
Group Profile: Mid-Atlantic Angel Group Fund I, LP (MAG)
With more than one hundred members, the Mid-Atlantic Angel Group Fund (www.magfund.com) is one of the largest organized groups of angel investors on the east coast. The group has invested in a motorcycle business that failed and in a drug company that was recently acquired by Novartis for up to $400 million.
All MAG members are required to invest in the group’s fund, which provides a 10 percent carry pool to angels who perform deal review and other work. But perhaps the most memorable thing about MAG is that in the midst of the worst economic environment since the Great Depression, the group, founded in 2004 in Philadelphia, has the reputation and credibility to raise a second $4 million plus fund.
Mid-Atlantic Angel Group Fund II attracts existing members and new investors

“We were fully invested in MAG I and made the decision for MAG II over the summer of 2008,” says Peter Linder, MAG chair and chair of the Angel Capital Education Foundation. “By fall we were staring at disaster-land and didn’t know what to expect.”

Between December 2008 and March 2009 MAG successfully raised the $4 million fund. The state of Pennsylvania invested $1milion and the rest came in $50,000 units. “We are probably going to have a second close at somewhere between one-half million and a million dollars,” says Linder.

“The people who were active members in MAG I bought units in MAG II,” he says. “The inactive people who didn’t show up for meetings didn’t buy, but twenty-four new people who had been watching us showed up with new money.” Linder thinks that a shift in thinking about the relative risk of investments may have occurred. 
“There was time when people saw cash and bonds as over here, the stock market in middle, and angel investing as high risk,” he says. “Now that people have lost seven or eight years of gain in the market, they are looking at things differently. They see that they can put down $50,000 to come in to learn about angel investing and end up with ten deals where they have diversified risk and can participate in or watch the due diligence without having the ultimate responsibility for making the investment decision.”
A member-managed fund with executive director and focus on syndication
“As with other funds, we based our organization on John May’s dinner club with the premise that with a fund, we would be in better shape to invest and mitigate risk,” Linder says. A $1,250 membership fee per unit is deducted from each $50,000 investment unit. The fund and the angel group are two separate organizations with identical membership for legal purposes.
MAG invests throughout Pennsylvania, New Jersey, Delaware, New York, and Maryland, targeting 40 percent high technology and 40 percent life science and medical devices, which, as might be expected, represent a huge opportunity in the Philadelphia region. “We have some investors from the northeast part of the state,” says Linder, “and hope that some energy deals might come from there.”
Chris Starr, executive director and founder of the fund, sees twenty-five to fifty deals a month, depending on the time of year. “Chris keeps deals flowing,” Linder says. “He does an initial screening and then distributes the remaining business plans to a screening committee made up of about twenty member volunteers with two to three members assigned to review each plan.”

The reviewers report their results on a conference call—which deals to discard and which deals look good. “That usually results in three or four deals,” Linder says. “Then we stay on the phone and boil it down to two for presentation at our next meeting.”
MAG holds regular meetings the first Monday of every month excluding holidays and August. MAG monthly meetings follow a set agenda. “We review the deals we have already invested in,” Linder says. “Then the two entrepreneurs present and we discuss their plans, and the last is due diligence updates and discussion of deals ready to go to investment. We run three or three plus hours and move at a rapid pace.”

It takes 50 percent of the members present to move a deal into due diligence. “Then I ask who wants to lead and participate,” Linder says. “It takes two to three people to participate or the deal dies no matter what the vote was.” The due diligence team is expected to come back with its recommendation in sixty to ninety days. 
After the due diligence leader presents a deal to the group, it takes a two-thirds affirmative vote of all members to make an investment. 
MAG initially invests $250,000 in every deal and reserves about one-third to one-half more for follow-on investment. “We invest the same amount so that we can properly look at our portfolio,” Linder says. “We got about eleven deals out of our first $4 million-plus fund, and we might do a twelfth deal if we don’t need all the capital reserved for add-on.”

The group strives to syndicate deals and has co-invested with fifteen venture funds and countless angel groups in the Mid-Atlantic region. “There is usually one group taking the lead before the others,” Linder says. “This has never failed us. We just did a deal with five other angel groups, a state of Pennsylvania economic organization, and a small VC. They had put together the term sheet before we came in. We usually go with the existing term sheet unless there is something completely onerous.”

A MAG member, usually the due diligence leader, is either a board member or a board observer with the portfolio company. After four-and-a-half years, one MAG I portfolio company—the motorcycle business—has failed. Others are in various stages of advance or decline, and Protez Pharmaceuticals, the company sold to Novartis for $100 million up front and a milestone payout of up to $300 million, has proved to be a real star. “With the Protez exit, we have four times cash on cash,” Linder says. 

80-20-20 carry provisions compensate executive director and recognize members’ work 
“We have something that doesn’t usually exist in most angel funds,” Linder says, “a 20 percent carried interest for certain parties in MAG.” 
The carry is allocated 10 percent to the fund’s executive director. A small share goes to the Ben Franklin Technical Development Authority, a state initiative that provides office space, telephones, and administrative support to MAG. The balance of the carried interest goes into a pool for MAG members who do the work to lead the group and study deals. 

“For example, the screening committee gets a point; the due diligence team gets a point. Everyone gets a point for everything; we aren’t going to get into an adjudication scheme,” Linder says. “I find that there are very few people in our fund that look at those points and think, I better do some work. It’s more that the people who do the work recognize some level of differentiation. It’s steps better than all volunteer.”

About one-third of the MAG I members are in the pool. “That says that one-third of our members are doing things,” Linder says. “Out of that third, about five to six people represent about 60 to 70 percent of the points, and the others aren’t complaining.” No one will receive the carried interest until the limited partners receive 100 percent of their invested capital back.
“It’s a long call and too early to see how it will pay out. When we make a distribution, the carry doesn’t get a penny,” Linder says. “We have a ways to go before anyone gets any carried interest, although the Novartis deal may be a home run that returns 100 percent of the first fund’s capital. If we made a profit in the fund, the people who did the work will share a piece of that at the end of the fund. The bottom line is that we are in some way recognizing the people who do the work.”

Linder says deal flow continues to be good with lots of high quality deals. MAG hasn’t seen a dramatic drop in company valuations. “We tell ourselves that we are going to see dramatically reduced valuations and we don’t,” he says. “A good deal is a good deal. The money you put up, will it get the money cash flow positive so new investors don’t come in and cram you down.”

