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While I am excited about an increase in 
the level of angel investment activity, I’m 
worried that many would-be angels don’t 
adequately appreciate why there is an en-
tire industry dedicated to full-time startup 
investing.

At $22.5 billion, there has only been an 
18 percent increase in angel investments 
from 2002 to 2011, according to the Center 
for Venture Research. Meanwhile, there 
has been a disproportionately larger in-
crease in the number of angel-backed ven-
tures — up 83 percent to 66,000 — during 
the same period, suggesting that more and 
more high-net-worth individuals are trying 
their hands at angel investing. Yet while the 

number of angel networks in the U.S. has 
tripled since 1999, only 
10,000 to 15,000 of the 
225,000 people who made 
an angel investment in the 
last two years are in an or-
ganized angel network.

The unfortunate truth 
about angel investing is 
that “a majority of all new, 
angel-backed companies 
fail completely, so if you 
invest in only one com-
pany, the odds are that 
you will lose all your money,” said David 
Rose, who is neither a bitter angel nor a 

competitive venture capitalist, but rather 
a successful entrepreneur, angel investor 
and founder of Gust, a global platform for 
startup funding and early-stage invest-
ments.

“It takes investing the same amount of 
money consistently into at least 20 to 25 
companies,” Rose said, “before your re-
turns begin to approach the typical return 
of over 20 percent for professional, active 
angel investing.”

Despite this warning, the majority of 
angel networks invest in only four new 
deals per year. The average angel investor 
would need to be an active angel for five 
to six years and participate in every deal 

before he or she would build the kind of 
portfolio that Rose recommends.

I speak from experience when I say that 
very few angels do this, but I don’t blame 
those who don’t. The startup game is not 
for the faint of heart, and it demands one’s 
full and often undivided attention.

The term “angel” comes from Broadway, 
where it was used to describe wealthy in-
dividuals who provided money for theatri-
cal productions. Today, angels are wealthy 
individuals who are often doctors, lawyers, 
retirees or sometimes people running their 
own businesses. Their limited bandwidth 
often demands a more passive approach 
to investing, even though there’s nothing 
passive about trying to start a successful 
company.

Many angels believe they will seed a 
company, the company will achieve a few 
milestones and then the venture commu-
nity will fund the company’s continued 
growth. But the data shows a different real-
ity. Since 2007, angels have funded roughly 
60,000 new companies every year, while 
the National Venture Capital Association 
estimates that each year only 1,000 com-
panies receive venture capital for the first 
time. In other words, less than 2 percent 
of angel-backed companies are likely to 
receive venture capital funding. Further-
more, those companies fortunate enough 
to receive venture capital may have to self-
sustain for quite some time beforehand.

Consider the health care industry, for 
example. Since 1987, the average time from 
company formation until exit was about 10 
years, according to Dow Jones Venture-
Source and CB Insights. Yet the average 
time from a company’s first venture capital 
investment to exit is often four to seven 
years, depending on sector. This means 
that entrepreneurs and angels must often 
carry the day for three to six years before 
venture capital even becomes an option for 
health care companies. Considering that it 
took media darlings Facebook and Linke-
dIn over eight years to reach an initial pub-
lic offering, I would guess this dynamic 
holds true for other industries also.

Fortunately, more experienced angel 
investors have begun to appreciate the 
importance of not going it alone. Accord-
ing to the Halo Report, 67 percent of angel 
networks in the U.S. syndicated a majority 
of their deals, and 75 percent of those deals 
involved at least one nonangel investor. I 
hope this trend continues because the life-
blood of a successful portfolio is not how 
deals are done, but rather what deals are 
done.

Surprisingly, an angel recently told me 
that he isn’t worried about access to deal 
flow because venture capital is retreating 
to later-stage deals. Not surprisingly, he 
is not an experienced angel, much less 
successful. Since the Internet bubble, the 
proportion of venture capital invested be-
tween later and early-stage deals has re-
mained relatively constant, according to 
the NVCA. However, there has been a 42 
percent increase in the proportion of over-
all deals getting done that are considered 
early-stage. Venture capitalists have not 
abandoned their early-stage focus. They 
are just investing less in more deals and 
have likely already seen and passed on a 
majority of the deals that end up seeking 
investment from angels.

But be they angels or venture capitalists, 
investors must cultivate a reputation built 
on credibility and consistency to gain ac-
cess to the very best deals. This kind of 
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Over 4,000 companies have been 
nominated in 43 markets across the 
country.  Make sure you vote for your 
local favorites in Austin as part 
of Social Madness: A Corporate Social 
Media Challenge presented by Capital 
One Spark Business. Donations will be 
made to a local charity selected by 
each of the three social media national 
champions.

For official rules go to www.socialmadness.com/rules

www.socialmadness.com

presented by

And also follow, like and connect 

to help them win during the  

Austin Business Journal’s 

Social Madness challenge.

  ote today 

for your 

favorite local 

businesses!




