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Who Is Here?



The Agenda



What is it?

• Reasonable steps taken by a person in order to satisfy a legal 

requirement, especially in buying or selling something.

• Things we can do to help all interested angel investors have a 

higher level of comfort than they could reach by themselves,

• by taking advantage of the broader set of skills, domain 

knowledge, and time availability of others in the group.



Why Do It?

• Enable us to have members who have zero experience at this, and 

to bring them along over time to a higher level of competence.

• Enable our members to have some written material they can take 

home to discuss with a spouse or partner who could otherwise veto 

the deal.

• Enable our members to invest in a much more diverse set of deals 

than they could by themselves.





Some Realities

• Most angel company failures are caused by factors outside the 

control of the management:

– Recession

– September 11

– Hurricane Sandy

– Divorce

– Disruptive competition



What various approaches are there?

1. The loudest, most persistent voice leads the pack.

2. Combine the skills and knowledge set of volunteers from the 

broad group with a set of diligence-specific skills and knowledge 

set of the volunteer angel group leaders.

3. Have a well-paid set of partners and staff that devote 

themselves to a deep focus on a small number of potential 

deals.  



How long should it take?

Dave 
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What Should My Philosophy Be?
• Seek to make many small investments across a diverse set 

of deals, rather then picking and choosing among those we 

think will be the winners.

• It is far more important to successfully invest in a company 

that goes on to become a winner, than it is to avoid 

investing in a few losers.

• It is far more important to avoid excluding a company that 

goes on to become a winner, than it is to avoid investing in a 

few losers.



How much effort should it take?

• A committee of 4 – 5 members

• 6 - 8 hours time commitment from each member over 2-4 weeks

• The best committees tend to be those that work together on 

multiple deals over an extended period

• Some groups have domain-specialized diligence committees 



What topics 

should it cover?

1 CEO & Other Management

2 Product

3 Business Model

4 Markets

5 Sales & Marketing

6 Competition

7 Competitive Advantage

8 Legal & Regulatory Environment

9 Intellectual Property & Technology

10 Valuation & Terms

12 Financials

13 Exit Strategy

11 Potential for investors

14 Other Investors

15 Risks



How should we organize the effort?

• Teams of 2-3 people per topic or group of related topics

• Leader keeps members involved and moving, collect results

• Use online meetings to make it easier to keep a schedule

• Members rank the importance of topics and rate the company on each 
topic

• Leader(s) should be the best writer and should consolidate the work of 
members into a cogent, jargon-free, topic-by-topic 3-4 page summary



Prompt the Members With Questions

• Business Model: (1=unattractive model, 10=attractive model)

– Is this a “demand pull” model or a “technology push” model?

– How does the company make money?  

– Will there be recurring revenue from customers, or will this be a one-time 
sale?

– What are the costs of customer acquisition?

– What is the lifetime value of a customer relationship?

– Can the company have a sustainable business model after paying the costs of 
customer acquisition and product distribution?

– Is this a repeatable and scalable business model?

– What margins are needed for positive cash flow?   Profits? Rapid growth?

– Are there any strategic partners on the team?  What do they bring?  Are they 
recruited?



Prompt the Members With Questions

• Markets:(1=poor, static markets, 10=attractive, rapidly growing markets)

– Are the markets established?  Or, will the company have to educate the 
customer base in order to generate sales?

– Are the markets growing rapidly, moderately, or slowly?

– Is the market a commoditized one?  Or, is there room for a new company 
to establish a new brand?

– Does the market demand support scaling the company up to $15-20 
million revenue in 4-6 years?

– Are there examples of companies that have succeeded in this market?

– Have you looked at the product and markets free of your own prejudices 
and practices?  You may not be in the target market, and do not want to 
miss a viable business that addresses people other than you.



How should we present the results?

1. A 1 or 2 paragraph summary

2. A   1 paragraph discussion of each info topic, plus consensus 

numeric rating

3. A table showing the names of committee members and their 

individual overall deal numeric rating



What products are needed?

• A 10 minute summary that can be delivered to a membership 

meeting.

• A 3 – 4 page report that summarizes the deal that the member 

can use to sit down at the kitchen table with their spouse or 

partner and make a decision.

• A deeper collection of data that the member with time and 

interest can dig into for their own satisfaction.



Resources from ACA

• Search the ACA website and you’ll find a wealth of information 

on all aspects of the diligence process.

• Recognize that no one size fits all, and that groups with specially 

skilled members can often get by with less.

• Every Summit contains a session or two on this topic where you 

can pick up the fine points from others.



Examples of a popular report format










