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[Editor’s Note: This is a republished post from Passive Income
MD (PIMD), the newest member of The White Coat Investor
Network. PIMD is all about finding financial freedom through
creating additional income streams. Angel investing is very
risky but may be highly rewarding in the right situation.
However, you don’t NEED a high level of risk to meet your
financial goals. Living like a resident for 2-5 years after
training, 20% savings rate and boring Vanguard index funds can
do that. The original post ran here, but if you missed it the
first time, it’s new to you! Enjoy!]

What is An Angel Investor?
An angel investor is usually a high net-worth individual that
provides capital for a start-up business, usually in return
for equity in the company.
Typically, an angel investor needs to meet the SEC criteria of
an accredited investor. The reason these investments are
usually limited to accredited investors is that the SEC and
government want to do all they can to make sure that investors

can weather the total loss of capital.
Sound familiar? Angel investing has risen to the public eye on
the TV show Shark Tank, and if you’ve seen the show, then you
have a pretty good idea of what an angel investor does. Of
course, this show presents a much more dramatic version of
real-life angel investing, but the concept is the same.

In reality, the process usually goes something like this: a
business owner is looking to raise money for his/her business.
At this point, they’ve likely gone through asking friends and
families. They’re not quite large enough to attract venture
capital money, but they still need more money to continue to
build their company. Aside from money, the business owner may
also be looking to benefit from some of the resources
available to the angel investor, such as connections and/or
experience.
So, they proceed to present their business to an angel
investor.
In days past, it could be quite difficult for a business to
not only raise money, but to gain access to a network of highnet-worth professionals looking to invest. The same is true
for the investor; finding worthwhile companies to invest in
required having an extensive network. However, with the
different crowdfunding laws that changed because of the JOBS
act in 2012, businesses looking to raise money can now also
utilize crowdfunding, similar to those looking to raise money

for real estate deals.

Why Invest?
The reasons a person might become an angel investor can vary,
and sometimes it’s a mix of everything. To be honest, one of
the top reasons is that there can be some very high returns.
Obviously, angel investors are looking to make a good return
on their investment. Considering their level of risk in
investing in a start-up, they’re usually looking for returns
in the order of 10-50 times their investment.
On the flip side, many investors may have the
bug, but their day jobs might limit their
follow through on it. Investing in a startup
best thing, as it allows them to participate
hassle of the daily grind.
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Passion also plays a huge role. Some investors invest because
they want to see something that they are passionate about
succeed. They may also want to invest in the next generation
of entrepreneurs.
For the investor, the ideal scenario is a combination of all
three: you make money, participate in something you find
enjoyable, and watch a passion of yours succeed.

But really, how often does that happen?

Downsides of Angel Investing
The idea is appealing, isn’t it? Who wouldn’t like to imagine
that they’re Mark Cuban or Chris Sacca and invest in the next
Uber or Facebook? However, the reality is that angel investing
can be very risky.
Every company in which I’ve invested has clearly stated that
there is a real possibility of losing your entire investment.
Needless to say, if you’re going to engage in this type of
investing, you need to go in with eyes wide open.
Most angel investors will invest across a good number of
companies in order to mitigate potential losses. In fact,
success rates seem to be similar to that of opening a
successful restaurant – only about 10-20% of companies seem to
“make it.” VCs use the same strategy, but they also have the
advantage of selecting the best deals and having a team of
people vet the deals prior to investing.
If you want to read some more about why you shouldn’t be an
angel investor, just read Financial Samurai’s article.

Reduce Your Risk
Still thinking of being an angel investor? Then you need to
reduce risk however you can.
Some ways to do this include investing only in people you
know, investing in an industry you know something about, and
investing in companies to which you can truly add value,
either through your expertise or connections.

It also may help to know who your fellow investors are.
Depending on who it is, this can add some real credibility to
the company.

Have I Personally Done Any Angel
Investing?
The answer is yes. I’ve invested in several companies, and I’m
considering investing in a medical technology company as we
speak.
Two of the more interesting companies I’ve invested in have
nothing to do with medicine. They are:
In 2016, I invested in a website called Inverse.com. The
site is geared toward the millennial male, which I am
not, but I’m a bit of a tech nerd, and I enjoy reading
fun, tech-driven content. The same founders sold their
previous website, BleacherReport, and I was a huge fan
of theirs since then. I invested a very small amount,
but enough to make it interesting.
The second is a direct-to-consumer wedding dress company
called Floravere, which people are touting as the “Warby
Parker” of wedding dresses. I’m convinced that every
retail sector is prime for disruption, and the wedding
dress space is one that hasn’t experienced that… yet. I
know the people running the business personally, and I’m

betting on them just as much as I am the business.
With any investment, the hope is that they will do well. In
fact, if I didn’t at least think that these investments could
be home runs, I wouldn’t have invested in them. However, my
mentality is that this money is locked and non-accessible for
the future. No one likes losing money, but if neither of these
amounts to anything, it will not change my life.

Summary
I believe physicians should first focus on creating a nice,
diversified portfolio of investments – both in real estate and
the market particularly using tax-advantaged accounts. People
should reserve angel investing for a time when they have the
capital to lose without worry. If losing that money will keep
you up at night, even for a few moments, then it’s not for
you. It just isn’t worth it.
In reality, physicians shouldn’t need to hit a home run
through angel investing to accumulate wealth and retire early.
You can otherwise get there by smart, consistent investing,
particularly in investments that yield passive income. You can
always supplement your income with side hustles as well.

And yes, I realize I’m saying this after having just told you
about the companies I’ve invested in and am considering. But

again, I’m using a small percentage of investable capital and
considering my risk tolerance, I know I’ll be able to sleep at
night even knowing I may not get that money back.
However let’s be honest, I wouldn’t be doing it at all if a
small part of me wasn’t hoping for a nice windfall years down
the road. It’s great to dream, after all.
Ultimately, the decision is up to you. If you’ve considered
being an angel investor, just keep in mind that’s not all
glamorous. Weigh the risks, and if you go through with it,
mitigate them as best you can. And who knows? Maybe it’ll pay
off in a big way.
Have you ever angel invested before? What’s your experience
been like?

