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 ADMdx has pioneered a new science to help big pharma wipe out 

Alzheimer’s disease.  With a mission that large, they can pivot and 

adjust, yet never stray from their course.   

  

Using computer learning, the company interprets patterns in brain scans 

not discerned by the naked eye.  They diagnose early—before damage 

occurs, and help drug companies test new medicines with astonishing 

speed and accuracy.   
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GOODBYE DR. ALZHEIMER 
From the Journal of the Heartland Angels   

By John Jonelis, Editor  (2,500 words) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

The Urgent Need 
 

Dawn Matthews—“On a broad-brush view, up until now, all of the Alzheimer’s trials have 

unfortunately failed.  It’s a needy market.”   

 

That jolts me, and I shove my coffee aside.  Dawn fires up her computer and shows me 

a series of images—brains scans lit up with bright red and blue blotches.   

 

 

 

 

 

 

 
 

D—“Not at all.  Alzheimer’s is a disease that progresses over maybe twenty years.  In this 

disease, the neurons stop functioning and die.  By the time doctors see symptoms, these changes 

are pretty advanced.”   

 

J—And by then it’s too late?   

 

D—There is thinking in the medical community that the earlier we can intervene, the better.  

Think about that from the human perspective:  People don’t just want to know they have a 

disease—they want a prognosis.  You don’t wake up one morning with dementia.  There are 

stages.   

Executive Summary 
 

ADMdx has pioneered a new science to help big pharma wipe 

out Alzheimer’s disease.  With a mission that large, they can 

pivot and adjust, yet never stray from their course.   

  

Using computer learning, the company interprets patterns in 

brain scans not discerned by the naked eye.  They diagnose 

early—before damage occurs, and help drug companies test 

new medicines with astonishing speed and accuracy.   

 

ADMdx has already cleared all regulatory hurdles for the 

pharmaceutical application and enjoys significant barriers to 

entry in a $1B per year addressable market.  They’re now ready 

for rapid growth.  Add to that a dazzling staff, a lean business 

model, real revenue, and buyout prospects on the horizon. 

 

In this interview, I’ve asked their CEO, Dawn Matthews, to 

explain her science at a kindergarten level, so I’ll understand.   

 

 

 

Dawn—“When a patient expresses a pattern, it’s 

important to know what it would look like over time.  

Here are people with Mild Cognitive Impairment.  

Then you see deficits emerge.  As it worsens, this 

pattern becomes more and more pervasive.”     
 

John—Not pretty pictures.   
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The Solution 
D—The good news is we’ve discovered that Alzheimer’s has a very characteristic fingerprint 

that we can detect LONG BEFORE symptoms appear.  We can tell whether it’s Alzheimer’s or 

another form of dementia.  We can predict the rate at which someone is likely to decline.  

 

J—That sounds a whole lot more hopeful.  There must be a huge demand for that technology.   

 

D—There is.  So we conduct imaging studies for pharmaceutical companies.  It’s important to 

help them understand whether their drug is getting into the brain, its effective function.   

 

 

 

 

 

 

 

 

 

 

 

 

 

D—Larger trials are expensive, so— 

 

J—They can target what they do.  That sounds incredibly valuable. 

 

D—It is.  One company used our data to kill a drug.  They saw very early that the therapeutic 

dose caused unwanted side effects.   

 

  

D—In early development, when a pharma company comes to us 

with a new drug, they want to know answers such as:  

  

 Is the drug generally effective?   

 What are the responses at different doses?   

 Is the drug viable to bring into a larger clinical trial?   

 

Say a drug company already collected data for a big clinical trial.  We 

quality control, process, and analyze that data and classify the results.   

 

 
     Dawn Matthews 
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Brain Scan 101 
 

D—We use various types of imaging to get information from the brain and they’re all 

complimentary.  This is a CT scan—it measures tissue.  This one’s an MRI—it shows brain 

anatomy in exquisite detail.  Here’s a PET scan—it measures chemical activity.  Here, we’ve 

superimposed PET and MRI imagery to give an anatomy reference to our analysis.  In this 

image, a radioactive tracer was injected that binds to glucose to track how the brain is 

metabolizing glucose.   

 

J—Not to mention metabolizing caffeine.  

 

That makes her laugh.  It’s a healthy laugh and I like it.   
 

D—When neurons are active in the brain, they metabolize GLUCOSE.  You see this activity—

this binding.  A healthy brain uses a lot of glucose.  It’s active.  When areas start to degrade, they 

become less active.  You don’t see as much glucose metabolism.   

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

For Alzheimer’s research, we use a different tracer that binds to AMYLOIDS (inappropriate 

proteins).  Now, in Alzheimer’s disease, you see a lot of amyloid plaque.  The diagnostic 

criterion at autopsy is the presence of a certain number of plaques and a certain number of 

tangles.     

 

J—It’s like hardening of the arteries. 

 

D—It is.   

 

J—So you find amyloid plaque, using PET.  You fit that to an MRI showing brain structure and 

detect Alzheimer’s before anybody knows it’s there. 

 

D—Yes! 

 

Reaching for my coffee again, I feel a grin coming on.  I just aced a quiz! 
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Reading the Mind 
 

J—What’s actually unique about your methods? 

 

D—Pattern recognition and automation.  Different kinds of dementia have overlapping 

symptoms and it becomes difficult to differentiate using conventional means.  But we can read 

the fingerprint for each of them with machine learning.  

 

 

 

 

 

 

 

 

Fingerprints in the Brain 

 

D—Alzheimer’s starts in this region and over time, the pattern becomes more and more 

pervasive but keeps this same fingerprint.  A person with Frontotemporal dementia—instead of 

having this kind of pattern— 

 

J—It’s all in the frontal lobe. 

 

D—Exactly!  There are cases of overlap.  That’s why an automated algorithm is crucial.  It’s not 

always possible to tell what’s going on by just eyeballing a scan.  There’s a continual push for 

biomarkers like imaging. 

 

J—Sounds like chart patterns in algorithmic futures trading. 

 

D—Yes, Yes!  Perfect analogy!   

 

We combine a group of subjects using algorithms that warp a set of images to the same shape 

and size so we can perform group comparisons:   

 

 

 

Now we’re gathering data on people with more than one kind of dementia and rare dementias.  

When we put that together, we’ll be able to differentiate every type with our software.   

 

I get a strong sense that Dawn Matthews is passionate about her work. 

 

 To see what changed when using a low or high dose compared to the placebo. 

 To look at function—is the drug binding to a certain receptor in the brain? 

 To determine patient suitability.  That’s important to run a valid study.   
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The Secret Sauce 

 

D—Scans are costly.  If you want to point to one technical differentiator, it’s the methods we use 

to extract data from images generated from almost any scan available.  Our secret sauce is the 

way we analyze them.   

 

J— You don’t perform scans yourself? 

 

D— We don’t.  The data is electronic and it comes to us.  We process and analyze it centrally.  

It’s true that a lot can go wrong when taking a scan, but it’s better to be proactive than limit your 

database to only the highest quality scans.   We have been fortunate in that.  We have over 5000 

scans in our repertoire and feel we’ve reached critical mass.   

 

 

 

 

 

 

 

 

different reference regions are used to normalize data and if you apply a different reference 

region, you get a different answer.   

 

J—So signal-to-noise ratio is the issue.  What does the medical community do about it? 

 

D—Currently, they don’t do anything.  What you get is something really distressing.  Big 

companies can’t make sense of their data.   

 

But we’ve solved the noise issue.  Our pharma partners tell us what we’ve done is a game 

changer.     

 

 

The Technology 
 

 

 

 

 

 pipelineMAX
tm

 gives us the ability to innovate rapidly.  It identifies the signal in the 

noise, then uses machine learning to classify biomarkers.  A scan goes through many 

stages, from its raw form to a useable model—aligning it with other images, warping it, 

applying measurements, putting it through multivariate analysis.  By automating that, we 

immensely speed up the process.  It’s very much a competitive edge.     

 

 

J—Tell me about your software.   

 

D—We’ve built two very sophisticated platforms: 

 

J—The data must be noisy. 

 

D—It is.  Because clinics perform the scans, there’s different scanner 

hardware noise, different detector noise, different doses of tracer, 

differences in how the tracer was absorbed.  The raw signal changes 

from scan to scan and from person to person.  In common practice,  
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 PETMAX
tm

 performs analysis for drug studies.  It automatically creates a complete audit 

trail and record of everything that happened to the data.  It performs data backup, 

password protection and security.  It’s 21CFR Part 11 validated.  It meets all functional 

requirements and test protocols.  We can use PETMAX for large Phase III clinical trials.   

 

J—That’s all in place? 

 

D—Yes.   

 

J—It’s artificial intelligence? 

 

D—It’s machine learning.  The program finds the COMBINATION of patterns (because it’s not 

just one pattern) that best discriminate these different classes.  During accuracy tests, we scored 

100%.  I’m not saying that we’ll always be exactly right, but it’s highly accurate.   

 

 

More Solutions 
 

D—Another big problem in clinical trials is patient selection—and they learned this the hard 

way.  If your drug is aimed at Alzheimer’s then you need to control for Frontotemporal 

dementia, Lewy Body disease, Semantic dementia Vascular disease, Thyroid disease.  Your drug 

may not do anything for those.  It hasn’t been designed for them.  We address that issue. 

 

 

 

 

 

 

 

 

 

 

 

 

 

Another problem is patient severity.  Some people have mild cognitive impairment while others 

are at a more advanced stage.  They all exhibit different trajectories of decline.  If you put severe 

people in your drug arm and mild people in your placebo arm, you may show NO DRUG 

EFFECT.  It’s not because the drug isn’t doing something.  That’s another problem we solve.   

 

J—So the trouble with clinical studies is a mix of severity and type. 

 

D—Yes, and that’s a problem in drug development and a problem in treatment too.  Even at the 

best universities, known for their Alzheimer’s programs, there’s about a 20% rate of 

misdiagnosis.   
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D—Now we’re adding more data from subjects who are very mild and difficult to diagnose.  

And we’re working with two institutions to access data on atypical dementias and comorbid 

conditions so we can continue to make our differentiation as robust and sensitive as possible. 

 

J—As you do more studies, the software continually gets better. 

 

D—Yes.   

 

J—Okay, all the drug studies have failed due to lousy data.  PipelineMAX
tm

 solves that by 

discriminating signal from noise and optimizing models.  PETMAX
tm

 diagnoses the disease.  

 

D—There you go!  

 

 

 

 

 

 

 

 

 

 

 

 

Regulatory Compliance 
 

D—Our regulatory oversight for the pharmaceutical application is complete.  Even for the large 

clinical studies, we don’t need any additional FDA approval.   

 

A certain infrastructure was required under 21CFR Part 11.  We wrote a standard.  Put operating 

procedures in place.  Provided for security and data backup.  We validated our processing 

software and created documentation, user requirements, functional requirements, test protocols.   

 

So we invested the past couple years putting ourselves in a compliant state.   

 

 

J—But you’re beyond all that now. 

 

D—We’re beyond compliant.   

 

J—You don’t have to go through Clinical Trials—Phase I, Phase II, Phase III? 

 

D—No, no—that would be for a drug company.  Just to make it clear, there are no 

regulatory hurdles for us to operate in the markets we serve as a core lab.  We already did 

the work to get compliant. 
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Growth 
 

J—I understand that you haven’t shown significant growth for a couple years. 

 

D—We spent the last two years internally focused.  In 2010, a large drug company wanted us to 

bid on their Phase III study.  We would have won that contract but we didn’t have the 21CFR 

certification as we do now.  It took a while to put that kind of compliance in place.   

 

J—In your industry, there’s no place for the minimum viable product.  Certain things have to be 

right the first time.   

 

D—Exactly.   

 

We recognized that to build a great growth profile, we needed to put automation in place, rather 

than manually processing data.   

 

 

 

 

 

 

 

 

 

 

D—So we might appear to be stuck in the mud but what we’ve really been doing is putting in 

place those assets we need to grow.  We had to do that to move into the Big Time with larger 

studies.  Going forward, there’s no reason we can’t successfully grow our business.   

 PETMAX
tm

 is an asset now.   

 PipelineMAX
tm

 is an asset.   

 The Compliance is an asset.   

 The Data Library is an asset.   

 Proving out our Classifier.   

 Demonstrating it with Large Pharma.   

 Developing the patent on analytic methods.   
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Barriers to Entry 
 

J—How do you protect your technology from competition? 

 

D—We’ve built several competitive barriers: 

 

 

 

 

 

 

 

 

 

 

 

 

I’ve learned that no single thing makes a barrier.  A patent alone isn’t enough.   

 

 

 

The Team 
 

J—Tell me about the company you brought to IPO. 

 

D—I co-founded Aksys Ltd.  We grew it from 3 people to 40 at IPO.  The focus was on an easy-

to-use but highly automated system that allows patients to perform hemodialysis in their homes.   

 

J—I see two PhD scientists listed as part of your team.  Your CSO, Stephen Strother and your 

CTO, Miles Wernick.  Are there others? 

 

D—Yes.  Dr. Lisa Mosconi.  She’s internationally recognized as an Alzheimer’s expert and very 

well published.  If you do a Pub Med search, you’ll come up with a lot of papers.  Ana Lukic, 

Boris Mardendic, Yougyi Yang, Konstantinos Arfanakis, and Jovan Bankov are all PhDs. 

Ranolph Andrews is doing high-level quality control.  Debra Bartel is Director of Quality.  Cliff 

Turner is doing competitive intelligence and he’s he’s wonderful at making contact with 

companies, shepherding the CDA process, facilitating the— 

 

J—Somebody’s always gotta be the operator.   

 

 

She laughs again. 

  

 We filed a patent on image measurement.  We’re filing one on our classifiers.  We’re 

licensing two patents from New York University. 

 The second is our data library and the way we quality control it.  

 A third is the PETMAX
tm

 platform that allows us to differentiate diseases early and 

accurately. 

 A fourth is the pipelineMAX
tm

 tool that enables rapid innovation.   

 A fifth is our reputation with our formal partners and our publications.   

 And finally, being in the lead.  We need to capitalize on that right now.  It’s time to 

scale.  
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Funding 

 

J—Heartland invested in Ambient some time back.   Why the name change?   

 

D—ADMdx is a joint venture between Ambient and Predictek—a company we’ve collaborated 

with for over 10 years.  Ever since we formed Ambient we talked with Predictek about 

integration because our skill sets are complimentary.  So Ambient is a stockholder in ADMdx.  

I’m the CEO of ADMdx.  The funding that we’re raising is for ADMdx.   

 

Since 2007, we’ve operated without raising significant capital.  We earned revenue.  We earned 

market recognition.  We received $750K in grants from the National Science Foundation and 

there’s an opportunity for another $400K in SBIR matching funds.  We kept our vision and it’s 

grown.  And the market need—unfortunately and sad as it is—has only increased.   

 

We’re in market now in a serious way.  Imaging studies and dementia diagnosis represent an 

annual addressable market of $1B, and it will continue to expand.  

  

We already have revenue from multiple companies and expect to break even next year, assuming 

we can ramp up our business development efforts.  The business model is scalable and very cost 

efficient.  It only takes a handful of projects to break even.  But it’s critical to put feet on the 

ground and get the business development done.   

 

J—So when it’s, “Goodbye, Dr. Alzheimer,” you will have turned your technology on other 

diseases of the brain like epilepsy, schizophrenia, depression and  a whole lot of others. 

 

 

 

 

 

 

 

 

 

 

 

D— It isn’t our main focus yet, but it doesn’t escape us that there are these opportunities.  Our 

platform is so powerful in seeing drug effects.  And we have this growing database for 

comparators.  Our ability to screen drug leads is very robust. 

 

 

Exit 
 

J—Any buyout prospects? 

 

D—Yes, we’ve already been approached.  Our expectation is that a large company will partner 

with us.  

 
Tests for other conditions 
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■ 

 

 

  Go to FRONT PAGE [click here] 

 

 

 

 
 

NEWS FROM HEARTLAND – the Journal of the Heartland Angels, is published quarterly as an information 

service to its members.  Articles may be reproduced in full with attribution for educational purposes.   

Copyright © 2014 Heartland Angels – John Jonelis, Editor – John@HeartlandAngels.com 

 

CAVEAT EMPTOR – These articles are for educational purposes and not investment advice.  Investment involves 

substantial risk.  Please perform your own due diligence.  Contact Ron Kirschner – Ron@HeartlandAngels.com 

 

For more information, go to: 

www.HeartlandAngels.com 

 

 

  

Contacts 
 

Heartland Angels: www.heartlandangels.com 

 

ADMdx: http://admdx.com/ 

Email: inquiries@admdx.com 

Phone 847-707-0370 

 

Photo credits – ADMdx, Wikipedia 
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In the News:  

INVESTED COMPANY UPDATE 
AllCell Technologies 
From the Journal of the Heartland Angels   

By Douglas Yau, Ph.D  (360 words) 

 

 

 
 

 

 

Highlights from a October 21, 2013 Chicago Suntimes News Article  

 (Reference:  Guy, Sandra.  “McKinley Park tech firm aims to clean up green energy.”   

  Chicago Suntimes.  21 Oct 2013 Web.  22 Oct 2013) 
 

 

Call to Investors 
 

Heartland Angels invested in the startup battery-management company, AllCell Technologies, 

back in January 2011.   AllCell is the first spinoff business from the Illinois Institute of 

Technology’s tech park and makes the heat management system for high-energy battery packs.  

The company has 42 full time workers who assemble and produce “temperature managed” 

lithium ion battery packs.  These battery packs are currently used in electric bikes, scooters and 

motorcycles in the EU and the United States.   

 

The Technology 
 

 

 

 

 

 

 
 

The secret to AllCell’s technology is its phase change 

material, or PCM.  This material surrounds the batteries and 

serves as a giant heat sink to ensure that the battery does not 

overheat and minimize the chance that it would catch fire or 

explode.  The PCM’s greatest advantage is that it passively 

dissipates the heat, has no moving parts, and does not require 

energy to operate.   

 

“Our goal is to make these batteries safe and to last long,” 

says AllCell CEO Said Al-Hallaj.   
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Big Deals 
 

AllCell plans to double its workforce in 2 years and double its revenue each year for the next two 

years by expanding into other new battery storage categories.  Sales totaled $1 Million in fiscal 

2012.   

 

AllCell already took another big step toward its goal when it announced in mid-October 2013, at 

the Solar Power International trade show, that it has set up a partnership with Solar Grid Storage 

to stabilize the flow of solar power into electric grids at six sites nationwide. Solar Grid Storage 

sells power at peak times to PJM Interconnection (a PA-based operator of regional power grids) 

and charges customers for emergency power during outages.  AllCell’s technology will free their 

system from needing liquid or refrigerated-air cooling.   

 

Other big growth opportunities include the electric car industry, cell phone towers, battlefield 

emergency power, and robot controlled warehousing. 

 

 

 
 

AllCell Technologies - http://www.allcelltech.com/ 

 

■ 
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WHERE TECH STARTUPS COME UP 

SHORT – IN MARKETING 
From the Journal of the Heartland Angels   

By John Ortbal, President Services Marketing Group (500 words) 

 

 

Far too many start-ups in the technology sector launch a great product with distinct advantages 

over competitors but fail to gain a solid footing in their marketplace. One of the major reasons is 

lack of adequate investment in what I call a solid marketing infrastructure. 

 

 

 
 

 

Establishing a solid marketing infrastructure gives the startup technology firm (software or 

hardware) the foundation from which to grow and expand. Without that foundation, it’s easy to 

become distracted in a scramble to ramp up sales—dispersing your resources and energy. 

 

 

What does it take to build a solid marketing foundation? Here are some basic suggestions: 
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Positioning  
 

First and foremost is positioning. A start-up or early growth technology company has to stake a 

claim, define its positioning, and express it in an elevator pitch—the two or three sentence 

description that captures the who, what, where and most of all why your new company exists. 

What most start-ups don’t realize is that when you position yourself, you’ve repositioned 

everyone else, i.e. your competition.  So there has to be a strong element of conflict in your 

positioning and maybe even a bit of controversy.  Playing it safe just doesn’t cut it. 

 

 

Content 
 

Content is king today as evidenced by the flood of buzz around “content marketing.” For 

technology start-ups and early growth companies, developing, organizing and sharing content is 

critical to grabbing and keeping anyone’s attention for long.  There’s a reason that Google has 

recently urged companies to rely less on link building and more on building quality content. 

 

 

Design 
 

How many people know that the now-famous TED conference was founded by a designer?  In 

fact, how many people know that TED stands for Technology, Education and Design? I doubt 

there is a component of marketing infrastructure that’s less understood or undervalued. Without 

the creative genius of design, your content lacks drama and impact. 

 

 

Web Presence 
 

While anyone can put up a web site these days, that’s the problem for many startups.  Their web 

sites look arbitrary and boring.  They lack the content and design that define any brand 

personality, which could set them apart from their competition. In other words, their web 

presence fails to fulfill the promise of their positioning.  That’s a huge and costly disconnect for 

many start-ups. 

 

 

Public Relations 
 

I lump the analyst and professional social media community under public relations.  You must 

communicate your positioning.  Flesh it out through a coordinated public relations effort that 

leverages ALL types of media.  That means your positioning has to wear a lot of different outfits 

depending on which audience you’re trying to attract.  Find a spokesperson who can play off 

your core value proposition with variety and variation using by-lined articles, blog posts, tweets 

and video interviews. 

 

 

 

http://searchengineland.com/google-changes-ranking-advice-says-build-quality-sites-not-links-163931
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Customer Community 
 

This is obviously the toughest nut for startups to crack.  If you had customers, you wouldn’t be a 

startup.  Your initial customers are really your partners and should be treated as such. Promote 

them as much as your product and you’ll plant the seeds of a growing customer community that 

will yield results for years to come. 

 

■ 
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As related to Angel investing in general, an accredited investor is: 

 

 

ANGEL INVESTING BASICS 
From the Journal of the Heartland Angels   

By: Douglas Yau, Ph.D ( 350 words) 

 

 

What is an Angel Investor? 
An Angel investor is an individual who provides capital for a business startup in exchange for a 

convertible debt or ownership equity.   

 

 

Accredited vs Non-Accredited Investors 
 

Accredited investor is a term used by the Securities and Exchange Commission (SEC) to refer to 

investors who are financially sophisticated and have a reduced need for the protection provided 

by certain government filings.   
Reference: www.sec.gov 

 

 

 

 a natural person who has individual net worth, or joint net worth with the person’s 

spouse, that exceeds $1 million at the time of the purchase, excluding the value of the 

primary residence; 

 a natural person with income exceeding $200,000 in each of the two most recent years or 

joint income with a spouse exceeding $300,000 for those years  

 

 

 

Limitations on non-accredited investors of a company up to 35 are based on Securities Act Rule 

505 and 506. 

 

 

Differences between Angel Investors and Venture Capital Funds 
Reference:  www.angelblog.net  

Characteristics of the 

company and stockholders 

Angel Investors Venture Capital 

Amount of capital required to 

fund business model 

Less than $3-5 Million More than $3-5 Million 

Years before exit 2-5 years 10-12 years 

Most likely value of company 

at time of exit 

Under $50 Million Over $50 Million 

 

Company will relinquish some 

control over decision-making 

Not always required Almost always required 

http://www.sec.gov/
http://www.angelblog.net/
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How Heartland Angels brings extra value to the startup company 
 

Heartland Angel investors provide mentorship to a startup company: 

 Preparing a company for investment pitches at future funding rounds 

 Coaching a company on important presentation elements 

 Preparation on key questions 

 

Heartland Angel investors provide contacts: 

 Introduction to potential vendors  

 Referral to collaborators to strengthen a company 

 Leads for potential sales 

 

Heartland Angel investors serve on the Board and help with Management: 

 Experienced Angels serve as consultants 

 Help in sourcing a CEO or senior management 

 Help in developing strategy for short and long term success 

 

A good Angel group adds value to the company. It’s not just about money. 

 

■ 
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CHICAGO SPEEDS UP 
From the Journal of the Heartland Angels   

By Michael Gardiner  (500 words) 

 

 

Chicago’s startup scene has grown dramatically in recent years. That growth has included a rapid 

increase in local accelerators, incubators, tech parks, and similar programs. Today’s column 

looks at accelerators and their relevance to angel investors.   

 

 
 

 

Although small in number, accelerators form a significant 

part of the landscape in which Chicago-area angels 

operate. These programs support and foster 

entrepreneurs, drive media attention, and attract capital 

and future entrepreneurs. In addition, a startup’s 

participation in an accelerator tells us something about 

the company. Techstars, which by most accounts is the 

premier Chicago accelerator, produces portfolio 

companies that are highly vetted, coached, and 

connected. Techstars companies raise an average of $1.5 

million in outside capital after the program. As an angel 

group, we would expect the average accelerator company 

to be of relatively high quality and expensive from a 

valuation perspective. In addition, accelerators take an 

investment stake and a significant advisory role in their 

portfolio companies. This level of professional 

involvement may be a positive or negative factor in any 

particular angel investment opportunity.   

 

 

How is an incubator different? 
An incubator also provides a 

central physical workspace to a 

dozen or two startups, usually 

sponsored by an investor group or 

university. In contrast to 

accelerators, however, an 

incubator company can typically 

stay in the space on a relatively 

long-term basis until the company 

has grown and needs to relocate to 

a larger facility. Mentoring and 

support varies but is typically less 

intense than accelerators and 

generally comes from the 

sponsoring group, mentors 

brought in by the group, and other 

incubator companies. 

The term accelerator is often used somewhat loosely, but 

the prototypical accelerator involves cohorts of between 

10 and 20 startups that spend three to four months in a 

common physical location. Accelerators are sponsoring 

organizations that provide startups with a combination of 

small cash investments, intense mentoring, formal and 

informal networking opportunities, and organized 

investor pitch events—all designed to dramatically 

“accelerate” a startup’s development. Graduating 

companies typically immediately seek a significant angel 

investment or venture A round. Seed-DB lists three 

accelerators in Chicago: Techstars Chicago (formerly 

Excelerate); Healthbox – Chicago; and Impact Engine. 

http://www.seed-db.com/
http://www.techstars.com/program/locations/chicago/
http://healthbox.com/acceleratorprogram
http://theimpactengine.com/
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More broadly, each accelerator program specializes in a particular field. Techstars focuses on 

web-based and software companies, Healthbox is for healthcare businesses, and Impact Engine 

companies address societal or environmental issues. These specialties tell us about trends in the 

startup market in general and give us insight into the nature of a startup that was part of – or even 

merely interested in – a particular accelerator.  

 

Finally, accelerator programs conclude with demo days, which give angel investors the chance to 

view the current standard for well-coached startup pitches and identify potential investment 

candidates.  

 

   

 

■ 
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What about 1871? Chicago’s best known startup hub is 1871, located in the Merchandise 

Mart. It has been very successful in renting co-working space to startups, hosting classes and 

speakers, and generally raising the profile of entrepreneurship in Chicago. 1871 does not, 

however, sponsor or invest in specific companies like an incubator or accelerator. In another 

issue, we will take a closer look at 1871 and other startup spaces.  

mailto:John@HeartlandAngels.com
mailto:Ron@HeartlandAngels.com
http://www.heartlandangels.com/
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SEC RULE CHANGES 
From the Journal of the Heartland Angels   

By Michael Gardiner  (900 words) 

 

The JOBS Act is relaxing two significant aspects of the federal securities laws relevant to angel 

investors and startups.  

 

As a reminder, the federal securities laws impose a general requirement that stock and other 

securities cannot be sold unless the securities are registered with the SEC or there is an 

exemption from registration. Since registration is prohibitively expensive and time consuming 

for startups, the availability of an easy-to-use exemption from registration is important to 

investors. One common exemption used by angels, found in the SEC’s Rule 506 of Regulation 

D. Rule 506, is popular because it allows the sale, without a dollar limit, of securities to an 

unlimited number of accredited investors and preempts any substantive state law requirements. 

In addition, a company that sells to only accredited investors under Rule 506 is not required by 

regulation to provide any particular form of disclosure to its investors. This allows the company 

to avoid the time and expense of preparing a formal PPM when its investors do not require one.  

 

One long-standing requirement under Rule 506, and other exemptions under Regulation D, has 

been the flat prohibition against offering or selling securities by “any form of general solicitation 

or general advertising.” The JOBS Act changed this. As required by that Act, the SEC recently 

revised Rule 506 to allow companies to use widespread advertising and other forms of general 

solicitation as long as the company takes “reasonable steps to verify that purchasers of securities 

sold in [the offering] are accredited investors”. The revised Rule provides quite a bit of guidance 

as to what constitutes “reasonable steps”, and accepted practices in this regard will undoubtedly 

develop. Assuming the “reasonable steps” and other Rule 506 requirements are met, companies 

will be able to use their websites, social media, television, and other forms of advertising to 

explicitly solicit investment. This is a big change and something that companies have always 

wanted to be able to do.   

 

The JOBS Act also amended the Securities Act of 1933 to 

create a crowdfunding exemption. Use of the crowdfunding 

exemption remains subject to the SEC adopting appropriate 

rules, which the SEC proposed in late October for public 

comment. It will be several months before the SEC issues 

final rules, but the JOBS Act and the proposed rules set out 

the general framework of what should eventually be 

permitted. The crowdfunding exemption will require 

companies to use an online platform via either a registered 

broker or a qualifying funding portal. Companies using the 

exemption will need to provide specified information about 

their business and the offering, including financial 

information. Offerings under the exemption will be subject 

to a $1 million limit during any 12-month period. The 

amount sold by a company to any one investor during any 

Key points to remember: 

 Rule 506 of Regulation D 

has already been amended 

to allow general advertising 

in offerings for accredited 

investors  

 “Crowdfunding” as defined 

by the JOBS Act will allow  

offerings to both accredited 

and non-accredited 

investors via brokers or 

funding portals but is not 

yet permitted because the 

SEC has not issued final 

rules 
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12-month period will be capped at an amount between $2,000 and $100,000, with the amount 

determined by reference to the annual income and net worth of the investor. The exemption will 

contain restrictions designed to prohibit “bad actors” from using it. The crowdfunding exemption 

will be distinct from the Rule 506 exemption discussed above, and general advertising will be 

prohibited under the crowdfunding exemption except that companies can provide notices 

directing investors to the broker or funding portal.  

 

The already effective changes allowing general advertising under Rule 506 and the expected 

crowdfunding exemption both increase fundraising flexibility for startups and will allow them, in 

theory, to reach a much broader audience of potential investors. To some degree, one would 

expect this to have the effect of reducing the reliance of startups on traditional angel funding, 

which could reduce the quality of angel investment opportunities and negatively impact the 

economic and control terms of negotiated by angels. Also, some angels may decide to invest via 

general solicitations or crowdfunding in lieu of through angel groups such as Heartland. On the 

other hand, from a longer-term perspective, if these changes to the securities law significantly 

improve the ability of startups to obtain funding, one would expect these changes to encourage 

even more startup activity. In addition, many startups will likely prefer working with individual 

angels or angel groups because it allows them to avoid SEC mandated disclosures, to avoid 

premature publicity, and to create relationships with angels who might be able to provide advice, 

introductions, and additional funding. 
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Unfortunately, the SEC has also tightened aspects of Rule 506. As required by the Dodd-Frank 

Act of 2010, the SEC recently amended Rule 506 to preclude its availability to offerings 

involving “bad actors.” The list of disqualifying events is primarily focused on bad acts relating 

to securities, such as conviction of a felony or misdemeanor in connection with the purchase or 

sale of a security or making a false filing with the SEC. Of greater concern to most angels and 

startups is the range of parties covered. That list includes the company, its directors and 

executive officers, any affiliated issuer, beneficial owners of 20% of the voting securities of the 

company, and promoters. The bad actor disqualification is broad enough, and new enough, that 

ensuring compliance with it is likely to slow down some offerings, especially for more mature 

companies that have a larger number of involved parties. 

mailto:John@HeartlandAngels.com
mailto:Ron@HeartlandAngels.com
http://www.heartlandangels.com/
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BEGINNER’S GUIDE TO 

EVALUATION 
From the Journal of the Heartland Angels   

By: Douglas Yau, PhD  (500 words) 

 

 

When asked for funding, one of the most frustrating things investors do to a startup company is 

give them the “Slow No.”  What I mean by this is dragging on the process of evaluating, 

requesting more information, and setting up teleconferences for weeks or months without a clear 

process for making the decision to invest.   

 

 

Our Solution 
 

Because Heartland believes a “Quick No” better serves the startup than a “Slow No,” we 

recently initiated a new process.  At multiple stages of the evaluation process we can provide a 

“Quick No” to decline an application.  This “No” does not mean “Never.”  It means, at this 

time.  A “No” is sometimes because the risk associated with this startup is not tolerated by the 

general pool of investors.  The mismatch may be due to a number of other reasons including the 

stage the company is at, the technology in general, or the comfort level of the investors in this 

particular industry sector.   

 

 

Application  
 

The process begins when the company registers at the Heartland Angels Website.  Though 

typically the companies that reach out to us are local, within Illinois or the surrounding states, we 

have received applications for funding from all across the country.   

 

 

Vetting  
 

Next, two Heartland Angel members from the respective industry sector review the company’s 

executive summary and business plan, perform SWOT analysis and evaluate the technology, the 

management team, identify competitors and the market.  At this point, there can be a “Quick 

No.”  
 

 

Pre-Screening 
 

A point person is selected and the proposal sent to an internal discussion group for comments.  

Comments are posted on the discussion forum on the Heartland Angels website.   

 

An internal conference call is scheduled.  At this point, there can be a quick decision to decline.   
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Once all the questions and comments are gathered, the point person reaches out to the startup 

company to request more information.  Typically a conference call is set up with that company 

and the discussion group.  After the call, there can be a “Quick No,” or further email or calls 

made to address any concerns.   

 

Once all the questions are answered, the review committee can elect the company for 

presentation to the Heartland Angel investors.  The point person schedules the presentation and 

works with the startup company to help them tailor their pitch to the needs and interest of 

Heartland.   

 

 

Invitation to Present 
 

The current format for company presentations have alternated between a long detailed single 

presentation to a short 10-15 min pitch by multiple companies.  The evaluations of companies on 

presentation day have also alternated between critique from the entire group and critique by a 

pre-selected panel.  At the end of these meetings, the members are asked if the company’s 

product fills a need.  Did the company present enough data?  Is a prototype far enough along to 

minimize risk to investors?  Is the management team the best one for the job?   

 

 

Due Diligence 
 

If there is sufficient interest from members to invest, a committee is formed to conduct the due 

diligence and negotiate terms for the investment.  That topic will be taken up in another article. 

 

■ 
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ACT INVESTOR UPDATE 
From the Journal of the Heartland Angels   

By Konstantin Kostov (500 words) 

 

Company Summary 
Advanced Cooling Therapy LLC  (ACT) Advanced Cooling Therapy, LLC, is developing 

improved methods to control patient temperature in order to more effectively implement mild 

therapeutic hypothermia, maintain operative normothermia, and treat fever. Their revolutionary 

technology offers a novel approach to patient temperature management that reduces risk, 

increases efficiency, and lowers costs while dramatically improving patient outcomes. 

 

 

 

Investor Update – October 2013 
 

ACT has made tremendous progress towards their commercialization goals.  The 

Company passed their Stage 2 ISO audit and have received the coveted ISO 13485 certificate 

(available for viewing by clicking the Dekra logo on their website).  Their 1500+ page Technical 

File has been submitted to Dekra, and CE mark is expected before November.  The Company has 

also just submitted their FDA 510(k) submission.  

 

ACT has product ready-to-ship, with a large number of enthusiastic early adopters and KOLs in 

the EU (England, Brussels, France, Germany, Austria, etc.) lined up, and clinical protocols in 

place for post-marketing data collection that will result in peer-reviewed publications.   

ACT’s 3rd patent has been issued (#8,523,929), and the Company filed, and received, 

a Certificate of Registration for their product’s design from the Office of Harmonization in the 

Internal Market (OHIM). The Company received their Certificate of Exportability from the FDA, 

giving the go-ahead to export the product pursuant to Section 801(e)(1) of the FD&C Act, and 

have also received formal classification as a Small Business under the FDA's Medical Device 

User Fee Act (MDUFA), providing substantial cost reductions in filing.   

 

ACT had their research published in the high-impact factor journal Resuscitation (available for 

viewing at: http://www.sciencedirect.com/science/article/pii/S0300957213003420).  The 

Company has had more abstracts presented or accepted for presentation at high-profile 

conferences, including ACEP, SAEM, SCCM, MEMC VII, and had a particularly enthusiastic 

response from many military representatives at the Military Health System Research Symposium 

(MHSRS) meeting in Ft Lauderdale in August (there is strong interest in targeted temperature 

http://www.sciencedirect.com/science/article/pii/S0300957213003420
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management of casualties from multiple military branches, and we were able to set up a number 

of subsequent meetings to pursue this interest).  

 

In part due to the substantial military interest encountered at the MHSRS, they’ve brought on 

Melissa Naiman, PhD, (current Associate Director of the CADRE Institute at the University of 

Illinois, Chicago, where she's successfully raised over $42M in federal and military funding), in 

a part-time capacity to spearhead the next round of federal and military funding proposals and 

have already submitted one BAA proposal, with a second in progress.   

 

 

Additional highlights 
 

 ACT presented at AdvaMed 2013: The MedTech Conference, September 23-25, in 

Washington, DC, and received a grant from PROPEL to help defray costs of attending 

and presenting at this important high-profile event.  (news story 

here: http://www.ibioinstitute.org/news/detail.lasso?nws_id=3850)  

 ACT is featured as one of the Success Stories from the IIT University Tech 

Park: http://www.universitytechnologypark.com/about/success-stories_02.php 

 ACT was highlighted in a Venture Spotlight at the latest Chicago Innovation Mentors 

meeting. 

 ACT was featured recently in the Annual Report of the Chicago Community 

Trust: http://cct.org/about/annual-reports/2011/ 

Contact 
 

Advanced Cooling Therapy http://advancedcoolingtherapy.com/ 
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Reference:  

http://www.commerce.state.il.us/dceo/bureaus/business_development/tax+assistance/angelinvestment.htm 

 

ILLINOIS ANGEL INVESTMENT 

CREDIT PROGRAM 
From the Journal of the Heartland Angels   

By: Douglas Yau  (300 words) 

 

The Illinois Angel Investment Credit Program offers a 25% Illinois income tax credit to investors 

who make an investment in one of Illinois' innovative, qualified new business ventures.   
 

The maximum amount that may be used as the basis for the credit is $2,000,000 for each 

investment.  It must be placed directly in a qualified new business venture.  A business wanting 

to be registered as a qualified new business venture submits a registration form in each taxable 

year.  The registration will show that the business is principally engaged in innovation, their 

business headquarters is located in Illinois and that their business has the potential for increasing 

jobs and capital investment in Illinois.   
 

Interested investors who want to receive the tax credit based on their investment must submit an 

application which attests to the fact that an investment has been made and remains in the 

qualified new business venture for no less than 3 years.  The maximum amount of tax credits to 

be issued under the Act is capped at $10,000,000 per calendar year.  If the $10 million in 

allocated tax credits have been issued prior to January 1st, then DCEO will not accept any 

additional claimant applications for the remainder of that particular calendar year.  For 2013, 

there is $1,510,269 remaining to be claimed (as of November 4, 2013). 
 

Startups who have presented at Heartland have been encouraged to register as a qualified Illinois 

new business ventures so that our Heartland Angel investors can qualify for the Angel 

Investment Credit.  This is extremely attractive to our investors because they can receive 25% of 

their investment amount back on their Illinois tax return.   
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UNDERSTANDING BASIC  

TERM SHEET PRINCIPLES  
From the Journal of the Heartland Angels   

Pamella Leiter, MSA, OTR/L  (800 words) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

 

 

 

At Heartland, we often look for Intellectual Property which makes the idea more valuable to us 

and we tend to want to invest in people with a track record and who are “coachable.”  In other 

words, they appear to be willing to improve their business based upon advice and input they get 

from our members.  

 

 

The Pre-Money Valuation starts as a range between what the entrepreneur thinks the company is 

worth and what the investor thinks it is worth, sometimes colored by the level of investor 

interest. The negotiation is carried out in a friendly manner with other terms attached.  Some of 

the terminology thrown around sounds rather unusual:  

 

 “I’ll give you $2 million at a $3 million pre money.” 

 “We want to buy two-fifths, with a total investment of $2 million.” 

 “The company is worth $3 million, and so I’m looking to own 40% when we’re done.” 

 

 

After Heartland members decide an entrepreneurial company 

is a good investment, we are often looking to raise 

somewhere around $250,000, more or less. This amount puts 

us at very early stage investing where we might be looking at 

a Series Seed Term Sheet. The term sheet is one of five 

documents that set out the terms of the investment and 

describes its broad parameters. It is not a legal document and 

is only a contract in that we are usually required to keep the 

discussions and terms confidential.  Sometimes, the company 

is prohibited from shopping for other investors for a period of 

time.  

 

 

The Document 
 

The first thing a term sheet does is set the value of the 

company before any cash is invested, called the Pre-Money 

Valuation. This a fairly arbitrary number set by consensus 

for what to pay for the idea and the team that comes with it.  
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Rights, Preferences, and Privileges 
 

As investors, we want certain types of assurances.  Most investors will insist upon Preferred 

Stock that carries the right to receive proceeds of an exit before the investors that hold Common 

Stock.  The board of directors may provide for Dividends if there is a concern that control of the 

board may be lost.   

Another type of security is liquidation preference, which means that money used to buy preferred 

stock gets returned to investors first if there is a “liquidation event.”  The definition of a 

liquidation event will be defined in the term sheet, but is usually one of the exit strategies, such 

as an acquisition of the company, a merger, or the selling off its assets.  

 

As there may be future investments, liquidation preferences may get complex or “stacked” and 

some investors are senior to others. While it might be advantageous to the investor, generally a 

1x liquidation preference is acceptable, but if we are investing in a high risk company with hard 

assets at the time of failure (heaven forbid) we might negotiate a higher preference.  

 

Another assurance for investors is a term called Participating Preferred.  In this case, the 

common and preferred shareholders share in the remaining proceeds of a sale on a pro rata basis. 

Note: preferred always get the greater of either their preference or what they would receive if 

they converted to common stock.  
 

Usually there is an Option Pool, which is a reserve of stock for existing or future employees to 

reward their performance. An option pool can range from 10-20% of the total stock of the 

company. Standard practice is to include the option pool in the pre-money valuation, since 

people generally prefer high valuations.  

 

If the option pool refreshes post money, it dilutes everyone’s shares, which means bold old and 

green new shareholders share in the dilution.  

 

In an online article, Foley, Hoag, LLP in 2008 proposed the following easy math question:  

 
Given a choice between: 

1. Pre-Money Value of $10 million, $5 million investment, 10% Post-Money Option Pool.  

2. Pre-Money Value of $11 million, $5 million investment, 20% Post-Money Option Pool. 

Which is the “better” offer for the founders? 
 

Math Geek Answer: 
  
Offer “1” is lower “pre-money valuation.” 
  Founders’ shares retain more value due to the smaller post-money option pool 
 
Offer “1” Values: Preferred Stock $5,000,000 – Option Pool 1,500,000 (10%) –
Common Stock 8,500,000 –Total Post-money $15,000,000. 
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Offer 2 Values: –Preferred Stock $ 5,000,000 – Option Pool 3,200,000 (20%) –    Common 

Stock 7,800,000 –Total Post-money $16,000,000 

Money is power and the term sheet can favor the VC or the founders. The goal is to be fair. 

There is much more to discuss, such as Conversion, Anti-Dilution, Pay to Play, Warrants, etc. 

but these are the basics in examining a term sheet.  
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Sample 
 

TERMS FOR PRIVATE PLACEMENT OF SERIES SEED PREFERRED STOCK OF 
[Insert Company Name], INC.            [Date] 
The following is a summary of the principal terms with respect to the proposed Series Seed Preferred 
Stock financing of [___________], Inc., a [Delaware] corporation (the “Company”). Such summary of 
terms does not constitute a legally binding obligation.  Any other legally binding obligation will only be 
made pursuant to definitive agreements to be negotiated and executed by the parties. 

Offering Terms  

Securities to be 

Issued: 

Shares of Series Seed Preferred Stock of the Company (the “Series Seed”). 

Aggregate 

Proceeds: 

$[_________] in aggregate. 

Investors: Accredited investors approved by the Company (the “Investors”). 

Price Per Share: Price per share (the “Original Issue Price”), based on a pre-money valuation of 

$[_______], including an available option pool of [______]%. 

Liquidation 

Preference: 

One times the Original Issue Price plus declared but unpaid dividends on each 

share of the Series Seed, the balance of proceeds is paid to Common.  A merger, 

reorganization, or similar transaction will be treated as a liquidation. 

Conversion: Convertible into one share of Common (subject to proportional adjustments for 

stock splits, stock dividends and the like) at any time at the option of the holder. 

Voting Rights: Votes together with the Common Stock on all matters on an as-converted basis.  

Approval of a majority of the Preferred Stock is required to (i) adversely change 

rights of the Preferred Stock; (ii) change the authorized number of shares of 

Preferred Stock; (iii) authorize any new class of series of Preferred Stock having 

rights senior to or on parity with Preferred Stock; (iv) redeem or repurchase any 

shares (other than pursuant to the Company’s right of repurchase at original cost); 

(v) declare or pay any dividend; (vi) liquidate, dissolve including any change of 

control; or (vii) change the authorized number of directors. 
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Documentation: Documents will be based on Series Seed Preferred Stock documents published at 

www.seriesseed.com.    

Financial 

Information: 

Investors who have invested at least [$________] (“Major Investors”) will receive 

standard information and inspection rights and management rights letter. 

Participation Right: Major Investors will have the right to participate on a pro rata basis in subsequent 

issuances of equity securities.  

Board of Directors: Two directors elected by holders of a majority of common stock. One director 

elected by holders of a majority of Series Seed. 

Expenses: Company to reimburse counsel to investors for a flat fee of $10,000. 

Future Rights: The Series Seed will be given the same rights as the next series of Preferred 

Stock (with appropriate adjustments for economic terms). 

Founder Matters Each founder shall have four years vesting beginning [_______]. Full acceleration 

upon “Double Trigger.” Each Founder shall have assigned all relevant IP to the 

Company prior to closing. 

   

 

■ 
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HOW TO CHOOSE AN ANGEL GROUP 
From the Journal of the Heartland Angels - (300 words) 

John Jonelis   
 

Three Key Questions 
 

It’s crucial for an Angel Investor to leverage the strengths of a group. Great groups are out there 

but how do you identify them? Here are three key questions: 

 

 

 

 

 

 

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

depth. That’s the strength of a group. How many of us, as individuals, hold significant 

experience in more than one or two fields? 

 

 Are members treated well? Some Angel groups are set up like Venture Capital funds and 

charge a 2% Annual Management Fee and a 20% Carry (percentage of profit). To my 

way of thinking, that’s a disincentive. You can never charge enough in fees to replace a 

talented group because a healthy group is more diverse and deep than a manager and 

staff. That’s why many Angel Groups are volunteer-based and charge no fee at all—

ZERO—except perhaps a nominal membership fee to cover the coffee and a meeting 

room. That’s a really good deal. Ask yourself, “When was the last time I bought a stock 

without paying a commission?” 

 

 Are portfolio companies treated well?  

I believe it’s counterproductive to “fee 

startup companies to death.” A strong 

organization doesn’t need to impose 

nitpicking charges for pre-screening or 

presentation coaching. Those are 

irritations. A more serious problem is a 

deal structure loaded with early 

payouts and other land mines. Terms 

like those squelch growth during the 

early years—a time when the startup 

needs to run lean. 

 

 Are the leadership and membership 

reputable and active? Good leadership 

behaves in certain identifiable ways 

that drive reputation. But if 

management does all the work, the 

group isn’t functioning efficiently. A 

laissez-faire membership is a red flag. 

Look for activity, diversity, and  
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The Healthy Group 
 

In a healthy group, people get personally involved—highly focused on details—and fully 

engaged. They collectively work to ensure that a particular investment is precisely where they 

want to put their money. They vote with their wallets. What you end up with is a result that’s 

much better than a typical fund structure. Here’s a run-down on the process as I’ve seen it 

practiced: 

 

 Each investment is pre-screened before they present to the membership. At the 

investment meeting, you see only the companies deemed investible. The company is 

coached using the same presentation template each time. That makes it easy for the 

members to compare one opportunity to another. 

 

 Members speak up at investment meetings. You get the benefit of the entire group—

people with incredible expertise, all engaged in grilling the company and drilling down to 

details. Things look good in that kind of group, and they will remain that way as long as 

the group continues to boast a deep talent pool that volunteers their time on a regular 

basis. 

 

 If a presentation generates sufficient interest, the due diligence goes forward. A volunteer 

Point Person facilitates the entire process from start to finish. That person may very well 

sit on the board of that company. 

All that remains is to ask oneself two questions: Do I want to invest in this company? Does it fit 

my personal risk/reward profile? 
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