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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.
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