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Preface

Angel investing in technology startups is more of an art than a science. It
is the act of recognizing smart and talented entrepreneurs who get things
done, and who work on a great product with a high business potential.
Once they’re chosen, you give them your money, open your business net-
work to potential customers, give them advice and introduce them to
experts who can help them make good decisions at the right time. What
makes this an art rather than a science is the fact that, at the beginning of
anew venture, very little is easily measurable — especially on the customer
and revenue side — and a lot of unknowns and nonproven hypotheses are
present. There’s also a lot of passion and excitement for the new business
idea, which sometimes gets in the way of thinking clearly, not so unlike
when one falls in love. Most mathematically sound approaches to assess
the new business are not yet applicable due to a missing financial history,
as the product hasn’t yet been built and product-market fit hasn’t been
proven. Whether the product to be built will actually get traction in the
market and how competition will react is often pure guesswork. Neverthe-
less, great ideas are worth nothing if they don’t get implemented and
shaped into sustainable products and services that have a positive impact
on society and the environment. Helping entrepreneurs with strategy and
funding is a life-changing activity for many who do it as angel investors.
Even if you only do it in your leisure time like most angel investors, it gives
you a new purpose in life and helps create not only new and amazing
products, but meaningful jobs as well.

Having been an angel investor in Switzerland for more than a decade,
and co-founding and growing the Swiss ICT Investor Club (SICTIC) to
the largest and most active business angel club in Switzerland within five
years, I decided to share best practices that I've learned on my angel inves-
tor journey. These are meant for angel investors who invest in Swiss tech-
nology startups, and I hope this guide will help make them successful angel
investors whom eager entrepreneurs love to work with. The best practices
included in these pages will also help investors avoid costly mistakes and
show them how to be a great team player among the other investors and
entrepreneurs they work with.

This handbook is a condensed collection of wisdom from many suc-
cessful angel investors, and will familiarize you with concepts of investing
in seed and early-stage technology startups in Switzerland; help you learn
the language that you’ll encounter in investment term sheets; point out
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caveats and provide checklists that you can use when making your own
startup investments.

Our official website at www.angelhandbook.ch provides online
resources such as a financial plan, a due-diligence checklist and more to
make your life as an angel investor easier. If you have input that we should
consider for a later version of this handbook, please send us feedback
through our website or via email to info@angelhandbook.ch. I hope you’ll
experience a lot of eye-opening moments when reading these chapters,
and I wish you good luck with your future startup investments. Always
remember, everything big once started small.

Dr. Thomas Diibendorfer
Editor, Swiss Angel Investor Handbook
President and Co-Founder, Swiss ICT Investor Club (SICTIC)


https://www.angelhandbook.ch
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1

The Angel Investor

1.1 Can I be an Angel Investor?

1.2 Positioning of Angel Investors

1.3 Startup Investments as an Asset Class
1.4 Best Practices for Angel Investors

1 The Angel Investor

Find out if investing into Swiss tech startups resonates
with you. Learn how investing directly and indirectly
into startups differ, why you will also engage with
venture capitalists and which characteristics the asset
class of startup shares has that differ a lot from the
public stock market.



1.1 CanIbe an Angel Investor?

By reading this Swiss Angel Investor Handbook, you will have already done
the first important step: getting yourself familiar with angel investing and
learning from others with experience. The more you learn, the greater your
positive impact as an angel investor will be on a startup’s mission and
overall success. Let’s start with the vital question of whether you’re actu-
ally a good fit for the role of angel investor.

The typical profile of an angel investor (also called a business angel) looks
like this:
= You are a private individual and invest your money into a startup
= You enjoy helping entrepreneurs start and scale up a business
= You invest as a hobby and don’t get paid for making investments
®  You can afford to take the loss of your entire startup investment if
the startup fails
= You also spend some time with the startups you’ve invested in — not
just money

Mindset and motivation are crucial to becoming an angel investor. You’ll
have a great time investing if you have a strong desire to:

= connect startups to their first customers

= be avaluable team player on a rollercoaster ride

= foster innovation and shape the future

= take a risk now and then

Can you bring smart money to the table? It means more than just money.
Smart money is something you already have that you’re able to share with
startup founders such as your special skills, or your work experience grow-
ing a team, scaling an enterprise and building a successful product. This
could mean bringing your relevant domain knowledge to define the prod-
uct, an active network of experts, or a strong business network to potential
customers. Almost anyone with five years of full-time work experience has
smart money to offer! Having been a founder who has built and sold a
product-driven tech startup will give you added credibility among other
founders, but having such vast experience isn’t required for you to be
helpful to the entrepreneurs of startups you invest in.

Anyone in Switzerland with their own funds can invest directly into a
Swiss startup (as long as the startup’s business is not primarily to invest).
In Switzerland — unlike in other jurisdictions such as the US — an angel
investor does not have to be an accredited investor or a qualified investor
or a high-net-worth individual (HNWT) who satisfies certain criteria in
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terms of income, governance status, professional experience or net worth.
In the US, this is at least USD 1M (one million) worth of net financial
investments, with certain exclusions such as a house one owns and lives
in. Given that Switzerland is the country with the highest density of mil-
lionaires globally (in 2018, 7.5 % of Switzerland’s population), and given
that it’s not recommended to invest more than 10 % of your net wealth into
startups, many angel investors certainly are HNWIs (in US terms), but not
all. To legally qualify as HNWI under Swiss law, at least CHF 2M net
financial investments are required or, alternatively, you need a certain
knowledge about investing and have assets of at least CHF 500 000.- at
your disposal.

For investing indirectly in startups in Switzerland — for example,
through venture funds organized as SICAV, KmGK or SICAF, special pur-
pose vehicles (SPVs), companies that invest their equity into startups (e. g.
organized as AG/SA, GmbH /Sarl), or equity crowdfunding portals that
qualify in Switzerland as a collective investment scheme — being a quali-
fied investor is usually required. If any investors involved in a collective
investment scheme don’t (or no longer) fulfill these criteria, the Swiss
Financial Market Supervisory Authority (FINMA), which is the Swiss
government body responsible for financial regulation, will likely step in.
They will then investigate and shut down the investment vehicle, as they
have done repeatedly in the past. It’s never wrong to ask an indirect invest-
ment vehicle offered to investors in Switzerland for a FINMA letter show-
ing that the vehicle is set up legally and in full regulatory compliance prior
to investing through them. Some angel investors discuss their investment
activities in a group of like-minded investors. Such a group is called an
“angel investor club” (or “business angel club”) and often also helps with
deal flow and organizing pitching events. Even angel investor clubs can get
a letter from FINMA that shows they are operating in line with the finan-
cial market laws.

[
When investing indirectly into a startup, be aware that
you often have to be a qualified investor. Don’t be shy
about asking for the FINMA letter before engaging.

11

1 THE ANGEL INVESTOR



In this handbook we focus on Switzerland-based early-stage technology
startups, which are young companies that develop technology-driven
products such as software, new web services, data-driven business intel-
ligence, novel communication systems, smart assistants, artificial intelli-
gence solutions, blockchain applications, online marketplaces, mobile
apps, cyber security solutions, fintech solutions, hardware (e.g. 3D print-
ing, drones, sensors, smart building solutions) and more. It doesn’t matter
whether they sell their product to companies (B2B) or directly to consum-
ers (B2C). Several successful Swiss tech startups are spin-offs from
research institutes at ETH Ziirich, Ecole polytechnique fédérale de Laus-
anne (EPFL), University of Zurich (UZH), University of St. Gallen (HSG),
University of Geneva (UNIGE), Universita della Svizzera italiana (UST)
and other Swiss universities, Swiss universities of applied sciences, private
companies and other organizations.

In this handbook we won’t be discussing life science startups that
develop new drugs, diagnostic devices for humans or new cancer treat-
ments. These startups often follow a path of extensive laboratory research,
costly and time-consuming clinical studies, require significantly more
funding and, finally, need Food and Drug Administration (FDA) approval
before the product can be sold. Their investment needs, scale-up phases
and exit possibilities are quite different from quickly scalable tech startups
and they attract different investors accordingly.

*

Providing “smart money” as an angel investor means
having entrepreneurial experience and a strong
business network to support founders. Basically any-
one with money available to invest that she or he
can afford to lose can invest directly in a Swiss tech
startup, as no formal education or permission is
required.
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1.2 Positioning of Angel Investors

A

Venture
Capital Firms
(VCs)

Seed & Series A Funds,
Corporate Ventures,
Angel Family Offices
Investors

Amount of Capital Invested (CHF M)

0.2
Family, Friends
and Fools (FFF)

FIGURE 1.2.1 Venture Investor Types

>

Complexity of Deal Terms

Startup founders usually put some of their own savings into their new
venture and then procure their first chunk of outside funding from family,
friends and fools — or “FFF” — who know them well. The “fools” are
people that give some small financial support before the business idea has
been fully fledged out because they like what the founders are about to do
and want to encourage them to actually do it. When founders want to hire
their first employees, they’ll need several hundred thousand Swiss Francs
to pay those salaries in the coming year. As in most cases, the new venture
does not yet have a product launched and therefore has no revenue. Pro-
fessional investors like venture capitalists (VCs) are not yet interested in
these companies, as they often invest several million on behalf of their
limited partners and expect a proof of product-market fit, which usually
includes recurring annual revenues of at least CHF 500 000.

This early-stage financing “gap” is filled by angel investors, who invest
their own money (as FFFs do) and are often organized into angel investor
clubs. As a club, angel investors in Switzerland usually collectively invest
anywhere from CHF 200 000 to CHF 2 million (or 2M for short) in tech-
nology startups. Coming into play between the VCs and angel investors are
the smaller seed and Series A funds with less than CHF 100M under
management, corporate ventures (companies that invest, often strategi-
cally, to acquire new and innovative products) and family offices (invest-
ment professionals who invest on behalf of wealthy families). These groups
typically invest between CHF 500 000 and a few million, but usually need
to see first revenues before doing so.
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As an angel investor using just your own rather limited funds, you will be:

making the investment decision ultimately by yourself (as opposed
to through the investment committee of a VC fund) and are thus
more prone to biases and overestimation, yet are able to decide
much faster than professional investors

typically investing very early in startups, since at later stages smaller
investment tickets (e.g. CHF 20 000 vs. CHF 1M) won’t often be
accepted anymore; this results in you having fewer validated data
points to rely on, meaning yow’ll have to trust your gut that the
founders can actually execute on their business idea and that their
product will indeed find a large market

Whereas a venture capitalist (VC) with larger funds:

is a professional investor who gets paid for doing investments
often invests little to no money of his own, but rather the funds of
his clients who are limited partners, wealthy families or companies;
each client needs to be an accredited investor and usually provides
at least CHF 250 000.- in cash to a VC

often works full-time as an investor

often has a strict time limit until when an exit for all the VC’s shares
must happen, so the time starts ticking once a VC comes in; for
funds, it is often 5 years of investing, then 5 years of harvesting,
which can be extended by another 2 years at a maximum
generally has a budget for hiring experts to assess the startup

The paths of angel investors and VCs will most likely cross if your startup
is successful and scales up, consequently needing more funding to grow
even faster. It’s much better to look at VCs as your older brothers who can
help the startup succeed rather than see them as your adversaries. Some-
times when VCs come in, they do buy angel investors out or request special
rights for themselves. However, once you get more familiar with the VC
world, youw'll see that many of these rights and methods make sense — even
if they at first alienate you as an angel investor who would never have asked
for such things.

14
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Let’s look at the startup journey through its different funding phases:

Seed/Early-Stage Round (usually up to CHF 2M)

Development of a first prototype of the product or service, often still
defining the concrete business model and, if needed, pivoting to a
better model

Initial funding through friends, family and fools, then angel inves-
tors and seed funds

Establishment of a core team and defining of roles

Series A/B/C (usually CHF 2M - 15M)

Existing proof of concept of the product or service, but only a par-
tially proven business model

Some first customers and revenues, but a strong need to finance
marketing, further product development and employment (typi-
cally software developers, hardware engineers, sales and manage-
ment staff)

Funding at this stage comes mainly from venture capital funds,
corporate ventures and family offices

Growth Capital (usually CHF 15M - CHF 500M)

Established company with a proven business model generating
profits with attractive margins or strong revenue growth with an
outlook of generating profits eventually

Company often seeks new finances to internationalize business
faster, expand the product portfolio and service offerings, and/or
acquire competitors through merger and acquisition (M & A) trans-
actions

Investors are often specialized growth private equity (PE) funds or
late-stage VC funds

As an angel investor you get into a startup deal with a small investment
ticket very early. It’s one of the easiest ways to get into private equity and
doesn’t require substantial wealth. If you want to invest as a limited part-
ner into a VC fund, the minimum amount is as said often CHF 250 000.-,
which is out of scope for many angel investors.

Besides equity financing, there is also debt financing. Read the chapter
on financing instruments to learn about additional financing options.
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2

Angel investors jointly provide funding in the startup’s
earliest development stage, usually totaling in the
range between CHF 0.2M and 2M.

1.3 Startup Investments as an Asset Class

The value of private equity companies has grown more than eightfold since
the year 2000. Private markets are outgrowing public markets since the
year 2002 with increasing speed. If you don’t want to miss out on this
strong trend, start investing in startups as an angel investor to get access
to this private equity asset class.

Global private equity net asset value® and
public equities market capitalization, indexed to 2000

o0 - PE net asset value - Public equities market cap
8.0
7.0
6.0
5.0
4.0
3.0

2.0

1.0 =

)
2000 2002 2004 2006 2008 2010 2012 2014 2016 2018 2019

v

! Net asset value is defined as AUM less dry powder.

FIGURE 1.3.1 Total private equity (PE) asset value versus public equities market
capitalization. Source: World Bank, Prequin

You might be familiar with investing in company shares in a public stock
market. However, investing into privately traded startup companies —
even if you also receive company shares — is quite different as an asset
class! Some points to keep in mind:
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Low liquidity

It can easily take more than just a few years before the startup
makes an exit and you get any money back; selling early is often very
difficult as the market for it is still tiny or non-existent; given that
it takes a while to see first returns, you’d better begin your angel
investing now;-)

High risk

You may lose your entire investment if the startup goes bankrupt.
On average, only one in two Swiss startups will survive the first five
years according to the Swiss Federal Statistical Office. For ETH
spin-offs that were founded from 2003 to 2007, the 5-year survival
rate was much higher: an astounding 92 %.

High returns

Here, we're talking about multiples of your investment amount (for
seed investments in a young startup) and not just one- or two-digit
percentages on your investment. A 2016 study done in the US by
Wiltbank and the Kauffman Foundation found a 2.5x average return
for several thousand angel investors with diversified startup invest-
ment portfolios and an internal revenue rate (IRR) of ~22 %. IRR
can be seen as the interest you would need to get on a savings
account with compound interest to achieve the same return.
“Smart money” is a game changer

As an angel investor you are close to the founders and may be in a
position to help them find first customers, avoid costly mistakes,
scale faster with less money (thanks to your business network), and
refer to them excellent new hires to complement the skills of the
executive team assembled earlier.

Angel investors are not investment professionals like
venture capitalists. Angel investments into startups are
risky and illiquid — but they offer great return poten-
tial and the pleasure to engage with highly motivated
entrepreneurs.
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1.4 Best Practices for Angel Investors
Here’s a list of best practices from experienced angel investors.

= Add value beyond your investment. Engage with the entrepre-
neurs and try to add more value than just someone providing capi-
tal — already before you invest. Enjoy coaching smart entrepreneurs
and get satisfaction out of it.

= Never invest alone in a startup. Co-invest with more experienced
investors.

=  Don’t invest more money than you can afford to lose. Always
know how much you can still invest.

= Never skip due diligence and don’t rush to get into a deal. Always
conduct proper due diligence before you invest. It’s a long term
commitment.

= It’s all about a great team. An amazing team (entrepreneurs and
investors) with an average technology is way better than an amazing
technology with an average team.

= Beware of the scientist/engineer - manager/sales dilemma.
A young technology startup needs scientists and engineers much
more than managers and salespeople. A more mature startup needs
managers and salespeople much more. Founders that are great engi-
neers often don’t automatically transition into great managers as
the company grows.

=  Don’t invest if you don’t understand it. It might sound amazing
but if you don’t understand it, don’t invest in it.

= Getused to failure early. Startups are more likely to fail early than
to succeed. It is in the nature of companies that they will all shut
down someday in the future. The question is whether an investor
can make money with it before it shuts down.

= Don’tdecide for the founders but help them to prepare their deci-
sions well.

= Be proud to create jobs and to shape the future with innovative
products.

You have made it in life — now it’s payback time! Switzerland needs more
angel investors.
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2 Sourcing Deals

Getting access to the best startup deal flow is essential
to finding good matching startup investments. The
broader your funnel of startup deals and the more
comprehensive the quality checks done before an
investment, the happier you will be with your startup
investment portfolio.

In this chapter, you learn how to find great startup
deals, how to properly screen the pitch decks that
startups share with investors, and how to engage with
other investors who can help you select the most
promising startup deals to invest in.
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2.1 Getting Startup Deal Flow

Even if you have never invested in a startup and have never told anyone of
your interest in investing, you might still get random inquiries as to
whether you’d like to invest in a startup — just because you have a well-pay-
ing job. It can be tempting to say yes to random deals that you’re offered.
However, the most important rule about deal flow is that you need to look
at a large number of startups before you decide on the most promising
one to invest in. It’s similar to the challenge of finding a big gold nugget in
a mountain river: you’ll have to sift through a lot of gravel and sand before
eventually finding the treasure. Keep in mind that you’re not just looking
for the best business potential when selecting startups at an early stage;
you’re also looking for a personal match with the startup founders as you
will go on the startup journey together with them.

If you want to find an excellent startup deal, expect
that you will have to look at many deals before
eventually investing.

2.2 Personal Dealflow

Personal deal flow from successful angel investors

The best deal source for angel investors is the one used by successful angel
investors. They’ve already built a personal reputation and credibility over
several years by investing in startups, helping them on their journey, and
enjoying successful exits. Other founders want to work with these angel
investors, too, to improve their chances for the same success. These angel
investors often have a lot of deal flow and the experience needed to cher-
ry-pick the best deals from it. Unfortunately, it’s not easy for less-experi-
enced investors to get access to that deal flow. Being part of an angel
investor club can help, as promising startups are often advised to pitch to
these.

Suppose you want to build your own direct deal flow as an angel inves-
tor. In that case, you’ll have to first build your reputation by being very
helpful to startup founders, and by making your portfolio startups highly
successful. Don’t forget to let other founders and investors know which
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startups you have invested in, so they can see and judge on their own how
well your portfolio develops.

Personal deal flow from successful founders
You will find the second-best deal source in successful founders who have
had a large exit. Many other founders want to have them as investors and
learn from their experience. They might have great insights on what works,
what doesn’t, and the challenges to expect when scaling up a company.
When they decide to go in, getting deals recommended by these investors
is a privilege; this deal flow is hard to access, as successful founders are
often very particular about whom they want co-investing with them. Great
founders tend to be very conscious and selective about which investors
they contact when starting their new company, as they do their own due
diligence when deciding which angel investors to get on board early, mak-
ing it even harder for novice angel investors to gain access to the best deals.
While personal dealflow from successful angel investors and founders
is a good source, past success can’t guarantee future success and you
should still look at these deals carefully yourself to form your own opinion
before you decide to invest.

Your personal deal flow

Once your friends, work colleagues and acquaintances learn that you invest
in startups, it is likely that you will also get your own personal deal flow.
Expats usually have connections to people in their home country, and some
people are connected to diasporas through people they used to study or
work with. It is of course tempting to invest in deals that come through
your own network.

As arule of thumb, it is best to never invest alone in a startup deal, and
instead get used to always asking other investors for their views on the
business potential. Have them assess the founders, too, and discuss with
them the risks of an investment deal before investing.

2.3 Angel Investor Clubs

Because getting access to personal deal flow of successful angel investors
and founders is hard and building a reputation as an angel investor takes
alot of time, and because investing alone isn’t very wise and not much fun,

many aspiring — and seasoned — angel investors join an angel investor
club.
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Most angel investor clubs offer at least these basic services:
= Startup deal flow: pitches by startup founders looking for investors
= Networking and matchmaking of investors with startup founders
= Better and faster due diligence of startups by a group of investors
= Newsletters for investors
= Document-sharing with investors (startup factsheets, pitch decks,
financials, business plans, etc.)

Some angel investor clubs also offer additional services:

=  Quality control of the startup deal flow with hard criteria (e.g.
domicile in Switzerland, maximum funding amount, maximum
company age) and soft criteria (e. g. business potential, team poten-
tial, etc.)

= Quality control in selecting among investors who want to join the
club

= Training angel investors

= Deal-sharing among investors

=  Document templates for investors

= Investor tools to facilitate communication, collaboration and deal
coordination

= Introductions to venture capitalists for filling up early-stage rounds
or leading the next round

= Investment portfolio management to keep track of startup invest-
ments

= Investment reports with statistics about the startup portfolios of
angel investors

When referred to an angel investor club by a current member, it’s often
possible to participate in one pitching event for free, to see if one likes the
club, the deal flow and the investor community before joining.

Beyond their similarities, clubs also differ significantly in other aspects:

Investor community size, geographical presence and quality

The quality of angel investors is high if they can bring a lot of “smart
money” to a deal with their business network and experience as investors
and entrepreneurs, if they have had many successful startup exits, and if
there are at least several lead investors among them who can negotiate a
deal. Some clubs have investors in only a couple of cities, while others
might be spread across several countries. For angel investors, collaboration
on assessing deals is easier when there are plenty of other investors in the
same vicinity.
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Quantity and quality of the startup deal flow
Startup deal quality is best judged by
= the number of successful startup exits done,
= the number of startups that have successfully raised Series A or later
stage financing,
= the number of startups that have hired a sizable number of employ-
ees, and
= which prestigious awards have been won by portfolio startups.

To find a good match, the number of pitching startups needs to be large
enough. However, quality should always come before quantity. If an angel
club doesn’t filter startup pitching applicants diligently enough, investors
will waste a lot of time looking at deals that they won’t ultimately invest in.

Dealflow scope and investment round sizes

This refers to which types of startups are pitching (e.g. technology and /
or life science), in which jurisdiction they are incorporated (e. g. company
domicile in Switzerland or abroad), and in which maturity stages they are
(before-incorporation, seed, early-stage, later-stage, etc.) when they pitch.
The more mature a startup is, the higher the startup valuation becomes
and the higher the investment rounds will be. Many angel investor clubs
focus on early-stage rounds up to Series A, but don’t facilitate later-stage
growth rounds.

Minimum investment ticket size

Often there is a minimum investment amount per startup deal that you
must meet — for example, CHF 20 000. It is advisable for angel investors
to build a portfolio of 10 to 20 startup investments over several years to
balance the risk. The minimum investment ticket size therefore gives an
indication of how much capital an angel investor will need at a minimum
to build a risk-balanced portfolio. Rather low minimum investment ticket
sizes also mean that there will be (too) many investors on the same deal,
which often leads to no investor having a large enough stake to make
spending considerable time with the startup worthwhile. More “skin in
the game” and fewer investors on the same deal often makes it much eas-
ier to activate the investors’ network and their know-how for the benefit
of the startup.

Fee model

Many clubs have a flat fee for the basic services (often referred to as “mem-
bership”, which includes attendance at pitching events). Others also
charge an additional percentage commission for each investment, an
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annual portfolio maintenance fee or a carry on the exit proceeds. These
fees can become quite sizeable for larger investments and successful exits.
Always read the fine print before joining an angel investment club or an
online investment service. Some clubs and services are not exactly trans-
parent about what they really charge to startups and investors. To avoid
surprises, always ask which one-time and recurring costs will be charged
to you or the startups you invest in before you join.

Investor pooling model

Some angel investor clubs require that all or most investors are part of a
pool, or go through a trustee for each startup investment. Others leave that
decision to the angel investors. Investor “pooling” constructs often come
linked to hidden tax disadvantages, regulatory issues or setup costs, annual
maintenance fees and exit carries. Several investor pooling models were
found to be illegal by the Swiss Financial Market Supervisory Authority
(FINMA) and consequently were liquidated, resulting in a large loss for
the investors. To be on the safe side, before joining a pooling model, ask
for a tax assessment on both cantonal and federal levels as well as for an
assessment letter by FINMA regarding regulatory compliance. Be aware
that this will take quite some time. In an effort to provide a solid agreement
for pooling angel investors, a group of angel investor clubs, law firms and
venture capitalists have created the free Swiss Investment Syndicate
Agreement Template (SISAT) to set up a syndicate in the form of a simple
partnership. Commercial pooling providers offer more sophisticated
syndicate models involving a fiduciary. Some also facilitate payments and
onboarding investors.

Exclusivity

Some angel investor clubs require exclusivity from the startups that pitch
to them, meaning that only investors of their club are allowed to invest
during an exclusivity period of usually one to several months. This also
means that bringing in external investors can be difficult, or even impos-
sible, unless they join the angel club. If the round does not go through, the
startup will have lost several months that it could have used to find more
investors. This is why exclusivity in early-stage rounds with angel inves-
tors is detrimental to the startup (as it blocks them from finding the best
matching investors faster) and bad for investors (as the chance to fill up
the round is artificially reduced). Exclusivity is most often seen with angel
clubs and investor platforms that charge investment fees; they prohibit
“free rider” investors from joining in order to protect their fee income
streams. Strong founders with high-potential startups usually don’t accept
exclusivity periods at all from angel clubs, and avoid pitching to them.
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Partners

Look at the reputations of corporates (e.g. law firms, corporate ventures)
and VC funds that an angel club has partnered with. This helps you get a
sense of the league in which a club is playing. Some clubs do not have
partners at all — which often also means they don’t aim to build an ecosys-
tem around the club.

Code of ethics

Some angel clubs have a code of ethics that outlines the behaviour expected
of investors, intending to make investment terms transparent and deals
fair for all involved in the same investment round.

2

“Try before you buy” is also true when joining an angel
investor club. Take your time to get to know the inves-
tor community, the startup deal flow quality and

the track record of a club before you join. Always read
the fine print and ask which fees will have to be paid
by you and the startups you will invest in.

2.4 Startup Pitching Events and Startup Fairs

There are several large startup pitching events and startup fairs, some
stretching across multiple days, where startups set up booths, give talks
and present their products. The upside is that one can see a lot of startups
in a short period of time, attend inspiring talks, meet a lot of people in the
startup ecosystem and learn which forms of startup support programs
exist. However, they can also be overwhelming and exhausting. Some
event organizers value the quantity of attending startups over their quality,
as they earn more from sponsors and startups if the event is heavily
attended. Often, there are also many service providers, startup supporters
and aspiring entrepreneurs circulating at these large pitching events and
startup fairs. As an angel investor, it’s good to attend at least one such event
to get a feeling for the ecosystem. That said, finding a great investment at
large events can become a search for the needle in a haystack, and such
events are not the most promising source for finding the best early-stage
deals. The best deals more often come through personal introductions
from investors and founders with a track record.
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2.5 Startup Awards

Startup awards come with cash prizes, support offerings, others just with
honours and publicity. Several award ceremonies are primarily networking
events. Winning awards as a startup cannot compensate for not winning
enough investors, as most cash prizes won’t even pay the salary of a single
employee for a year. Startups typically need to have a product and first
revenues before being considered for awards. However, customers and
most investors don’t consider the awards themselves to matter much; for
them, it’s much more important that startups have a great product, happy
customers and revenue growth. Besides, applying for too many awards
takes a lot of time away from growing the core business. While high-po-
tential startups with great founders are often present at reputable (highly
selective) award ceremonies, it’s often too late for angel investors to get in
at a good valuation once a startup has won a prestigious award.

V™" W.A.DE VIGIER
Companies for tomorrow STl FTU N G 135?

NTECH SEFAWARD

nh']

FINANZ....
WIRTSCHAFT Forum

FIGURE 2.5.1 Some well-known Swiss startup awards: “venture” by ETH/McKinsey, De Vigier
award by W. A. De Vigier Foundation, TOP 100 Swiss Startups Award by Venturelab, Swiss
Fintech Award by Finanz und Wirtschaft Forum, Swiss Economic (SEF) Award by Swiss
Economic Forum

2.6 Problematic Deal Sources

The following deal sources are very often a bad choice, as the deals are
frequently of low quality and have a low potential for returns.

Relatives and acquaintances
A relative of yours (or of a close acquaintance) wants to start a business
and asks you for an investment in his /her startup.

Why you should be especially careful with deals like these: If you invest
in the business of a relative or the relative of a friend, it is very hard to
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separate between business and the existing relationship. This often means
that deals are not checked properly before investing, as one is investing in
an already-known person one is emotionally attached to or in a person who
was referred by a non-investor. Too often, such investments are done just
to grant a favor or to avoid having to say no. Furthermore, one tends to be
reluctant to question whether this person fits the profile of a successful
founder, and it becomes difficult to ask the challenging questions necessary
to really understand the business case before investing. If it goes wrong,
and all money is lost and promises are not fulfilled, the disappointment can
be strong enough to make it difficult when meeting these founders again
through family interaction or mutual friends. Having invested in a rela-
tive’s startup that failed, can badly hurt the existing relationship. On the
other hand, because relatives can’t just walk away from you easily, they
might fight harder for success.

Don’t be afraid to say “no” when you are asked to invest
by a relative or an acquaintance. Already knowing

the person does not automatically make a high-quality
startup deal. Never skip due diligence of ANY startup
before you invest. It’s much easier to say no when

first approached than to face a lost investment and

a troubled relationship later.

Cold investment offers

A person you don’t know gives you a phone call, sends you a cold email,
writes you a letter or messages you through social media about a “hot”
startup that you should invest in. Quite often, the share price is “sure to go
up very soon”, and one has to hurry to catch the opportunity, as only a small
quantity of shares is still up for subscription or purchase.

Why you should avoid deals like these:

Accepting startup deals from unknown people who aren’t founders of the
startup in question, and who did not come to you through a proper intro-
duction carries a high risk that the deal is either fraudulent or primarily
good only for the share seller. Quite often, people who cold-call, message
or email potential investors are paid fundraisers who sell other people’s
startup shares but do not invest themselves, do not carry any entrepreneur-
ial risk, and often get a high commission or a sizable kickback payment on
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shares they sell. You may well find that they haven’t done any due diligence
on the startup whose shares they’re selling, nor can they really explain how
the startup makes money or why it is better than its competitors. If they
can’t answer such core questions, it’s high time to turn down the invest-
ment offer—and stop communicating with them.

{J
Don’t listen to startup deal recommendations from
self-proclaimed experts, shady deal-brokers and
unknown fundraisers who don’t invest their own money
into the startups they highly recommend to you.

2.7 Startup Pitch Decks

Startups usually present their business idea and their team in a short pre-
sentation to investors — a so-called “pitch”. The idea of the pitch is to give
an overview of what the startup is all about and pique your interest as an
investor to learn more about the investment opportunity. After a presen-
tation, startups usually share the slides from their pitch deck with inves-
tors.

Contents of good pitch decks

When reading a pitch deck or watching a presentation, always be on the
lookout for what is missing. Don’t pay too much attention to the eye-candy
of nicely designed slides; focus on the content of the business case and on
the founders who present it. Based on the recommendations of Guy Kawa-
saki, the essential points that a pitch deck should cover are as follows:

= Title and contacts
Name and domicile of the startup, contacts of the founders
= Problem or opportunity addressed
The core pain that the startup is addressing or the major opportu-
nity it seizes
= Value proposition to the customer
The painkiller or gain-creator provided and how strong it is
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Underlying magic

Technology, secret sauce, or magic of the core product and proto-
type demo (if available)

Business model

How does the startup make money? Who are the paying customers,
when will they pay, and how much?

Go-to-market plan

How the startup will reach the customer with reasonable customer
acquisition cost

Competitor analysis

How the competitive landscape looks. Where the startup is stron-
gest and how it differentiates itself from the pack

Team

The people who are in the management, on the board of directors,
on the board of advisors, or among the major investors. Who are
they, and what makes that team strong? What’s the team culture?
How do you set, achieve and measure goals? Are you an agile team,
do you use objectives and key results (OKRs)?

Financial projections and key metrics

A three-year to five-year forecast of revenues and expenses, includ-
ing key metrics (such as number of employees, number of custom-
ers, lead-to-customer conversion rates, revenue growth rates and
customer acquisition cost). A bottom-up forecast is preferable to a
top-down estimate.

Current status and accomplishments to date

What the current product status is, and which future milestones are
planned

Use of funds and future milestones

How the investment raised will be spent and which milestones will
be reached thanks to that investment
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If a startup pitch deck says nothing or very little about
the core team, that’s a bad sign. If founders are not
already spending the majority of their time on the
startup when they approach you as an investor, they
are most likely not believing strongly in their business
idea, nor are they willing to take a risk themselves —
a prerequisite for becoming a successful entrepreneur.

2.8 Assessing Startup Deals

A startup should be assessed along multiple dimensions; at the very least,
we suggest looking closely at the following aspects of a startup:

Team potential

30

Do they have the right mix of skills, knowledge, experience and
leadership in the management team and on the board that will allow
the startup to execute well on the business idea?

Are the team members “all in”, ready to take an entrepreneurial risk
and work full-time on the startup?

Are they good team players, or rather individualists?

Which people will actually be driving the strategy and /or the exe-
cution of the startup? Which people are less essential to the success
of the startup?

Are there clear signs of excellence and great entrepreneurship?
Do they have the right mindset and character that helps them go
through a personal growth path while leading a fast growing startup
and expanding internationally?

Is the team open to constructive criticism and advice from angel
investors?

Where do the team members work from?

How does the team interact and make decisions?

What is the team’s culture and work philosophy?

Which motivations drive each founder and are these motivations
compatible with each other?
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Is their personal environment helpful and supportive of them being
startup founders (e. g. partners, parents, family members, long-term
friends)?

Business potential

Is there a unique and strong value proposition (e.g. being a much
cheaper, much faster or much higher quality solution to a real prob-
lem of a customer)?

Is the startup’s product or service able to generate CHF 5M in rev-
enues within five years?

Is their addressable market at least CHF 100M in size?

Are the customer acquisition costs (often abbreviated as CAC or
CAQ) significantly lower than the customer’s lifetime value (LTV)
and comparable to the industry in which they operate?

Is the startup in a growing market?

Is the startup in a saturated market?

Are there any strong market entry barriers?

Degree of innovation

Does the product or service offer something unique and innovative
that sets them apart from competitors for longer, and that
is hard for others to copy?

What do experts think that have tried, touched or used the product?

Quality of documents

Did the team prepare the documents carefully?

Are the documents consistent and do they give a complete picture?
Did they think it through thoroughly?

Do they explain their reasoning well? Are their claims substantiated
and fact-based?

Are the documents also understandable by investors who are not
experts on the subject matter?

Did they leave out any important information?

Red flags

Some facts disqualify an investment opportunity. E. g. founders with
criminal records, illegal business, missing necessary permits or
required regulatory approvals and the like. See the chapter on due
diligence to learn more about risks, some of which could be seen as
red flags.
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How does one come up with a single score per startup?

You can calculate a single “overall” score for a startup by adding up the
individual ratings for each of the four dimensions: team potential, business
potential, degree of innovation and quality of documents. You might give
anywhere from 1 (worst) to 10 (best) points per dimension. We recom-
mend weighting the team and business potential more heavily than the
other two dimensions. Even with high scores elsewhere, any red flag listed
above has the potential to kill an investment deal.

Overall startup rating = (2 x team potential + 1.5 x business potential + degree
of innovation + quality of documents) /5.5

A great team can compensate if the innovation is average and the document
quality has some issues, as they can learn on their startup journey and
improve. However, if the team isn’t great and the business potential is low,
then a seemingly high degree of innovation and high-quality documenta-
tion are still not enough to make up for it.

Is there really no competition?

It happens that innovative startups claim that there is no competition, as
they consider themselves unique and don’t know any substitute products
or alternative solutions to the problem they are solving. There is almost
always competition, but it may not be local to the startup or may be using
different technologies to solve the same problem. If there really is no com-
petition, there is usually also no market — or it truly is a major break-
through that makes something novel possible for the first time ever or that
finally solves a long-unsolved major problem. This is extremely rare. Don’t
get so caught up in the founders’ “breakthrough” hopes that you miss
something obvious, like there being no market!

{
If a startup has no competition at all, not even indirect
competition with substitute products, there is most
likely also no market for that startup.
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2.9 Startup Deals in Switzerland

The Swiss Venture Capital Report 2020 published by startupticker.ch con-
tains insightful statistics on yearly investments into Switzerland-based
startups. All charts in this section are based on data from this report. The
data used is primarily based on data that is self-declared by the startup
founders, angel investors and angel investor clubs.
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FIGURE 2.9.1 Capital invested in Swiss startups/year 2012 — 2019 (CHF M)
Source: Swiss Venture Capital Report 2020 by startupticker.ch and SECA

The core reason for the massive increase in funding in year 2019 compared
to year 2018 is that several Swiss startups completed large growth financ-
ing rounds, among them the tech startups Beekeeper (45M), Sophia
Genetics (76M), wefox by FinanceApp AG (234M), and GetYourGuide
(489M), cleantech startup Energy Vault (107M), and biotech startups ADC
Therapeutics (100M) and Arvelle Therapeutics (209M). These growth
rounds underline the maturity of Swiss startups, several of which have
become strong global players.
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FIGURE 2.9.2  Swiss startup financing rounds/year 2012-2019
Source: Swiss Venture Capital Report 2020 by startupticker.ch and SECA

The majority of the nearly CHF 2.3 billion in startup funding for the year
2019 (invested over 266 rounds) came from professional investors abroad
and was invested in growth rounds. The figures below are lower limits,
as not all financing rounds were disclosed and some startups did report
a round, but not the size of that round. Startups and angel investors in
Switzerland don’t have a legal duty to report financing rounds publicly;
therefore several financing rounds are missing from the calculation, and
actual financing activity and volume is higher than reported. However,
there are clearly visible investment trends that paint some interesting
pictures.
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FIGURE 2.9.4 Number of Swiss startup financing rounds 2012—-2019 by sector
Source: Swiss Venture Capital Report 2020 by startupticker.ch and SECA.
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“ICT” indicates startups making use of “information and communication
technologies” (e.g. Internet, big data, artificial intelligence, machine learn-
ing, virtual reality or cyber security) to provide a solution. “Fintech” refers
to startups providing a technical product to enable or support banking and
financial services (e.g. payments, deposits and lending, risk management,
insurance, asset management, wealth management and financial market
research).

One interesting development is that, starting in 2018, more investment
capital was deployed into ICT (including fintech) startups than into the
biotech startups Switzerland has traditionally been known for.

Abreakdown of invested capital and rounds in the startup sector shows
increasing year over year figures both in the overall size of invested capital
and in the number of funding rounds for ICT startups. One reason for the
higher number of rounds is that ICT startups tend to do smaller invest-
ment rounds than biotech and medtech startups. The latter require more
funding, as their products often require expensive and time-consuming
research, clinical studies and regulatory approval before market entry.

- Early stage - Later stage

Number of Financing Rounds/Year

2012 2013 2014 2015 2016 2017 2018 2019
FIGURE 2.9.5 Swiss startup financing rounds by phase (startups in all sectors)

Source: Swiss Venture Capital Report 2020 by startupticker.ch and SECA.

Angel investors focus on seed and early-stage financing rounds. The chart
above shows, by phase and in all sectors, how the number of Swiss startup
investment rounds have developed over the years.
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FIGURE 2.9.6 Number of investment rounds of Swiss tech startups by stage/year
Source: Swiss Venture Capital Report 2020 by startupticker.ch and SECA.

Looking only at ICT (including fintech) startup investment rounds, there
is a strong increase in the number of yearly rounds for both seed and ear-
ly-stage since 2015 due to higher activity of angel investors.

2

Investment figures show that Swiss tech startups are
an extremely active, growing and very promising
investment sector in Switzerland.

2.10 Deals of Swiss ICT Investor Club (SICTIC)

The Swiss ICT Investor Club (SICTIC) has a focus on seed and early-stage
technology startups domiciled in Switzerland. In the year 2018 it became
the most active angel investor club in Switzerland by number of funded
deals — just four years after its inception. SICTIC operates as a non-profit
association, has a small yearly flat fee for investors and offers free pitching
opportunities for startups that qualify.
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FIGURE 2.10.1 Job profiles of the 427 SICTIC Investors by the end of the year 2020

The investor community of SICTIC has a strong entrepreneurial back-
ground as the chart above clearly shows. It’s basically a community of
entrepreneurs who have been successful in life, now helping other entre-
preneurs with funding, coaching and access to SICTIC’s strong business
network.

c2c 21% —

B2C 15.5% — \

2020

—— 74.7% B2B

FIGURE 2.10.2 Business model types of 142 SICTIC Portfolio startups as of the year 2020

The large majority of Switzerland-based technology startups funded by
SICTIC investors sell to companies and hence are called B2B (busi-
ness-to-business) startups. Some sell to consumers (B2C) and occasionally
a few are consumer-to-consumer marketplaces (C2C). B2B startups have
the advantage over B2C startups in that they tend to need fewer employees
and serve fewer customers who pay higher fees, and therefore don’t need
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a large salesforce, a large marketing and support teams. B2B startups also
typically have lower marketing expenses, as they don’t need to go into mass
media to advertise their product.

EduTech 0.7%

Recruiting/HR 2.1%
IoT 2.1%

Drones 2.1%

AdTech 2.8%

A

Cyber Security 3.5% ~— 21.1% Fintech

VR/AR 3.5% 2020

— 16.9% oOther ICT

» L— 7.8% HardwareTech
L 6.3% Communication

\— 6.3% AI/ML

W

N

HealthTech 3.5%

FIGURE 2.10.3 Core technologies used in the products of the 142 SICTIC Portfolio startups
as of year 2020

Switzerland has startups that deploy a wide variety of software and hard-
ware technologies, as the technology chart above clearly shows. The rea-
son is that Switzerland is home to very reputable universities such as
University of Zurich and University of St. Gallen (HSG), and two world-
class institutes of technology with ETH Ziirich (recognized as “Best
School for Computer Science” in 2016 by Times Higher Education) and
Ecole polytechnique fédérale de Lausanne (EPFL), along with many uni-
versities of applied sciences and several specialized industry and
state-sponsored research labs (e.g. IBM Research, Disney Research,
CERN, CSEM, CSCS Swiss National Supercomputing Centre) — all of
which make Switzerland a global innovation leader. Furthermore, Swit-
zerland also hosts subsidiaries of leading international technology compa-
nies such as Google, IBM, Microsoft, Facebook’s Oculus, Hewlett-Packard
(HP), Niantic and many more.
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Angel investors in Switzerland can choose from a large variety of inno-
vative technology startups. Spin-offs of universities and research institutes
often base their products on intellectual property recently developed in
multi-year, usually state-funded research projects of PhD students and
world-class researchers, giving Swiss angel investors’ portfolio startups a
strong competitive advantage.

Switzerland offers a large variety of innovative startups
that use very different technologies. A majority of
them are selling their products and services to compa-
nies (B2B) rather than directly to consumers (B2C).
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3 Business Model

The business model describes how a startup plans

to earn money. An int