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1. Warm Up Activity: Misconceptions Or Facts?

Given below are some common beliefs that people hold about angel investing. Which of these are misconceptions?

	#
	Popular Belief
	Misconception? Yes/No

	
	
	

	1. 
	Angel investors are like VCs; they just invest less.
Only organized groups do Angel investing. 
The single most significant motivation for angel investors is to make a substantial profit.
Angels compete with VCs to fund entrepreneurs.  
Angles invest only money in the venture. 
	

	2. 
	
	

	3. 
	
	

	
	
	

	4. 
	
	

	5. 
	
	





2. General Reference Material
	Who is an angel investor?
	An angel investor is a high net worth individual who invests directly into promising entrepreneurial businesses in return for stock in the companies. 


	How much money do individual angels invest in a company? 
	Angel investors provide equity capital in the range of RM 5,000 to RM 500,000 to early stage companies. Many times, several individuals invest in the same company at the same time, thereby increasing the total investment.


	Does it help to be part of an angel group?

	Angels investing through organizations can apply the resources of the organization to finding and scrubbing deals.  Furthermore, angel organizations have fostered robust process and term sheets, which has standardized the investing process and attracted VCs as syndication partners. And, working with like-minded people is likely to create many new friendships within the organization.


	Is there any guideline for making the investment? How can you ensure ROI?
	Only 1 or 2 of ten angel investments will provide the bulk of the ROI. Therefore, it is necessary that all angel investments must scale, that is, show the opportunity to grow sufficiently to return 20-30 times the capital to angels.


	What is the typical angel investment process?
	A typical process involves the following stages:
· Pre-screening
· Screening
· Due Diligence
· Investment Presentations
· Follow-up Meetings and Discussions
· Closing





3. Reading & Discussion Activity: Blog Article
Should you be an angel investor?
Angel investing is hugely appealing to many people because it has the promise of mind-boggling returns. There are a ton of stories about people putting $10,000 or $25,000 into a start-up and getting back millions — even tens of millions — of dollars. These stories are not false, but they are obvious edge cases. What are your chances of investing in a Unicorn?
What are your chances of investing in a Unicorn?
I’m going to guess there are probably 10,000 projects angel funded in technology per year (say 5x the number of venture deals per year, which I understand is around 2,000 here in the USA).
If there are 10 angels in each deal (another guesstimate), that means 100,000 angel investments get put into this bucket per year. Over 10 years we have 1,000,000 swings at bat by angels. If we have 40 unicorns every 10 years here in the USA there are 400 angel lottery tickets (40 unicorns with 10 angels each) in the 1,000,000 lottery tickets issued. By this absurdly incorrect math, you would have .04% chance of getting a lottery ticket: 1 in 2,500.
Interestingly, the original article on unicorns said it was 1 in every 1,538. If your investment in a unicorn were to go 500x it might not be worth doing those 1,538 (conceptual) investments! Why? Well, if you put $1 into those 1,538 start-ups and one was a unicorn that paid you 500 to 1, you would still need to return $1,038 on the 1,537 bets. If 70% of those fail, you’re actually trying to make that return on the 461 start-ups that didn’t die.
The Rub: Access
The big rub in all this is that you have to get access to the unicorns as they are born. Well, if you look at unicorns in recent history, Airbnb & Dropbox came out of YCombinator, and you would probably have a hard time getting to them. I can tell you that Uber was circulated among the folks the founder knew well. My second unicorn, Thumbtack, was actually accessible and many of my friends passed on investing in it!
So, it’s possible, but very unlikely that a “civilian” — in this case defined as someone who isn’t here in the Valley doing investments for at least five years and 50 investments — would ever get in.
Outside of Unicorns
Now, if you have some level of access in Silicon Valley to the best deals, I actually think there is a case to be made for putting 1-5% of your net worth into angel investing. Here is a model:
1. You have a net worth of $3,000,000 and you put 5% / $150,000 into angel investing over 30 deals at $5,000 each.
2. Two-thirds of those die and return nothing, so you’re stuck $100,000 out of the gate.
3. Of the remaining 10 that don’t die, let’s say you have five that return your money ($25k!) for a push and the remaining five do five times their money ($25k x 5 = $125k). Congratulations you’ve now broken even!
I actually think that the scenario above happens to many angel investors during their first couple of dozen investments — and that’s OK. To break even, learn, and have an outside shot of one of your investments returning 50, 100, 500, or 1,000x is awesome. In the chance that one of those $5,000 went 100x you would have absolutely crushed it.
Disclaimers
· If you don’t have access to these companies you will never get anywhere near to what I consider a fighting chance. Doing this in Austin, San Diego, or Europe? Good luck!
· In order to invest in 30 companies you would need to have met with at least 10x that. So, do you have the time to meet with 300 start-ups? Do you even want to?
· You have to be wanted by the founder. What do you have, in a world of unlimited capital, that these awesome founders need?
That last point is critical. If you’re coming into angel investing in 2015 you’re up against people who do this full-time for a living. You’re coming up against incubators with huge networks and knowledge they offer founders. You have to be very careful that you’re not seeing the deals that everyone else said no to. That’s what I think happens to a lot of angel investors: they fund the folks who were unfundable by the pros. Then they are left with a really sour taste in their mouths, because they now have an investment with a founder who might be insane or incompetent — maybe both!
One great way to get started is by participating in incubators (TechStars, Rock Health, AngelPad & YCombinator are all excellent),AngelList Syndicates (Gil Penchina is the most active one, but Cyan and Scott Banister are also notable) and being an LP in a smaller fund (i.e., Homebrew or Freestyle Capital). Drafting off of those entities will get you into better deals and help educate you.

Angel investing is a fun thing to do and if you keep it to 1-5% of your net worth I think there is little downside. If you lose half, all, or some of your money it’s not the end of the world, and if you break even or make a modest return you’ll learn something. All while having the chance to hit a lottery ticket.

Source: http://calacanis.com/2015/01/09/should-you-be-an-angel-investor/


4. Closing Activity: Angel Investor Checklist
Is angel investment for me? Find out by completing this checklist.
What are your reasons for becoming an angel investor? Read each sentence in the table below and answer Yes or No. When you are done, calculate the total number of “Yes”, and indicate the score in the Total row.

	#
	Reason for Investing

	Yes/No

	1. 
	I plan to invest in start-ups because I think that it has the potential to offer better returns than most other asset classes.
	

	2. 
	Angel investing will help me to diversify my overall investment portfolio.  
	

	3. 
	 It will give me an opportunity to collaborate with like-minded people to innovate, and do something novel.
	

	4. 
	It will offer me the opportunity to contribute to sectors and industries that I care about. I can bring their specific prior knowledge and experience to bear in the companies in which they invested. 
	

	5. 
	I think that angel investing is a good way to remain involved in a company without having to take complete responsibility of leading it.
	

	6. 
	 Angel investing will offer me the opportunity to gain knowledge and learn new skills. 
	

	7. 
	Angel investing will help me to offer my expertise to the people involved in setting up a new company.
	

	8. 
	Investing in early stage tech start-ups will help me to gain additional market insight and connections to the entrepreneurial community
	

	9. 
	I plan to become a VC in the long run, and experience as an angel investor will help me achieve this goal.
	

	10. 
	Having retired from full-time, regular work, I feel the need to remain relevant. I think becoming an angel investor will help me achieve this.
	

	
	TOTAL
	





Score Key:
· 7 to 10: You seem to be very clear about why you want to become an angel investor. You are good to get started with a start-up!
· 4 to 6: You seem to have some misgivings about certain roles that you need to play as an angel investor. You will be ready once you get some clarifications from an expert.
· Less than 4: You may want to reconsider quite a few factors. Angel investing is neither completely altruistic, nor is it complete self-indulgence. It is a combination of both.
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