Crowdfunding: look back to go forward
Closing the Funding Gap for New Economy Ventures
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UT’s Edison Business Incubator
and its COspace facility are home
to Phabriq developments in
Crowdfunding.

CFPA and CFIRA
founders lobbied
Congress to get
Crowdfunding into
The JOBS Act, and
currently advise the
SEC, influencing
final regulatory
rule-making

FINRA, governing agency for
existing securities Broker/
Dealers, will implement rules
the SEC makes, potentially
establishing it as the SelfRegulating Organization for
Crowdfunding

for comprehensive background
videos on Crowdfunding, click:

https://vimeo.com/user13383162/videos

JOBS Act - signed into law April 2012
Giving ALL Americans ability to fund
promising startups, and 98% of us
the opportunity to invest in new
asset class--Equity based
Crowdfunding

So, where are we now?
Kickstarter: household name?
A non-profit, Kiva: 1 million borrowers
95-98% micro-loan repayment rate
50-90% annualized industry growth rate
$5-6 billion revenue projected for 2013
$1.55 billion valuation: Lending Club
Bottom Line? ALL THIS without Equity!

Crowdfunding is...
Raising capital from investors via Internet portals. Currently more “seed” oriented,
meaning early stage, often before proof of concept

•
•
•
•

Donation-based transactions: shared affinities, associations, charities, causes
Reward-based transactions: pride, fame, access, premiums, pre-sale*
Debt-based security: time & interest-based microloans, student loans, lines of credit
• Revenue-based security: usually a time-limited tie to income generated (often off gross revenue)
Equity-based security*: stock, options, liquidity, transferability

Crowd Sourcing using social media:

•
•
•
•

to drive broader public awareness by offering friends, family and supporters tangible rewards for
promoting among their own networks
for local and affinity/experience-based support from service professionals and complementary
companies
as pre-sales channel to gauge consumer interest
cost-efficient marketing channel

* limits pending SEC/FINRA rulings on definitions of securities, portal registration, investor accreditation, general solicitation

Crowdfunding is History
1600s: early book printers would fund via honorable mentions
inside cover
1885: Joseph Pulitzer finances the Statue of Liberty’s foundation
using Crowdfunding
1930s: SEC restricts entrepreneurs from advertising stock
oﬀerings
1990s: Internet revolution spawns Microfinancing, leading to
institutional Crowdfunding
1997: Marillion, UK band tour and album financed by fans
2009: BuyaBeerCompany.com raises nearly $300million from
5 million people to buy Pabst Blue Ribbon--SEC squashes deal,
brand tycoon later purchases for $250million, validating
Crowdfund valuation
2012: $2.8billion Crowdfunding raised. Projected $6 billion 2013
50% increase/yr. since 2009. What other industry has seen such
growth reaching so many people in this timeframe?
Portals growing from niche to general:
Kickstarter, WeFunder, Believers Fund, Quirky, IndieGoGo,
RocketHub.

* http://www.inc.com/news/articles/2010/06/metropoulos-buys-pabst-brewing-company.html

Current Law Limiting
• Limited to accredited investors *
◦ Entities with at least $5 million in
assets
◦ Individuals with over $1 million in
assets or over $200,000 in
annual income (not incl. house)

• Allows limited general solicitation
(AKA mass advertising) under
Title II rules
• Limits number of investors in any
one offering
• Requires registration with the
SEC and conduct an initial public
offering
◦ or Qualify for an exemption...

Under JOBS Act Limitless
• Anyone can Crowd Fund
◦ Token: Rewards, Donation, Pre-Sale
◦ Equity: Crowdfunding for stock
◦ Debt: Financing the funding gap

• Advertising will be permitted
◦ Anywhere from Online to Main
Street
• No limit on number of shareholders
• Regulations balancing economic
growth and investor protection:
◦ Crowdfund Portals/Intermediaries
required to register and self-regulate
◦ Strict background checks and
disclosures for issuers and investors

◦ Limits to annual amounts raised/issuer
◦ Limits to amount invested/investor

* much speculation on how many “Self-Accredited” investors would actually qualify if audited

Crowds Thrive on Cooperation
Symbiotic partnerships between industry leaders, community-based
organizations and ambitious entrepreneurs fuel true job creation, starting on
Main Street by employing the alternative fundraising, investing and
development strategies of crowdsourcing, crowdfunding and innovation with
an open-source ethos to non-traditional business formation and operations

pitch&pour

How to Use Crowdfunding More ways by the day
•

Refine concepts and develop plans with mentors and community
support

•

Test the market before prototyping = affordable Market Research &
Pre-Sale leads/orders

•

Incentivize fans/investors to promote you, in their own best interest,
virally to their own networks

•

Generate VC/Angel interest in you by starting small and then
succeeding at successively larger offerings

•

Validate your business to secure more traditional financing e.g. banks,
credit unions etc.

Alternatives to Equity Big
• Equitable Capitalism: spawned by the success of Kiva, yet tempted by the promise of
equity for contribution, lots of new models are making waves: from Converse letting
customers market their self-designed treads to their friends for a share of the profit, to
bands financing an album on fans' dime for a cut of the proceeds. Everything is up for
grabs…and Equity Crowdfunding isn't even an option yet!

• P2P lending: look for successful locals to offer more than guidance to aspiring

entrepreneurs--angels taking less risk delivering vital access to capital that your
neighborhood bank can't touch. Remember? 95-98% of micro loans get paid back in full

• Crowd-based product development/marketing/surveys, even for cornerstone
brands…and a helluva lot cheaper than focus groups and ad agencies.

• Presumers: Consumers who buy before the product is made, as in Rewards-based
Crowdfunding

Why We’re So Lucky Where “We” is spelled with a You
Definition of Luck*: “It Is What Happens When Preparation Meets Opportunity”
Why Crowdfunding is such a big opportunity for so many:

• Unlocks Capital for Small Businesses and Spreads the Wealth

Current mistrust of public stock exchanges cause people to save in banks at very low interest rates.
Investors will now be able to invest in small, local and friends’ businesses in addition to the traditional
stock market, all while holding the power in their hands to affect growth directly.

• Generates Broader Economic Prosperity, Not Just in Urban Centers

Because Crowdfund investing is done via the internet, entrepreneurs anywhere can get funding, not
just on the Coasts or major metros.

• Levels Playing Field Against Socioeconomic Discrimination

Individuals from wealthier backgrounds find it easier to raise funds than those in more challenging
circumstances. Now, anyone with a great concept and some initiative can find support for their dreams
based on the merit of their ideas.

*Seneca (Roman philosopher, mid-1st century AD)

Hindsight Wisdom? Know Your Past to See the Future
Having ridden Internet 1.0 wave from the very start, I have been quoted as saying “Crowdfunding
is what the Internet was made for”. And we’re only starting to feel it’s impact.
• Market is growing explosively...exponentially, actually
• Universe expands in every direction--so just get involved and keep moving; the wave will push you
Building a Good Company starts with keeping Good Company

• Venture Capitalists and Angels more often invest in people than plans--think, TEAM. Welcome, COspace
• Only work with people you love--because you’ll be spending way more hours with them than with your family

“Failure is the new Credential” for investing in an entrepreneur
• VCs & Angels admit it’s more important to them that you’ve learned from mistakes rather than never trying because you

feared failure--don’t be afraid to show you’ve tried, even if unsuccessful. Just try your best. And if you have to fail, do it fast.

Be Sincere
• Internet consumers are more skilled than ever at sniffing Bull--speak your truth to the right people, narrow your demographic.
Value is now more important than Volume.

“Content is King” was Internet 1.0
• “if Content was King, CONTEXT is now King Kong”--choose the right portal for your message and be certain your offering is
relevant; just as with VC pitching, do your research before listing your offering because...
You only get one chance for a first impression

Expansion Let’s talk about that
Map illustrating the
universe of influence
that Crowdfunding
impacts.
Graphic courtesy of
Davis Jones

http://www.cfadventures.net/2012/07/mastering-crowdfund-investing-universe.html

Expansion Focus: Kickstarter:
◦ 90K+ projects launched to date
◦ $550M+ raised project funding
◦ 43% success rate

Expansion Stats
Crowdfunding Revenue
by Segment
(millions of Dollars)

http://www.crowdfundmafia.com/blog/2013/07/23/snapshot-of-crowdfunding-the-jobs-act-in-2013-infographic/
http://blog.fundinglaunchpad.com/2012/05/crowdfunding-explosive-growth/

Growth Markets From Main Street to Wall Street
Industry:
◦ 540+ CF portals expected by end
of 2012.
◦ 9000 URLs registered with “Crowd”
in the domain name
◦ 63% annualized CF growth
◦ 114% Equity-based
◦ 78% P2P Lending
◦ 43% Donation-based

Map courtesy Crowdsourcing.org
* data courtesy Tech Crunch: http://techcrunch.com/2012/05/08/crowdfunding-state-of-the-union/

Summary
Government is charged with reviving our economy, but austerity measures
and budget cuts leave private sector to bear burden of investment, yet
capital is restricted. Crowdfunding is a logical solution already gaining critical
mass with limited government intervention.
Crowdfunding is exploding globally with Equity Crowdfunding leading the
charge abroad. It is inevitable this process will continue and so we must take
the lead to innovate or face losing the next generation Brain Trust to offshore
education, funding and business development sources.
Crowdfunding portals make use of available resources and organize support
among individuals and complementary organizations led by creative,
aggressive and committed professionals eager to level the playing field and
re-establish the American Dream.

Recap: Restoring the American Dream through Crowdfunding
Lowers risk for Entrepreneurs
•

Today, almost half of all startups will fail within two years = High Risk, meaning people with great ideas stray away from starting
businesses because they are not risk-averse. They worry that personal failure may inhibit their future ventures by risking friends and family
savings.
◦ Venture Capitalists and Angels more often invest in people over plans and often cite that “Failure is the new Credential” for their investing in
an entrepreneur--it’s more important to them that you’ve learned from mistakes as opposed to never trying because you feared failure.
◦ Crowdfund investing spreads the risk of starting a business to a larger community of people, each risking far less of their savings, effectively
lowering their own risk, and lessening the fear of failure for the entrepreneur.

Lowers risk of Investors
•
•

With no cap on the number of investors, hundreds or thousands of investors can contribute small amounts to funding small businesses.
Beyond the strict disclosure and background checks that will be standard, Crowds are very vocal and extremely efficient at condemning losers
and celebrating winners, now with great volume due to the reach of social media, like Crowdfunding Portals, e.g., I don’t buy anything on eBay
from a seller with less than a 99.7% approval rating. Crowdfund Portals will be no different. Success spreads fast, failure spreads faster.

Increases success rates for Small Businesses
•
•
•
•

Crowdfund investors are motivated supporters because they now have a vested interest in the success of the businesses they help fund.
Crowdfund investors with skin in the game have been shown more willing to participate in business development and marketing. This is likely to
reduce the failure rate of small because the wider knowledge base and human network is an obvious advantage for a small business–particularly
in the age of social media.
Existing Customers can become investors. If you like a product and want to see it remain available, you're more likely to invest in it.
Existing Suppliers can become investors. Again, self-interest dictates that a supplier wants his buyers to remain solvent.

Resets our reputation for innovation, competitive spirit and equal opportunity
•

The US is not exactly out front here--other nations are well ahead, such as Britain and Australia, where Equity Crowdfunding is already in
practice. To keep our brain trust here we need a shorter path to success driven by innovation and inspiration the moment it strikes.

Starts with Education: Videos, seminars, symposium, grassroots eﬀorts, volunteerism, mentoring
•

Get involved; pay it forward. (reference COspace)

Mr. McIntyre is Founder &
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Phabriq Development
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UNIEX-CF or Crowdfunding in general

Scott McIntyre
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Equity Alternatives questions
• Size Matters: is there a difference for small and medium sized businesses in terms of raising funds?
• Which tools best suit each?
• Equity or Token? What are advantages/disadvantages?
• What stage should I be at now? Bootstrap, Crowdfund, Lending, Equity
• Pros and cons of each
• What are the best Horror Stories you’ve heard?
• Why not Angel Investors or VCs? Why would I choose crowdfunding?
• Advantages/Disadvantages
• Local, National, International: What’s working where?
• Investor Relations – Managing expectations and traffic. Equity Investors vs. Crowd Funders
• Working with general public vs strategic or accredited investors. Whats and Whens and Whys?
• I’m not an inventor or an investor. How does this all benefit me? How do I get involved?
• Business Financing: Brian Korn will discuss variations
• What types of lending options are there? How do I choose? (bank vs. p2b)
• Are any industries better aligned with certain types of Crowdfunding portals?

