
The Present and Future of
Crowdfunding

Valentina Assenova
Jason Best
Mike Cagney
Douglas Ellenoff
Kate Karas
Jay Moon
Sherwood Neiss
Ron Suber
Olav Sorenson

A group of experts discuss their thoughts about the current state of crowdfunding, its future, important emerg-
ing trends in the field, and the opportunities and challenges facing investors and entrepreneurs in the space.
Across the board, these experts highlight the importance of crowdfunding as a means for mobilizing resources.
They also maintain that crowdfunding has already emerged as an important force in global finance, one which
appears here to stay, but one where we have only begun to see the ways in which it will transform the finan-
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Valentina Assenova: Thank you for agreeing to participate in this
forum. Let me begin with a bit of a challenge: Is crowdfunding
merely a fad? If not, how does it represent a “revolution” in
finance?

Karas: It’s a little bit of a false dichotomy. All funding is essentially crowdfunding.
Hedge funds are crowdfunded—it’s just from a different kind of investor. The idea
of crowdfunding is to take that same model to retail investors. So, I don’t think it’s
at all a fad, it’s an expansion of a well-worn—and frankly, a very successful—idea.

Ellenoff: I would suggest that securities crowdfunding is no more a fad than
online trading was with e-Trade. It was timely then and not even an interesting
conversation now, just commonplace. I would characterize it to be more of an
appropriate evolutionary response in the age of the Internet.
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Suber: I will be bold enough to say that I promise
you that it’s not a fad; it’s amega trend. The amount
of benefit that borrowers and investors are receiv-
ing is unprecedented in financial history.

Moon: Equity crowdfunding is revolutionary
because it can dramatically open up access to both
investors and entrepreneurs. Entrepreneurs who
had no or little access to capital all of the sudden
have access to deep pools of capital and other
resources. On the other side, investors can dis-
cover investment opportunities that were very
hard to access at scale. Currently, there’s almost
$300 million in open investment opportunities
on CircleUp, and this represents just a fraction of
what it could be.

Neiss: Access to capital has always been a chal-
lenge, so this is providing an alternative solution
to getting that money that was not there before. I
don’t think it’s going away. The data show that this
space is evolving rapidly and continues to evolve. It
represents a revolution in finance because we have
finally allowed securities laws to catch up with the
way in which we live our lives today, which is
online and in the Internet age.

Karas: The revolution comes from figuring out
how to let retail investors participate both in the
“feel good” aspect and in the financial aspect.
One thing that crowdfunding offers that tradi-
tional funding does not is that the companies that
go through crowdfunding want to reward the
people who have supported their businesses and
to create a community. There’s the added element
of investing in your local coffee shop and inves-
ting for more than a return. You see this at places
like Kickstarter and Indiegogo. I think that crowd-
funding combines those two aspects: your money
is put to work, but you are also investing for
returns other than the economics.

Best: Wehave just about seven years of experience
now in crowdfunding [in the United States], includ-
ing equity and debt, and about four years in the
United Kingdom. And we have, by some estimates,
$33 billion worth of funding across equity, debt,
and rewards crowdfunding. So, if that’s a fad, then
it’s a fairly large fad and a fairly long-running one.
My own belief is that it is not a fad, but that it is
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a fundamental way in which the financial markets
will function going forward.

Cagney: But I think we’re in the very nascent
stages of crowdfunding, in terms of what it can
be used for and how it works, or how it could
work. There’s been a lot of enthusiasm about
the JOBS Act, that it would democratize finance
and really open up the opportunity for crowdfunding. That hasn’t happened yet
as the JOBS Act has been hamstrung on so many dimensions. It’s too early to
say how crowdfunding will actually pan out, but at this stage in particular it has
had a lot of hindrances from a regulatory standpoint.

Do you think crowdfunding represents a threat or an opportunity for
traditional players, such as venture capitalists?

Best: I think that it’s an opportunity. Four years ago, when we were working on
the passage of the JOBS Act, venture capitalists [VCs] looked at crowdfunded
companies as second-class citizens, as companies that couldn’t get funded any
other way. They would say to me things like, “I would never invest in a crowd-
funded company.” Now VCs are coming to see this space as full of opportunities
for their investment portfolios.

Ellenoff: Pre-order crowdfunding actually is just an online focus group, which
provides VCs with fabulous market intelligence that they didn’t have previously
on whether goods and services will even have marketplace acceptance.

Neiss: There’s no better way to see if an entrepreneur or a company can achieve
something than to go to them and say “Alright, you want my money? Why don’t
you go out and crowdfund the first $100,000.” If you can put a campaign together
and raise that money from people who are unrelated to you, so we can see that
there’s traction and interest from a community of people other than you and
us, then we’ll come in with other capital.

Karas: Unequivocally, it’s an opportunity for traditional players. The stage at
which crowdfunding is appropriate is not a stage in which venture capitalists
have traditionally been interested, so for them, in particular, this poses a huge
opportunity. You have other people providing key financing to get these com-
panies to a stage where venture would be appropriate. The logical result of that
is to have a much larger pool of companies that becomes available for venture
funds.

Cagney: It’ll probably go in phases, in that you can see crowdfunding supplant
a lot of the seed-type investing, where you can get passionate users to engage
early and put capital to work in lieu of a traditional seed investor. As you move
up the spectrum, you get to growth capital, where people write larger checks;
it’s a long way before crowdfunding would actually be able to replace or sup-
plant that. I see it, at least in the first phase, as fitting into the ecosystem.
Now, that could change over time. As [crowdfunding] gains education, under-
standing, and recognition, it does pose a longer-term threat to VCs, because it
really does disintermediate the agents. It’s just too early to see how it’s going
to play out.
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Moon: Decades from today, it may be the case that online platforms supplant
some traditional firms, but that’s a long ways away. Most VC firms are more likely
to die by self-infliction than competition.

When you talk with people outside of the industry, what do you feel is
the biggest misconception about crowdfunding among businesspeople
not involved in it?

Suber: This is something that the masses are doing around the world, not just in
the United States. I was just in Asia and just in Europe and it is definitely taking
off big time in those areas as well.

Karas: I’m a lawyer, so I look at it from a regulatory perspective. Among regu-
lators, there’s a perception that, one, there are a lot of people in the market that
run fly-by-night shady operations, and two, that retail investors are just looking
for a return. People who are raising funds are also looking to involve and pro-
vide for a community, as much as they are looking to raise funds to grow their
business. The people giving those funds are looking to put their money to work
as much as they are looking for some other benefit, for example, a belief in what
they are investing in.

Best: The general, knee-jerk reaction and question that you get from people who
are unfamiliar with the industry is: “What about fraud?” Some people will look at
it and think, “Does this fall under the category of Internet scams, you know, peo-
ple asking for money on the Internet”. But when you look at the data and the
facts, they paint a very different picture. A recent study from Wharton Business
School looked at the amount of fraud that existed on the Kickstarter platform
and found that less than one tenth of one percent of all campaigns were fraudu-
lent—so a tiny, tiny fraction of all campaigns. There are two reasons for that. One,
the crowdfunding platforms have a very high incentive to find the best quality
deals, and number two, the more people that look at something, the better the
due diligence. The concept of “crowd diligence” is really coming into play.

Karas: On the regulatory side, regulators are very nervous about stepping away
from the financial regulatory framework that has persisted for so long and
involves audited financials and a lot of compliance work. I think there is some risk
of fraud, but I think it can be mitigated to an acceptable level. People in this space
can be very vigilant. It only takes one fraudulent crowdfunded deal to blow up the
whole space, and the participants in the market, as a result, are very much trying
to mitigate against that risk.

Moon: The biggest misconception is that very serious and sophisticated investors
are not on these online platforms. Over half of all capital raised on CircleUp in
2015 came from institutions, like family offices, VCs, and private equity firms.
“Crowdfunding” as a term exacerbates this [misconception] because it lumps
together equity platforms, like CircleUp, with services like Kickstarter. There are
lots of benefits to Kickstarter, but the two are vastly different in nature: CircleUp
is an investment platform; Kickstarter is not.

Neiss: People don’t realize how ridiculously hard crowdfunding is, and how their
chances of hitting a funding target are ridiculously small. That comes down to what
everyone is looking for—a great idea, a great team, a solid business model that
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generates cash, and the ability to market your idea to a social network that is very
engaged in what you are doing; and, if you do not have that social network, to figure
out how you are going to get that social network in place before you go out and raise
a dollar. As I say often, you cannot crowdfund without a crowd. This is not a fishing
expedition for money. If you’re going to be successful, you better spend up to six
months prior to starting a campaign getting your business in order, getting your
social network in order, getting your marketing message in place, and crafting your
entire campaign before you go live.

Ellenoff: There are several misconceptions. First, the biggest misconception is
that there will be fraud. There is no evidence of this being true at all relative to
the benefits of these new programs. A second misconception is that the VCs
wouldn’t invest alongside a crowd-financed deal; our crowd platform indicates
otherwise. Third, business people not involved with crowdfunding think that only
adverse selection—[lower-quality ideas]—will be crowd funded, which is not
true. And a fourth misconception is that only smaller amounts can be raised. This
is true to date, but increasingly larger raises are occurring.

Much of the enthusiasm for crowdfunding has come from the idea that it
would expand the access to financial services. Has the crowdfunding
model been successful at increasing access to finance for the “average”
entrepreneur?

Suber: Yes, it really has helped the average entrepreneur. We see at Prosper people
debt consolidating, so finding a lower rate and a fixed rate and a fixed term. We
see entrepreneurs borrowing money for the purpose of their business, based on
their personal credit, and that’s a very large part of our borrower base, as entrepre-
neurs realize that most business loans are based on their personal credit anyway.

Best: Two answers: yes, but that will become a bigger yes once Title III of the
JOBS Act gets enacted in the United States.

Cagney: No, because it’s really just in the very early stages. Kickstarter, for exam-
ple, has helped some companies, but very few, and it’s not true crowdfunding.
But it really hasn’t helped the average entrepreneur because the regulatory envi-
ronment isn’t there to let it work the way that it could.

Best: But we can see the effects in the United Kingdom (UK), which has the most
sophisticated crowdfunding market in the world today, thanks to the forward-
looking way that the regulators there have engaged in the crowdfunding market.
The UK treasury department issued a study in July of this year [2015] that looked
at companies that had been crowdfunded and found that 70% of those businesses
increased their sales through crowdfunding, because they turned their customers
into investors and brand-advocates, and 60% of those businesses actually increased
their payroll, in other words, hired new workers.

Karas: That’s a tough question. Right now, with Title III as written, it’s going to be
really hard to be successful. Entrepreneurs need to go through a platform, and
that platform is taking on a lot of liability, and is making very small margins.
[It’s] not to say that it can’t be done, but it’s hard to see where they are being
compensated for that liability and how they can be compensated, because we’re
talking about very small raises.
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Neiss: I believe the answer depends on the economy that you’re talking about. In
places like Chile, Mexico, where you’ve got emerging markets and developing
economies and you’ve got this “offline” economy or the gray economy, you’ve
got un-banked individuals, clearly there are data points showing how crowdfund-
ing is allowing people, who have ideas, to get capital, which forces them to get a
bank account, which now institutionalizes that individual and brings the un-
banked person online, and then introduces them to the formal financial system.
So, in developing economies, we’re seeing many examples of how crowdfunding
has been playing a critically important role in bringing the un-banked online and
getting them access to traditional financial instruments.

From a practical perspective, for entrepreneurs thinking about launching
a crowdfunding campaign, what important piece of advice should they
consider? Is there a downside?

Cagney: I don’t think that you can launch an effective equity crowdfunding cam-
paign because you need accredited investors. Within the context of non-equity
participation, like Kickstarter campaigns, there’s an exact formula on how to do
it and how to push popularity and ranking and so forth. It’s a methodology you
have to follow, and if you do that, you can put out a successful Kickstarter cam-
paign. Although most people don’t.

Suber: Borrow on the right terms. What many entrepreneurs are realizing is that
many banks aren’t making loans to entrepreneurs and to businesses, or they’re
not doing it at the speed that some of these crowdfunding platforms can provide,
so this has become a very good alternative for people.

Best: People cannot just show up to a crowdfunding website and expect the
investors to pour in. Crowdfunding is not an easy way to raise money, it’s a
new way to do a difficult thing, which is raising money for a business. It enables
you to more efficiently raise the money and shorten the time it takes to do so. But
it takes a lot of planning, a lot of preparation, and careful execution of your plan.

Moon: Not all money is the same. Screen for investors who can add value beyond
the dollars. Do they have deep entrepreneurial experience themselves? Can they
introduce you to game-changing distributors? Can they help you create a power-
ful brand? Figure out what your business needs, in addition to capital, and con-
nect with folks that can help you achieve that.

Karas: Two things: one, securities mistakes are never nonretractable, but they can
be very expensive, so you want to make sure that you are doing it correctly. You
don’t want to give your investors a provision that gives them an “out” in a down-
market—that’s really not the intent of an investment. Be mindful to do it correctly
and not casually. And number two, I would consider crowdfunding to be the early
stage of investment, and most of these companies would want to set themselves up
for the later stages of investment as well. That means having a cap table that’s amena-
ble to later stage investors and being mindful of the needs of the later stage investors.
Venture capitalists will be very wary of a cap table that has 10,000 investors.

Ellenoff: Having the crowd requires a recognition that you are a semi-public
company and when taking in capital from the outside you have a heightened
responsibility when you do it from the larger crowd—this needs to be done quite
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respectfully with full transparency and honor. The downside is that lots of other
people know your business and you are a servant to many.

Neiss: What we’re realizing is that the crowd, for all its good and bad, has enough
people in it who are professional investors that can share their opinions—both good
and bad—with other people on these very open platforms, and if you don’t take the
time to rightfully create your campaign, you will be wrongfully—in your eyes—
destroyed. The risks are reputational risks for yourself. If you get it wrong, you
can have a marred reputation online, and this is a digital footprint that is stored
online. Online means it’s nearly impossible to get rid of it, so the risk comes down
to: You do something wrong online and your reputation could be scarred forever.
When you are considering taking money from other people, you need to be very
careful with what you say you’re going to do with the money, because whatever
you can and do say shall be held against you in the court of public opinion.

What about from the perspective of someone thinking of investing in
debt or equity through a crowdfunding platform? What important fac-
tors should she consider? Are there risks that she should be aware of that
do not exist in more traditional investments?

Suber: As an investor, equity crowdfunding is very different than debt crowdfund-
ing. I think in debt crowdfunding it’s like a fixed income instrument: you’re lending
money hoping to get your money back, and a yield or a return. On the equity crowd-
funding, you’re investing equity in someone’s business, and you’re not sure if and
when, or how, you’re going to get your money out. Will there be an exit of the busi-
ness? Will there be a dividend, or return of capital? I think that people really need to
understand the difference between the two.

Ellenoff: There are many issues, from what is the revenue model of the platform to
how is due diligence conducted. Equity is evenmore sensitive. Knowing the nuances
of the laws governing these sites, how they make money and conduct due diligence,
and how they structure deals is acutely important. Some sites just get a brokerage
commission and others only get paid on performance. Some sites have domain
expertise. Some are run by true investment professionals, while others are not. On
the debt platforms, an investor should consider whether she will also run the credit
risk of the operational credit of the platform itself.

Karas: The answer depends on the deal and how that investor came to the table.
I do think that crowdfunding is most successful when both the investor and the
business are looking for something in addition to economic returns. It’s your cor-
ner bookstore. If you really want to have an independent bookstore and you shop
there, you are excited to invest in the place that you also support in your commu-
nity. Or, you really like this artist collective. You know, “don’t buy the house
because you think it will sell in 10 years; buy the house because you think it suits
your family.” And hopefully, it will also sell in 10 years and make you a nice
return.

Moon: For private equity platforms like CircleUp, it’s a longer-term commitment.
Liquidity typically occurs in 3 to 7 years or longer, unlike public equities, which can
be day traded. We actually just introduced a way for investors to sell their shares
earlier via a secondary market to address this issue, but it is very early days for this.
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Best: First, an investor should understand that crowdfunding and investing your
money in a startup or small business is a high risk investment, period. There is
the chance that you could lose all your investment and all your money. People
really need to use portfolio theory as they approach crowdfunding investments.
Talk to your financial advisor; put in small amounts; invest with people that
you trust. Make decisions that feel comfortable to you and invest in things that
you understand. These days, most investors are not random people but first- or
second-degree LinkedIn connections.

Cagney: As an investor, you have to realize that it isn’t a registered security,
you’re not going to be able to go through the level of diligence that an institu-
tional investor, for example, will be able to have. Entrepreneurs raising money
through crowdfunding can’t meet with every investor, and probably can’t even
give them detailed financials, because they’re probably proprietary and they can’t
disseminate them to the masses. As an investor, you’re coming into a situation
where you are somewhat informationally disadvantaged, so consequently, you
need to diversify, probably even more than in traditional investing. The flip side
of that is that you can get access to a whole bunch of different ideas, so you can
build out a thematic portfolio or a diversified portfolio, and by disintermediating
the venture firm, you are cutting a 2-and-20 or a 2-and-30 fee structure out.

Karas: Be a smart investor. Do your diligence. It’s incumbent on all of us to
ensure that there isn’t a big instance of fraud, which means ask questions, tour
the site, pick up the book at the bookstore, look at the business plan. You don’t
need to be the most sophisticated investor, but be a responsible one.

What emerging trends and innovations do you foresee shaping the indus-
try over the next five years?

Neiss: One of the things will be new algorithm-driven rating mechanisms for
entrepreneurs, for investors, and for businesses. Because for the first time, we’re
going to have data from the private capital markets brought online, we’re going
to have data analytic companies coming into the marketplace crunching that data.
They’ll be able to come up with ratios that show the types of companies that get
funded, how much money they raised, the likelihood that they’ll raise a certain
amount of money based on revenue and targets in the past, based on how many
employees they have. These companies will also be looking at trends—who’s get-
ting funded and in what sectors, by how much, in what geographical areas—and
all of that will be published information that’s going to allow investors to make
more informed investment decisions.

Suber: I think that one of the major trends is evident in Prosper’s purchase of
BillGuard. That is a big pivot here in the industry as the platforms like Prosper
get into personal financial management, known as PFM. We’re building and
acquiring tools to engage with our borrowers and people who want to borrow
but don’t qualify. We help those people stay engaged, improve their credit,
improve their balance sheet, improve the awareness of their data security, and
you’ll see more expansions by platforms coming up with tools to help borrowers
and give repeat borrowers a lower cost for [loan] acquisition. I think that’s a
major trend going forward.
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Best: There’s a complex ecosystem forming globally—we’ve worked in 35 countries
now around the world and worked with regulators, investors, entrepreneurs, and
government ministries in helping to shape policy around crowdfunding, as well as
helping startups and innovators to create services in these countries that can be uti-
lized for crowdfunding. The crowdfunding ecosystem really has five sectors. Number
one is the crowdfunding platforms themselves and the secondary markets. Number
two is trust and transparency tools, just like in the public markets today, such as
due diligence services, rating systems, among others. Sector three is data and ana-
lytics tools. Sector four is money transfer—the moving of money between indi-
viduals within a country, as well as moving money across borders. One of the
most common questions we get is “How can I use crowdfunding to get investors
from outside my country?” And sector five is the white space, all the things that
are being created or will be created in this space that we don’t know about yet,
that are blue-ocean innovations.

Ellenoff: Debt has proven itself. Real estate is trending nicely. VC-like equity
financings are coming along and numerous other non-correlated activities are
starting to be sold online, including syndicated law suits. We are witnessing the
“publicification” of the private markets in all respects with more flexibility, trans-
parency, and ultimately with more secondary market liquidity. As a law firm, we
just launched an adaptive application (iDisclose.com) that enables entrepreneurs
to prepare their own quality disclosure document for less money and faster—all
because of the need to reduce financing costs for this new ecosystem.

Karas: There’s been a lot of thought on how to make the crowdfunding title
work. My hope is that we really see the intent of the [JOBS] Act come to fruition,
which is that retail investors can participate. The interesting thing to watch would
be how that happens. Do we see more vehicles involved? It really is a problem—if
you’re trying to raise a significant amount of money—having a thousand, or ten
thousand, retail investors on your [cap] table. It’s not really workable, particularly
for a small shop that will have to communicate with all ten thousand of them.

Cagney: The biggest thing is that the next administration, whether Republican
or Democrat, will probably be more regulatory friendly than the current one.
There’s the opportunity to actually deliver what the JOBS Act was originally
intended to do, which is to really open up access to capital for early-stage entre-
preneurs. When that happens, you’re going to see an advent of local-based
crowd financing opportunities. I can’t tell you how many times I talk to people
who say, “I would love to support a restaurant in my neighborhood,” you know,
“I would love to support a grocery store or a cleaners in my neighborhood.”
Because if I participate, I’m going to get this benefit out of it, this utility out of
it, and I’m going to send economics into it. Once we can break through the chal-
lenges that we have for regulator regimes, you’re going to see the advent of
really local-based crowd financing for people who will use it to be impactful to
the community around them.

What challenges and opportunities lie ahead for crowdfunding?

Karas: The compliance regime so far is unworkable. The question is how do you
mitigate fraud and how do you get risk to an acceptable level so that it isn’t an
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obvious quagmire for retail investors. But also, how do you make it open to retail?
The push and pull of those two concerns will guide industry.

Best: The challenge of improving the model is to help regulators understand this
technology. One of the biggest gaps is that when a traditional regulator looks at
this market, they tend to view it from a traditional regulatory perspective, and
what we need to do is help regulators understand that they can create regulation
that is data intensive but prescriptively light. Traditional financial regulation is
prescriptively heavy and data light. There are four goals—number one, protecting
investors; number two, making it easier for companies to raise money through
crowdfunding by eliminating red tape; number three, transparency for the regula-
tor; and number four, oxygen for platforms, meaning that the platforms them-
selves have to be profit-making, successful businesses.

Cagney: The challenges are regulatory. We need to get to a point where we can
actually do equity crowdfunding. That’s going to happen, but it’s going to take a
lot of effort and a lot of work and a lot of lobbying to push that through. But
once that happens, the opportunity is huge. Anytime you can democratize
access to capital, you’re going to get more ideas, more failures, and more things
that work too. There’s nothing better than providing entrepreneurs access to
capital outside of the established system. The established system is very dog-
matic, it’s very Valley-based, or it’s New York City-based, it’s a network premise
that “I’m going to get capital because I know a bunch of VCs and I went to Stanford.”
That ultimately doesn’t build a diverse ecosystem of entrepreneurs. One of
the opportunities that crowd sourcing has is that it can break out of that mold.
It’s not the Stanford GSB alums anymore who are funding one another, it’s
going way outside of that into any good idea. That’s healthy, it’s way overdue,
and it would bring a refreshing amount of breadth and diversity to our start-up
community.

Neiss: The opportunity itself is essentially taking capital markets online. But
because we’re going to have tens of thousands, if not hundreds of thousands, of
people entering the marketplace trying to do this, the only way that they’ll be suc-
cessful is if they have the educational tools and materials that can train them in
what they need to know before they get on this path. If we have these tools in
place, then the opportunity represents people who never had access to capital
or can’t apply for a bank loan because they don’t have three years of financials
to go out to their friends and family and say, “Hey, if you like this idea, if you
think I’m the right person to do it, if it has a revenue model that is what you’re
looking for, then why don’t you put some capital into it?”

Suber: In terms of opportunities, there are two major ones. First, we have gone
from a sharing economy—think of Uber, AirBnB where people share things back
and forth—to an access economy. People can access information and solutions in
unprecedented ways. You can think of a robo-Advisor. People can now gather
things directly from the web. The emergence of the access economy is a really
big thing that I think we’ll see take off over the next five to ten years. And the
second thing is that for the first time in history, we’re seeing a collision between
Wall Street and Silicon Valley and the banking industry, and this is driven by
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the Gen X, Gen Y, and Millennials’ need to do things in a different way. They’re
used to sharing so much on the Internet, and now they want to borrow and lend
on the Internet. I think it’s a trend that’s irreversible. These young people aren’t
going back to the old way, the way their parents moved money and paid for
things and borrowed and lent.
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