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Foreword

By Jon Moulton, founder and managing partner  of Better Capital

When I started out in venture capital in 1980 it was a niche industry still waiting to be fully formed here in the UK. In the absence of established models of how to invest, the other beginners and I painfully worked out the ways and means necessary to make venture capital work for everyone involved in the market – from the people and institutions who gave us the money to invest, to those who received it. And of course, for ourselves, the fund managers, investing the money and working to get it back at a profit further down the line.

Stepping forward to today, the role of making the crowd funding market succeed has fallen upon the shoulders not just of the owners of the various platforms, but also on the crowd itself – the people, like you, who have already joined the crowd or who will do so soon. You have an unprecedented chance to be a game changer by helping shape the industry through your involvement. And in doing so, you have the opportunity to create wealth for yourself and for others.

There is a lot of money to be made out of crowd funding, which is one of the reasons I have personally invested in Funding Circle, one of the fastest growing platforms today. But whenever there is a lot of money to be made, inevitably there are great risks attached. If you are going to win in a gold rush you need to understand where the money is to be made and how to get your share of it. That is why you need to read books such as this one, which will give you the information you need to get ahead of the masses of other people who also want to win.

When it comes to investing and raising money, crowd funding is, quite simply, the most important development that has happened in a quarter of a century. It is changing the rules completely and is already forcing banks, venture capitalists and others in the market to adapt or die. This is good.

Higher returns will never be risk free but they can be less risky than you think, if you act sensibly based on a good level of understanding about what you are doing.

Entrepreneurs can create exciting new business models where anyone from friends to potential customers – and even complete strangers – can become your funders and engage with you in an ongoing dialogue from the day you start your business. This 360 degree engagement brings with it an inevitable improvement in how businesses are run and how they grow. And the better everyone gets at crowd funding, the cheaper and quicker it will become.

I cannot think of any reason why most adults should not take a look at crowd funding. Indeed, most of you will have already done so by using donation-based sites such as www.justgiving.com, but before you do anything potentially expensive in the crowd I recommend you do your research. That is why you need to read this book. Now.

April 2013


Introduction

Welcome crowd funders: here is your book

Crowd funding. What a brilliant term. It does just what it says on the tin. Or does it? By the end of this book I hope you (and I) will be able to answer that question with a lot more certainty than now.

As one of the most explosive developments on the internet in the last two to three years, the time is now right to take a good look at crowd funding.

Normally, a book of this type would be driven by the author (me) doing lots of research, analysing what is uncovered, and then writing it up and commenting upon it. But the very nature of crowd funding encouraged me to take a different approach. When it comes to crowd funding, the people best positioned to explain all about it are those involved in it. So I have built this book on that basis. With the support of many crowd funding platform operators, entrepreneurs and investors, and with tactical use of the web to reach out to others, my team and I have gathered and sieved the facts, stories and anecdotes and put them into a format that makes it as relevant and interesting as possible to you, the reader. This book is packed full of useful and fascinating case studies and comments from entrepreneurs and investors active in crowd funding today. The stories of these trailblazers will prove to you that you, too, can make a great success of any crowd funding campaign.

The result of all the research and work is that this book is a full guide to crowd funding and to all the different types on offer today, ranging from how to ensure your fundraising succeeds to how to put your donation or investment to best use. It includes everything from a history of crowd funding to a vision for the future, and even how to set up your own crowd funding platform.

Some of the highlights inside are listed below.

The different types of crowd funding


	Donation: when funders simply donate money to the fundraiser.

	Pledge: when funders “pre-order” goods (from music and films to consumer goods and more), paying the cash upfront to the business so they have the money needed to make the goods.

	Debt: when funders lend money to fundraisers and receive interest and the capital back over time.

	Alternative debt: when funders lend money to fundraisers secured on real assets such as invoices or property.

	Equity: when funders buy shares (equity) in a company in return for cash.

	Social enterprise: when funders buy, lend or invest, but with an angle that does social good as well as giving the funder a reward or return.

	Specialist platforms: when funders are offered only very specific opportunities that comply with the rules of the specialist platform, e.g. only app development projects or sharia-compliant fundraisings.

	Multiple platforms: when fundraisers are given the opportunity to fundraise via all the different types of fundraising.



How to benefit from a crowd funding opportunity

Fundraisers

I will help you to understand which platforms are right for you and why. You will learn how to create a campaign, including lots of stuff on planning and organisation so that you optimise the chances of success. You will learn about the different types of funders, what they like and don’t like, and how to ensure that you attract the right ones to your campaign. And inside are the answers to the challenging questions your funders may ask you, as well as tips on how to look after them once they have funded you.

Investors

For funders and investors, this book is essential reading. Crowd funding is exciting but it is also risky. You will learn all about the different  types of crowd funding and which ones are suitable for you. It will  tell you what to look out for in a campaign before you invest your money and it will explain what you should expect during and after  a campaign.

People wanting to build a crowd funding platform or business on the back of the crowd

This is the first book, I believe, that explains what you need to do to set up your own crowd funding platform. It includes all the things you need to think about, from practical stuff to all the things that entrepreneurs often forget, such as getting the right insurance in place. I have also explained how professional advisers and other businesses can earn from getting involved in crowd funding.

All the extra stuff that other books  have ignored

With some trepidation, but with a greater desire to be interesting than to be right, I have included some ideas on how I think crowd funding might develop in the short to medium term. I have also sought out expert contributors to add appendices on legal issues, the UK tax break schemes that make crowd equity investing so attractive to investors, and a glossary of terms that you will come across in the crowd. Last but not least, for those interested in how the phenomenon that is crowd funding came about, there is also a useful history that sets the whole opportunity in context.

I hope, if you are not yet hanging out in the crowd, that by the end of this book you will have joined us. And I will keep my fingers crossed that when you do come on board, after reading this handbook, you will be as well prepared as possible to enjoy the ride.

So a warm welcome to the crowd.


Why this  book?

Crowd funding has been around for a long time. Jenny McLaren, who worked as my researcher and assistant on this book, has written a short history which is well worth reading (see Appendix II). There are some lovely stories from the past about how crowds have funded projects – check out the case study below, told to me by David Wragg of Saffery Champness when he heard I was writing this book, on how the money for the pedestal of the Statue of Liberty was raised.


Case study

One of the first crowd fundings ever?

I believe that crowd funding as we understand it today was actually devised in the late 19th century because of this story.

It is generally widely known that France gave the Statue of Liberty to the United States as a gift, in 1886. It is not so commonly known that the US had to fund the pedestal upon which the statute stands. The pedestal cost $334,000 and when the fundraising committee began to run out of time, they approached Joseph Pulitzer, the newspaper owner to assist them.

Joseph Pulitzer launched a campaign to invite the citizens of New York to donate even small amounts to help in the funding of the pedestal. Donors were offered miniature replicas of the statue in return. The 19th-century crowd funding campaign raised approximately $100,000 and gave the fundraising a welcome boost.



I have spent the last 12 years largely occupied with building my business and expertise in the business angel world (see page 28), one of the most fascinating and, in my view, important parts of the financial services market. Until relatively recently I have largely been an observer of the “crowd funders”. Over the last 18 months, however, this “cousin” of the angel world has turned from a tadpole into a Goliath frog – in the US, in the UK, and it seems in just about every other major economy in the world. That growth has taken place in less than four years in the US, and less than three in the UK.

My first exposure to crowd funding was a couple of years ago, when I heard on the grapevine that an entrepreneur of great talent, whom I vaguely knew, was planning on solving his company’s particular funding gap by doing a crowd investment. The next thing I heard was that this person, Charles Armstrong, founder of Trampoline Systems, had been successful. It was a small, isolated incident, or so I thought at the time.


Case study

Trampoline Systems

In 2009, Trampoline Systems, the award-winning enterprise software vendor, was one of the first businesses to raise money through equity crowd funding. The company announced its plan to raise £1m through four rounds of funding. The first round was completed in October 2009 and raised £260,000, with a second round of £350,000 opening in August 2010. Trampoline worked closely with legal advisers to ensure that its crowd funding process complied with the then Financial Services Authority (FSA) regulations. The company invited expressions of interest only from people certified as high net worth individuals or as sophisticated investors, plus Trampoline’s existing shareholders.

The London-based company’s SONAR CRM product helps customers increase the win rate in business-to-business (B2B) sales. They decided to use crowd funding as a method when the total amount invested by venture capitalists dropped by 36% in 2009. They saw the chance to use crowd funding in a different way, and worked with the FSA to work out how they could raise finance in exchange for equity. They believe that crowd funding could be the future for small businesses and that it gives entrepreneurs an alternative source of funding.



Back in 2010, I was sitting in my office one evening just before Christmas. I took a call from an entrepreneur who wanted to buy one of the investment adverts we circulated to the investors who subscribe to AngelNews. I tried to refuse to sell him one – “Better off buying it after the holidays when the investors are back,” I told him – but he bluntly told me that he did not want it so he could access our investors. He wanted it because it would be a legitimate way in which he could tell his base of thousands of enthusiasts for his cool bike about his fundraising need. I sold him the advert. Two days later I was staggered to hear that he had already had commitments of over £1m from his “crowd”.

All went quiet for me on crowd funding until 2011, although there was quite a lot of talk about the new online peer-to-peer lending businesses such as Zopa getting going. For me, 2011 was the year crowd funding started to take hold in the UK. In the spring, a man called Anil Stocker called me – he had been told to introduce himself to me so he could explain about the start-up he had founded with friend Charlie Delingpole, MarketInvoice. We met. Half a cup of coffee later I was hooked. MarketInvoice, which auctions invoices to private investors ranging from individuals to Family Offices (private companies who manage the finances of a single wealthy family), is one of those sweet businesses where everyone wins. Businesses get their money quicker and at a better price than otherwise, investors make a great return for the risk they are taking, and the platform operator does profitable business getting the two together.

Within weeks another couple of men had also offered me a cup of coffee to introduce themselves. They were Darren Westlake and Luke Lang, the founders of Crowdcube. (By the way, in Appendix III you will find details for MarketInvoice, Crowdcube and their ilk.) Another coffee and I now knew about another genius business model that had uncovered a legally valid alternative route for entrepreneurs to raise investment rather than through the banks, business angels or venture capitalists.

Since then my relationship with crowd funding has become more and more exciting – sometimes it seems that everyone is at it. My old friend Kevin Caley has set up ThinCats, which provides debt funding by the crowd for small and medium-sized enterprises (SMEs); Jon Moulton and many others have backed Funding Circle; there’s Platform Black, which is also in the invoice auction space; Seedrs, which is doing equity crowd funding; and Karen Darby has just set up CrowdMission to raise investment for social enterprises. There’s Rebuilding Society, Bank to the Future, Trillion Fund, Abundance Generation and many more appearing all the time. And now Kickstarter, the granddaddy of crowd funding, has opened for business in the UK. Even the UK government is now on board, providing millions of pounds in cash to the debt crowd funding platforms and working closely with platform operators to create suitable regulatory frameworks that will enable the markets to work effectively while protecting those who use them.

Exciting times indeed. Like it or not, everyone involved in enterprise and, therefore inevitably, early stage funding is now on this journey. Not everyone will engage with it, but you ignore it at your peril.

In the future I am certain crowd funding will move further. There will be more and more stories, some of which will be even bigger, more colourful or perhaps more scandalous than those I have included. I am certain the rules and regulations surrounding crowd funding will also move on, and there is no doubt whatsoever that there will be far more innovation in this market before it finally matures. But some things will remain true throughout time: things such as how to make a successful pitch or, if you are an investor, how to tell a great opportunity from a poor one. Ensuring that a light is shone on these truths is the underlying purpose of this book, and its success will be judged on whether you, the crowd, decide that it does the job you need it to.


Part One

What is crowd funding?


Chapter 1

Not all crowds or fundraisings are the same

Crowd funding is an umbrella term for a wide variety of types of fundraising undertaken by individuals and businesses, but essentially all types of crowd funding are the same in that an individual or a business reaches out to the crowd to obtain money in order to achieve an objective. This ranges from funding a creative project to a full equity fundraising for an established company.

There are dozens of different ways fundraisers and donors/investors “do” crowd funding, but the common thread is that many individuals come together to donate or invest as little as £10 each to help fund the need. With enough investors, the fundraising can be completed. Don’t imagine, though, that crowd funding is just for the £10 punter. On some sites, especially the crowd equity ones, it is possible to invest tens of thousands of pounds if you wish – either in just one business or spread across many. And don’t think that using the funding is a free meal ticket to your funding needs. You pay fees to fundraise from the crowd, which are taken out of the funds raised. Remember that the relationship between fundraiser and donor/investor typically lasts long after the fundraising campaign is complete.

The first thing you need to understand is that there are eight main crowd funding subsets, which are explained below – within those there are many more.

The main types of crowd funding

Donation funding

Arguably the latest evolution in crowd funding started with the rise of donation funding sites. Here in the UK almost everyone will have heard of, if not have donated to charity via, www.justgiving.com and www.virginmoneygiving.com. Typically, individuals undertaking a charity fundraising, e.g. running a marathon, use these sites to collect donations from their friends. The charity sites enable donations to be made but also have the advantage of letting charities get extra money from the Gift Aid scheme, whereby UK taxpayers can allow the charity to reclaim tax on the donation.

As well as charity sites, there are other sites that allow you to raise money for non-commercial objectives, such as www.gofundme.com and www.gogetfunding.com. These sites are used for everything from helping an individual to raise money to go travelling, to providing funding to pay for unforeseen medical expenses or other expensive crisis situations that the person needing money cannot afford to pay for themselves.

As with other types of crowd funding sites, donors can give money in tiny amounts, including just a few pounds. Fees are usually less than 5% and sometimes have a minimum cost per donation made.

The most well known donation platforms are:


	US: www.gofundme.com, www.rockethub.com, http://peerbackers.com, www.sponsume.com, www.causes.com, www.crowdrise.com

	UK: www.justgiving.com, www.virginmoneygiving.com

	Elsewhere: www.babyloan.org/en (France, but also international), www.pozible.com (Australia).




Case study

Help Farrah

GoFundMe is a slightly different crowd funding site, as it not only allows people to raise money for their creative projects and businesses, but also for personal reasons such as holidays, religions and fulfilling their dreams. As a donation-based site, it allows, for example, people to help fund someone’s education. On 20th July 2012, Victoria Albright started a campaign for Farrah Soudani, who was one of the people injured in the mass shooting in a movie theatre in Aurora, Colorado during a midnight screening of The Dark Knight Rises. Victoria says that Farrah was hit by an explosive that took out much of her mid-section and left leg. While being treated at an intensive care unit, Farrah did not have medical insurance and her mother is taking time off work to care for her daughter. The campaign was to help pay the medical bills and to ensure that Farrah’s family can survive while her mother is out of work. At the time of the page closing in December 2012, Farrah had moved home with her mother and the money raised was helping with ongoing doctors’ bills and helping her to regain her independence. In total, they raised $171,525 to help her get back on her feet.



Pledge or project funding

Crowd funding originated with pledge funding for projects. Long before the arrival of Kickstarter, IndieGoGo and their like, people who had no money available to get a project going would pre-sell their products to generate the money they needed to make them and get them to their customers. Typically, though, these were localised affairs and quite sporadic. And for many years all charities worth their salt would fundraise from the general public, taking donations from everyone from strangers (often via a collecting tin in the street) to their closest supporters.

The big difference with a crowd funded project is the scale and the degree of sophistication which has evolved thanks to the internet. Online crowd funding for projects has created an open playing field – you can fundraise from just about anyone. The popularity of crowd funding in the indie film world is possibly a sign of what is to come: 10% of films at Sundance last year were at least partly funded by Kickstarter campaigns.

Pledge funding is unique in that you are raising money to fund a specific project. The transaction is simple. You fundraise and promise to deliver the product (e.g. a film) or service (e.g. a concert) in return for a pledge payment in advance. Once you have delivered, the contract is completed. The donor has no legal right to get involved in how you create or deliver your service, but if you fail to deliver it you have breached your contract with them.

Crowd funded projects are never this simple, though. Thanks to the transparency of online sites and the innate competitiveness of crowd funders, a typical crowd funded project is much more sophisticated than a one-stop “ask”.

For a start, you can crowd fund a project with just a few words on a web page or by sending out an email to your friends, but this is unlikely to be successful as competition for money is fierce. If you fundraise via a crowd funding platform, you need to make your case for why you want the money in the best way that you can. You need a video, persuasive wording and a sophisticated offer to gain the attention and support of the crowd.

The big change from traditional types of fundraising, such as looking for angel or venture capital or debt finance, is that with crowd funding you can offer different levels of rewards for different sizes of pledge. For example, if this book had not been commissioned in the normal way by Crimson Publishing, I might have decided to crowd fund it via a site such as Kickstarter, or even approached the dedicated crowd funding publisher Unbound (http://unbound.co.uk). I might have asked for a small donation of £10 now and promised to send you a copy of the book once it was published. For £20 I could have promised you a signed copy. For £100 I might have promised you a copy, but also promised to come and talk to you personally about what I know about crowd funding. I would have asked for as many £10 pledges as possible, as I know that I could profitably deliver as many copies of the book as I had orders at this price. However, in order to make the signed copies more valuable, I might have limited the signed copies to 100 only. And I might have wanted to talk personally to only 10 people, so would only allow 10 people to “donate” at the £100 level.

Later on in the book we will go into all this in more detail.


Case study

Pebble e-paper watch

Probably one of the most famous successes of crowd funding is the Pebble smart watch that launched the company’s fundraising campaign on Kickstarter in April 2011. Pebble set the initial target at $100,000, which would be raised through donations and by people pre-ordering the watch. For $115 you could get a black Pebble watch, or you could order it in another colour for $125. For donations over $235, they offered a “Hacker special” that allowed people to start writing their own coding for the watch before other people even received theirs. Larger donations got you multiple watches and the chance to customise your watch face. Rumour has it that when “the crowd” saw that the fundraising was going well, there was a viral enthusiasm among donors to see if they could get the fundraising to over $10m – and they did! In just 38 days, Pebble had received pledges from nearly 69,000 people totalling over $10m. While this seems like a runaway success on the face of it, the company had not anticipated such interest, and therefore it has faced major challenges with suddenly having a much bigger business than anticipated. They had to completely rethink the business, scaling it up to meet the demand. However, with the money raised, they have been able to achieve this; they have begun mass production and are now shipping product. In fact it is a “must have” gadget for many cool investors and entrepreneurs.



The most well known pledge platforms are:


	US: www.kickstarter.com (now also open in the UK), www.indiegogo.com, www.gofundme.com, www.rockethub.com, http://peerbackers.com, www.sellaband.com, www.quirky.com, www.crowtilt.com

	UK: www.crowdfunder.co.uk, www.wefund.com

	Elsewhere: www.indulj.be (Hungary), www.pozible.com (Australia, spreading globally), www.lanzanos.com (Spain), www.fondomat.com (Czech Republic), www.fundrazr.com (Canada), www.headstart.co.il (Israel).



Straight debt funding

Crowd lending is more often known as peer-to-peer lending. Essentially, rather than using banks, if companies or individuals want to borrow money, they apply for the funds they want via the online website. Investors on the site then join together to lend the funds. The borrower does not usually know who is lending to them and repays the loan to the platform, which then returns the interest and the capital to the lenders, taking a fee on the way through.

By no means do all people or businesses who apply for a loan get accepted by the operators of these sites. Typically, 85% of applicants will be rejected because the site operator does not deem them credit worthy; the rejection rate can be as high as 99%. Crowd lending sites will expect you to provide lots of financial information, and they will perform credit checks, review business plans and do pretty much everything else a normal bank would do. The difference is that instead of going to a credit committee in an anonymous building somewhere in a bank where they will decide whether to lend to you, the loan request is posted online and investors are invited to offer the funds to lend.


Case study

The Cashmere Centre

The Cashmere Centre is a Buckinghamshire-based mail order provider of high-quality cashmere and currently offers the largest range by mail order in the UK. However, to meet stock requirements during peak periods, such as Christmas, it required funding to continue to meet this demand, as well as to improve the functionality of its website for customers. It used Funding Circle, an online marketplace designed to help businesses find fast finance and to help investors get better returns. After just 14 days the company had borrowed funds of over £40,000 from more than 507 investors to build up its e-commerce system. With the process being cheaper, quicker and easier than going through the high street banks, The Cashmere Centre was able to concentrate on growing its business with no restrictions.



The most well known debt funding platforms are:


	US: www.somolend.com, www.lendingclub.com, www.prosper.com

	UK: www.fundingcircle.com, www.zopa.com, www.thincats.com, www.ratesetter.com

	Elsewhere: www.booomerang.dk (Denmark).



Specialist debt funding

Crowd lending has rapidly become very varied. There is now a number of sites that do alternative types of lending such as asset-based lending (i.e. lending against the physical assets a business owns) as well as sites that lend against a business’s debtor book (i.e. against outstanding invoices owed to the business). Essentially, these are ways of lending that are less risky for the lender because there is a real asset in place that supports the loan and can be called upon (i.e. taken on and then sold by the lender) if the loan is not repaid.

One interesting recent site is www.crowdahouse.com, which helps investors build a portfolio of buy-to-let properties in the UK.


Case study

Ingenium

In 2010, Dan Collier and James Murphy brought together over  30 years of experience to create ITS Ingenium, a next generation talent management and integrated IT recruitment consultancy, focused on areas such as financial services, investment banking and capital markets, asset and investment management, hedge funds, e-commerce and social media. With an eight-month turnover of £300,000, they were looking to scale rapidly and to do more work in the contract market, which required a flexible source of funding. Ingenium was paying contract IT workers after 14 days to attract the best talent, but typically the end customers would pay Ingenium after 30–45 days. Despite their strong contacts and networks, the founders’ one-year track record limited their funding options. With their bank promoting a factoring solution that involved outsourcing credit control (and potentially damaging their reputation with key customers), and high monthly service fees regardless of whether they drew down funding or not, the founders turned to MarketInvoice. Their flexibility allowed Ingenium to keep its good relationships with its clients while receiving the funding on the invoices at a low rate.



The most well known specialist debt funding platforms are:


	US: www.receivablesexchange.com

	UK: www.marketinvoice.com, www.platformblack.com, www.crowdahouse.com.



Equity funding

In an equity fundraising, businesses sell shares in their business to the crowd in return for cash. They may offer special rewards as well as an incentive to the investors. The investors become shareholders in the company with all the legal rights that this entails, for example the right to dividends and the right to sell their shares to other people one day.

This is the area of crowd funding that has caused the most controversy of all. In fact, in the US it has been so controversial and yet so successful that the US government has been forced to change securities law via the JOBS Act (Jumpstart Our Business Startups) to accommodate this type of fundraising. In the UK there is still a lot of controversy surrounding equity crowd funding and which individuals may be approached to invest. One of the main principles of investment regulation in recent years has been to protect the small investor from making risky investments where they can lose their money. However, this has come into conflict with equity crowd funding, the specific purpose of which is to allow investors to make as many small investments into companies as they wish, perhaps very small sums of money per investment, and to allow friends, family and even strangers to invest in a business that they think has exciting prospects and will give them a return on their investment. I know a great regulatory expert called Gillian Roche-Saunders and she has very helpfully written about this issue in Appendix V.

One interesting adaptation of the equity crowd funding model is www.sprowd.com, where donors do not become shareholders in a fundraising business but do get hard cash returned to them by the fundraiser in due course.


Case study

Kammerlings

Kammerlings ginseng spirit began life in Highbury, North London, with ex-bartender and self-confessed drinks geek Alex Kammerling. He was inspired by the history of alcoholic drinks being infused with natural botanicals as a medicine (in theory, the alcohol preserves the active ingredients from the botanicals and delivers them effectively into the bloodstream). He wanted to create a unique, versatile and tasty spirit that had a lower alcohol content than the regular 40% alcohol by volume (abv). This led him to create Kamm & Sons – a drink that is made in a similar way to gin but contains 45 natural botanicals including ginseng, fresh grapefruit peel and manuka honey, with a lighter 33% abv. Kammerling needed funding to increase both his production and sales in the UK market so that he could distribute his products to high-end stores such as Selfridges and Harvey Nichols. He aimed to launch in select bars overseas with the goal of making the brand global. To raise funding, he turned to Crowdcube. Kammerlings offered 23% equity for £180,000 – a target that was reached in three months with the help of 85 investors.

Nearly two years after it secured its first round of funding, Kammerlings raised a further £325,000 in February 2013 from 64 investors in return for 28.6% of the business, again through Crowdcube. Kammerlings intends to use this second round of funding to export to the more discerning and health conscious drinkers in Europe, Asia and America, as well as to high-growth markets such as China. The company is currently exporting to Sweden, France and Spain.

Since it launched in April 2011 Kamm & Sons (trading as Kammerlings Ltd) has sold more than 5,000 bottles. It is available in prestigious five-star hotels, restaurants and cocktail bars and through wholesalers throughout the UK.

With over 17 years of experience in the drinks industry, Alex has kept the recipe a closely guarded secret between him and a few family members. After the second round of funding, Alex said: “Crowd funding is proving that businesses like ours can raise the money they need to grow not just in the UK but also abroad. We want to sell more than 15,000 units this year and this investment will help us to achieve that growth target. We didn’t even consider the banks for this round because the 17% APR interest rates are too high for a small business like ours.”



The most well known crowd equity platforms are:


	US: www.growvc.com (also in Europe), Angellist www.angel.co, www.seedups.com, www.secondmarket.com, www.earlyshares.com, www.fundable.com, www.startupvalley.com

	UK: www.crowdcube.com, www.seedeisplatform.com, www.justinvesting.com, www.syndicateroom.com

	Elsewhere: http://eureeca.com (global, but founded by Brits), www.companisto.de (Germany), www.innovestment.de (Germany), www.venturebonsai.com (Finland), www.fundedbyme.com (Finland and Sweden), www.sprowd.com (Netherlands), www.gambitious.com (Netherlands), www.moneycrowd.org (Ireland), www.symbid.com (Netherlands).



Social enterprise funding

As the crowd funding opportunity has expanded so has the variety of sites offering crowd funding solutions. The latest subset that appears to be gaining traction is the area of social enterprise funding: this covers the spectrum from charity to for-profit business where the underlying activity has a defined social purpose. Social enterprise funding should not, by the way, be confused with social media, which is basically doing marketing and PR via the web, email and social networks. The social purpose may be something as simple as employing people who have previously been unemployed in a mainstream business or as complicated as a biotech company wanting to create a new drug to eradicate malaria.

Social funding is different in that one of the main rewards for donors is the satisfaction of doing something good in the world. I Increasingly, however, the lines between the “not-for-profit” or charity world and straightforward commerce are blurring. If anything, crowd funding will hasten a further collapse of these lines as businesses see the benefits to their brand and corporate culture of doing something good while making a profit and traditional not-for-profit attitudes become more commercial in order to create a



Case study







	US: www.kiva.org, www.razoo.com, www.startsomegood.com, www.wahooly.com, www.40billion.com

	UK: www.rebuildingsociety.com, www.buzzbnk.org, www.crowdmission.com

	Elsewhere: www.babyloan.org/en (France).



Specialist crowd platforms
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Multiple funding platforms
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How the traditional investment market is reacting to the arrival of crowd funding



Bank lending


Venture capital




Business angels
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Other things to think about when choosing a platform


Flexibility of service


Finding a site that is suitable for you


The size of funds required and the time taken to raise them


Fees





Size, type and openness of funder base




ThinCats statistics




Conclusion



In summary


	There are numerous different types of crowd funding ranging from donation to equity. As well as generalist platforms, there are many very specialist ones.

	You will always pay a fee to the crowd funding platform – this is usually taken out of the money raised and can range from as low as 2%–3% to 10% or more. Watch out for hidden extra fees.

	Many types of crowd funding involve continued engagement between fundraiser and donor/investor after the fundraising has taken place, so your fundraising does not end when your campaign is completed.

	Depending on the type of site, you can raise anything from hundreds to millions of pounds in funding – so choose the site that most suits your cash needs as well as considering other factors.

	Some fundraising businesses, for example some business angel networks, can also help you raise large sums of money from groups of individual investors, so even if the phrase “crowd funding” is not mentioned, do not necessarily dismiss these people out of hand.

	Look for a site that has the right level of flexibility for you. Do you want an “all or nothing site”, where if you fail to raise your target amount you get nothing? Or do you want one that allows you to keep everything you raise regardless?

	Understand the size of the crowd you will be talking to on the platform – not just numbers registered, but numbers active and who are likely to be actively interested in you!

	Make sure the platform you choose makes it easy for your inside crowd to register and back you.

	Do plenty of more general research. Before you start, look closely at whether fundraising or donating via the platforms you are using really is right for you!

	New crowd funding platforms are getting going all the time – keep refreshing your research to see which platform is best for you right up to the time your campaign starts. Remember that you don’t necessarily need to use the same platform over and over again, especially if your fundraising needs change over time.
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