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The Elephant in the Room 



The Spouse Test 
• Let’s be honest, 

• How many of you  

• Discuss the actual returns on  
your angel investment portfolio 

• With your wife or husband? 



OK, I’ll Say It… 
• Most angel investors lose money 

• The good news is 

• It’s not just you 

• We need to talk about it 

• I know we are already improving 

• And we can do even better 



Investing Is Not Easy To Learn 
• Generating a consistent return  

• On any investment portfolio isn’t easy 

• What we do is especially challenging 

• Angel investing is actually more difficult 
than Venture Capital investing 

• Because we invest earlier 

• (And that’s just one reason it’s harder) 



In the Venture Capital World 
• VCs have learned that it’s very 

expensive to train a new partner 

• John Doerr at Kleiner Perkins says 

• That training one new VC 

• Is as hard as training a fighter pilot 



The Cost of Our Educations 

• To learn to be a VC 

• Takes 6 to 8 years 

• And costs 

• $20 million 

• (Remember - angel 
investing is harder) 



Angel Investing Is Still New 
• Angel investing is still quite new 

• Early angel groups started around 1994 - 97 

• We are still where traditional Venture Capital 
was in the early 1980s 

• Angels are just discovering best practices 

• That’s the second reason learning to be an 
angel is harder than learning to be a VC 

• (There is no manual) 



We Don’t Have Enough Data 

• Our biggest problem is a lack of good data  

• One reason we don’t have more data is 

• Exits just don’t happen very often 

• From Scott Shane, author of Fools Gold: 
– 1 to 1.5% of angel backed companies exit 
– 5.9% of angel group deals exited in 2008 

• (Not clear if this is a trend or a good year) 

 



New Data on BC Exits 

• Thomas Hellman from the Sauder School of 
Business at UBC 

• “An Evaluation of the Venture Capital 
Program in British Columbia” October 2010 

• 206 angel-backed companies 2001-2008: 

• 0.5% did an IPO and 2.9% were acquired  

• The Alliance of Angels, and some other 
groups, have much higher rates of exits 



How Did These Groups Learn? 

• How did the successful groups learn? 

• Since we don’t have enough hard data  

• Most of our education has to be empirical  

• Learning by observation & direct experience 

• Essentially trial and error 

• Directly through our own portfolios, and  

• Learning from companies we are close to 



Direct Observation Is Expensive 

• Each direct observation  

• Is a company 

• Observed through its entire life cycle 

• From startup to exit 

• Which usually costs $millions (all investors) 

• And often takes 5 to 10 years 



Sharing and Learning 

• One data point = $millions and a decade 

• (The third reason that learning to be an 
angel is difficult and expensive) 

• We need to share data and exchange ideas 

• Meetings like this are the best way we can 
improve our returns 



Example – Education on Valuation 

• I believe we’ve already improved angel 
returns by 50% over the past decade 

• Simply through education on valuation 

• It’s most often Bill Payne up at the front of 
the room 

• Over the past decade, I’ve probably watched 
Bill Payne teach valuation five times 

• Here’s the result of what we’ve learned 



Valuations and Angel Education 
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Valuations and Angel Education 
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Just these changes in 
valuation will add 50% 
to returns (long term) 



Further Improving Our Returns 
• Successful investing requires two things: 

1. Investing Right: 
• In the right companies 
• At the right valuation 
• With the right terms 

2. Exiting Well 
• In a reasonable time 
• At a good price 
• With a reasonable probability of success 

We are 
getting better 
at these 

Our biggest 
education 
opportunities 



How Can We Double Our Exits? 

• Based on the limited data available 

• The current exit rate for all angel-backed 
companies seems to be around 2 – 3% 

• I believe we can get to 5 – 6%  

• Which would more than double our returns 

• My hope is that we can get to 10% eventually 

• Here are some ways we can improve our 
probabilities of successful exits 



Pre-Investment Selection 

• The first step is to select companies with 
better probabilities of exits 

• And then check the founder alignment 

• John Huston in Ohio (past Chair ACA) is 
providing strong leadership on angel exits 

• On The Frank Peters Show #311  
John describes the: 

• ” Ohio Tech Angel Alignment Question ” 

 



Ohio Tech Angel Alignment 

• In Ohio, we look them in the face and say: 

• ”If we invest in your company,  

• Our goal is to work with you over the next 
three to five years, 

• So that when the company is sold in three to 
five years, 

• You will personally walk away with three to 
five million dollars in your pocket.” 

 



Structure and Term Sheets 

• How we structure our investments can also 
significantly improve our exit probabilities 

• Term sheets and vesting matter a lot 

• Board structure as defined in the term sheet 

• Dan Rosen’s work on his “Light Pref” term 
sheet already having a noticeable effect 

• Understand the dangers of VC follow-ons 

 

 



Exit Strategy and Planning 

• After we invest, we can increase our exits 

• By working with the management and board 

• To improve their knowledge about exits 

• Debunk the myths, misperceptions and lies 

• I believe every company should have a 
written, signed off exit strategy 

• And regular discussions on exit timing 

 



The Most Heartbreaking Error 
• The most heartbreaking error I see boards 

make is to exit too late 

• It’s fundamental human nature 

• Primarily due to a lack of education 

• In my opinion, more at the director level, 
than company management 

• This is what it often looks like 

 



“Riding It Over the Top” 
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This Happens Most of the Time 

• I think about 75% of the time boards miss 
the optimum time to exit 

• Missing the optimum time, also 

• Often means they end up never exiting 

• So what might have been a good return 

• Ends up being a 100% loss 

 

 



Not Waiting for an Unsolicited Offer 

• I often hear ‘companies are bought, not sold’ 

• People think that when ‘it’s time’, someone will 
knock on the door wanting to buy the company 

• While this has happened, it’s almost never a 
good thing for the shareholders 

• It’s not just that the price will be much lower 

• More importantly, the probability of success 
decreases dramatically with only one bidder 

 

 



Actively Selling Can Double Exits 

• I believe that for every company that is  sold 
through an unsolicited offer 

• There are at least two others that never got 
sold simply because the board was waiting for 
an unsolicited offer 

• By actively selling our investee companies,  
I am certain we can significantly increase our 
percentages of successful exits 

 

 



The Ideal Exit Team 
• To actively sell, companies need a team to 

ensuring the transaction actually closes 

• The ideal exit team is: 
– The CEO  
– A small committee of the board 
– An M&A Advisor 
– Possibly an Exit Coach 
– Legal and Accounting Professionals 

 

 



M&A Advisor Quality 

• The quality of the M&A advisor directly 
affects: 

• The ‘price and terms’ 

• How long it takes to complete a sale 

• But most importantly,  

• The probability of completing a transaction 



Probability of Completing a Sale 

• There are no available databases on 
M&A advisor success rates  

• No quantitative way to assess the probability 
of a given advisor completing a sale 

• But this may be the most important statistic 

• I was excited to hear an industry metric on 
probability of success a couple years ago 



Probability of Completing a Sale 

• I attended a half day presentation by one of 
the world’s largest mid-market M&A firms 

• There were about 100 people in the room 

• The presenter stated that “only 8% of 
planned exits actually close” 

• I wanted to learn more about that statistic 

• He and I emailed several times, and then 
phoned, to discuss the 8% number 



Probability of Completing a Sale 
• The presenter confirmed 8% twice by email 

• And wrote that it was ‘borne out by what 
[he’d] generally seen”  

• He was quite definite about it 

• I asked if I could quote him – he said “No” 

• That puzzled me, so I asked a few friends 

• One said the speaker was sure of the  
8% because it was his firm’s success rate 

 



Probability of Completing a Sale 

• Could it be true that after you hire a leading 
M&A advisory firm, the probability of 
completing a sale is only 8%? 

• A few people have told me they believe it is 

• Some firms, even big ones, will collect a 
large number of work fees,  

• But only a small number of success fees 

• That can be a profitable business model 



M&A Advisors and Probability 
• The most important 

criteria for selecting 
the M&A advisor is 

• The probability they 
will succeed in 
completing your sale 

• Based on the 8% and 
my observations it 
looks something like: 0% 
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M&A Advisor Quality 



Summary on Doubling Exits 

• I’ve described several ways to increase our 
probability of successful exits: 
1. Selection and alignment 
2. Term sheets, structure and vesting 
3. Planning and timing the exit better 
4. Actively selling 
5. Selecting the best M&A advisor 



Doubling Our Exits 

• I believe we can at least double the number 
of angel-backed exits 

• Doubling our exits should double our returns 

• And change our entire ‘industry’ 

• Even make a difference in the economy 

• I believe the most important things we can 
do is more data sharing and more education 

 



Good Luck With Your Exits! 
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