually 

provide the entrepreneur with one big loan. 

5.6 The reward structure 
Last, I researched the reward structure of external investors and 

compared it to the details of my cases. The findings revealed 

that external financing sources usually make use of either debt 

or equity financing, each of them bringing their own advantage. 

In my research three out of seven start-ups did not compensate 

the family investor at all. Some of the entrepreneurs expressed 

their personal wish of returning the money once the business 

prospered, but nothing has formally been agreed on as a reward. 

Only one of the financial deals was arranged in a way that the 

investor gets paid back on an interest rate and additionally owns 

shares. In one of the cases, the investor owns shares, although 

no contract existed. One entrepreneur distributed “virtual 

shares” to its investors, which he defines as “ordinary” shares, 

only that the investors do not have any influence and the shares 

lose percentage when a third party investor joins. 

A clear benefit of family funding is that the entrepreneur and 

the family investor are completely independent of agreeing on a 

compensation. As we have seen, in some cases, the family 

funder usually does not expect a reward at all. The family 

investor is willing to invest in the entrepreneur because they 

want to support their family and believe in them. 

We can conclude, family funding is very flexible and contracts 

are usually set up in favor of the entrepreneur. The family 

investor is not primarily looking for profit but more for the 

gratification, if e.g. a family is able to fulfill a dream and is 

successful with an own business idea. Therefore most of the 

family investors do not expect any kind of reward and are 

satisfied once they learn that the business is prospering. 

6. CONCLUSION AND DISCUSSION 
This research was aimed at discovering problems inherent with 

family funding. Through the data gathered in seven interviews 

we got a lot of interesting insights in the fundamental 

similarities and differences of family funding and external 

sources of funding (see figure 4).  In order to come to this 

conclusion, I tested the financial deal between the entrepreneur 

and the family investor based on the six characteristics: the 

stage of the start-up, the role of the investor, the type of the 

contract, the influence of the investor, the amount of investment 

and the reward structure. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 4: Similarities and differences 
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The biggest difference was found in the type of contract family 

funding makes use of. Even though four of the financial deals 

were laid down in a contract, only one contract was properly set 

up by a lawyer. We concluded, that family funding prefers to 

arrange the financial deal based on trust rather than in a legal 

contract. It confirms that family funding is much more flexible 

and simplifies the financial deal in favor of the entrepreneur and 

the family investor. At this stage, it would have been interesting 

to have a deeper look at the aspect of trust. As we have seen 

trust is a very important asset when it comes to family funding 

and therefore it raises the question: what role does trust play for 

external investors? In their study, Liang, Wu, and Huang (2019) 

demonstrate the importance of trust and state that “trust has 

been found to play an extremely important role in predicting 

investment behaviors”. Further they found a “positive 

relationship between trust and economic development” (Liang 

et al., 2019, p.6). We can conclude that in any financial 

relationship trust is a major factor. However, the extent of trust 

is higher in family funding because not all cases see the 

necessity for a contract. In this research, not having a contract 

turns out to function well, but we have to keep in mind, that not 

everything ever goes well by nature. Therefore, as also one 

entrepreneur highlights, we highly recommend using a contract 

because one can never foresee what will happen to the business 

or the family. 

The second biggest difference can be found in the influence of 

the investor (six out of seven), which is closely connected to 

another difference, the role of investor. Only in one case, the 

investor has influence and actually makes use of it; the investor 

was an entrepreneur himself. The role of the investor can vary a 

lot. While external investors often bring strategic and 

managerial benefits, family investors rather have a more 

symbolic purpose. They express trust, by which the 

entrepreneur feels supported and motivated. The knowledge 

that the family investor believes in the business outreaches the 

fear of failure and disappointment. However, we have detected 

the negative side effects of the family investor role, when the 

investor clearly lacks the skills and expertise to recognize a 

failing business. The lack of skills is a serious problem of the 

family investor, because it might be the case that they lose a lot 

of money by investing in a poorly performing business. 

The next big difference was found in the stage, in which the 

funding takes place (five out of seven cases). Family funding is 

mainly present in the initial stage of development. All the seven 

cases made use of family funding in either the initial stage or 

early growth stage. External investors prefer to fund in a 

business once it has further developed and has already mastered 

the initial phases. Some of our cases showed the necessity of 

family funding in order to secure enough private capital to 

qualify for a loan. Furthermore family funding usually concerns 

much smaller amounts compared to external sources. In this 

stage, family funding is sufficient. Big loans are not necessarily 

needed. 

The data regarding the reward structure gives proof that a lot of 

family investors are not expecting a reward or compensation 

(four out of seven cases highlight the differences). Most 

entrepreneurs have the objective to repay and consider 

compensating the investor with extra money, once the business 

is successful, but most of the investments are provided on the 

basis of trust. Family investors are not aiming to make profit 

and therefore have different expectations towards the 

entrepreneur. 

The least differences were found regarding the substantiality of 

investment for the business (one out of seven cases). As already 

mentioned earlier the amounts of investment cannot be 

compared to each other, but both, the family investor and the 

external investor usually provide investments that are 

substantial for the business and not substantial for the investor. 

To conclude, family funding is an appropriate source of funding 

for a “young” start-up. The financial deal can be regulated very 

flexible and for the benefit of the entrepreneur. Family funding 

provides sufficient amounts of funding without trade-offs 

asking for influence or compensation. The entrepreneur 

however should keep in mind that an external investor is much 

more able to detect bad decisions and is able to help with 

strategic management. Even though most financial deals where 

regulated without a legal contract, it is highly recommended to 

involve a lawyer, so that in the case of failure additional 

problems within the family can be avoided. 

6.1 Limitations and future research 
In order to discuss possible limitations of this study, we have to 

keep in mind that family funding is a very sensitive and 

emotional topic. Especially when it comes to problems and also 

financial aspects, people in general might not be completely 

honest and even try to avoid topics like these. It might be that 

participants of this study felt uncomfortable and did not want to 

reveal the truth of some questions. In order to avoid these 

limitations, the researcher always made sure that the 

interviewees felt comfortable, but we have to assume that a 

little probability of hiding certain aspects exists.  

Next, it is difficult to generalize the outcome of this study, as 

we have a sample size of only seven. We discovered very 

interesting insights in the fundamentals of family funding and 

were able to extract similarities and differences between the 

cases. However, the outcome is somewhat incomplete and may 

not be applicable to other family funding cases, especially 

because no case encountered severe business problems yet, that 

would have certainly put a big stain on the relationship between 

family investor and entrepreneur.  

With the data of a bigger sample size (e.g. 80-100), the 

importance of the contract could be further investigated. Further 

it would be interesting what failed start-ups have experienced 

and whether not having a contract in these cases was a 

disadvantage. 

Additionally, more insights of the investors’ side could be 

gathered and whether their experience with family funding 

corresponds with the entrepreneurs’. Especially regarding the 

reward structure, it would be interesting to learn if they really 

do not expect any kind of compensation. 

Another limitation of this research is that mostly start-ups were 

in focus. One could further investigate family funding in other 

stages of development, such in the rapid growth or in the 

expansion stage. Once the start-up is further developed and 

profits begin to build, it might be well possible that serious 

problems occur about the application of money, especially 

without formal contracts. 
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9. APPENDIX 

9.1 Full version of: Figure 1: Source of finance for early-stage entrepreneurs, by region 

 

9.2 Anonymous results of the conducted interviews 

 Company A Company B Company C Company D Company E Company F Company G 

Stage of the 

start-up (FF*) 

Initial stage Initial stage Initial stage Initial stage Initial stage Early 

growth 

Early 

growth 

Financial 

sources 

€40.000 

founder loan, 

€10.000 

PC**, FF 

€100.000-

€200.000 FF 

2/3 PC €25.000 PC, 

family and 

friends, 

business angel 

FF 50% PC, FF 90% PC, 

FF, founder 

loan 

Family funding Every once in 

a while €500- 

€1.000 

100% 1/3 8-10% 100% 50% 10% 

Family investor Parents and 

husband 

Parents and 

grandfather 

Father 4-5 friends/ 

relatives 

Whole family Father Parents 

Role of family 

investor 

- Father: 

entrepreneur

Mother: 

psychological 

mentor/ 

experiences in 

a bank 

Father: 

entrepreneur 

- - - - 

Regularly vs 

one-time 

Regularly Regularly One time One time Regularly Regularly Regularly 

Substantial for 

the business 

No Yes Yes Yes - Somewhat Yes 

Substantial for 

the family 

investor 

Yes Yes No No No No No 

Reason for 

family funding 

Requirement 

for founder 

loan 

Easy and fast, 

expertise of 

family 

investor, trust, 

contradicting 

views 

Threat to 

existence 

Fast and 

uncomplicate

d, support of 

family 

Easy and 

availability of 

financial 

background 

Availability 

and costs of 

external 

investors 

Easy, fast, 

availability 

of external 

investors 

Contract No Yes Yes Yes (with 

lawyer) 

No Yes No 

Reward 

structure 

No No Shares Virtual shares Shares (only if 

business is 

profitable) 

Payback on 

interest rate, 

shares 

No 
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 (*family funding; **private capital) 

9.3 Interview questions for the entrepreneur 
Requirements for the interview: 

- Interviewee has to be part of a start-up 

- Knows about the financing of the start-up 

- The start-up is (at least partly) financed by a family member/ relative 

1: Describe the situation (how is your business financed? To what extend is family funding an important part of 

funding) 

1. What is your main financial source? 

2. Of how many different family investors do you obtain funding? 

3. Are they providing money on a regular or one time basis? 

4. Is the amount of investment substantial or marginal? How much money is the family funder providing? 

2: What was the main reason for you to make use of family funding? 

3: What were the characteristics of the funding agreement? (formal/informal; reward scheme; other aspects) 

5. Is the financial agreement regulated in a (legal) contract? Informal/formal? If not; how does the 

agreement look like? Any oral agreements? 

6. Did you agree on a reward or compensation for the family funder? What is the agreed reward? (gift, 

loan, equity, share) 

7. What other aspects are included in the contract? (e.g. termination, right to shares in case of success, any 

consequences in case of failure, etc..) 

8. What kind of problems have you experienced while setting up a contract? (e.g. disagreements) 

4: What other engagement was there next to funding? 

9. Does the family funder have any other capabilities besides providing money? For example influence/ 

decision-making right? 

10. Does the family funder get informed about the progress of the start-up? 

5: How did the funding work out? (business success; satisfaction with all parties) 

6: What kind of problems have you experienced (mismatch between expectations and experiences?) 

11. When agreeing on a financial relationship to one of your family members were you afraid of the risk to 

threaten your relationship to that person? 

7: What have you learned and what do you recommend to others? 

12. How satisfied are you with your general experience of lending money from a family member? 

13. Do you have any recommendations for other entrepreneurs agreeing on a financial relationship? 

Influence No No Yes, but 

does not 

want to 

No No Yes No 

Informed about 

performance 

Yes Yes Yes Yes (formal) Casually Yes Casually 


