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A. Introduction 

The present document constitutes an Annex to the questionnaire “Crowdfunding in the EU”  

(http://ec.europa.eu/yourvoice/ipm/forms/dispatch?form=CROWDFUNDING), concerning the 

Consultation Document “Crowdfunding in the EU – Exploring the added value of potential EU 

action” issued by the European Commission (DG Internal Market & Services) on 3 October 2013. 

It aims at putting in the context and depicting the operating framework and attractive options 

offered by modern web collaboration platforms as regards the possibility of gathering ‘resources’ 

to accomplish a given task – either financial or labor. This could represent indeed a new, advanced 

paradigm for Europe to promote startup creation, social innovation and research, especially 

University research. 

As a matter of fact, two new phenomena are emerging from the internet as concerns design, 

implementation and development of new business initiatives:  Crowd funding (CF) and Crowd 

sourcing (CS). CF is related to capital raising through soliciting online financial resources from a 

variety of contributors (the ‘crowd’) via open web platforms, in order to implement specific 

projects, start-ups, etc. CS is the action of outsourcing to an undefined ‘crowd’ of potential 

collaborators a specific company’s task, through an open call. 

After outlining the general characteristics of crowd funding and crowd sourcing, the main features 

and present options of crowd funding platforms are described, discussing and elaborating on 

business models and comparison with more traditional start-up financing, showing how crowd 

funding can be one right answer to credit crunch, balancing the decrease in other forms of funding, 

thus having a positive impact on industrial development and economic growth.  As a matter of 

fact, crowd funding is a new fund raising paradigm, started with donation models and now 

evolving toward equity-based models, having some differences but also similarities with more 

traditional forms of financing innovation, such as Business Angels and Venture Capital.  

Furthermore, crowd funding can be used as low-intensity early-stage investment in order to 

mitigate risks, also checking on possible market response to innovative products. As a matter of 

fact, the ‘crowd’ could contribute on understanding whether or not a specific product might be 

meeting market favor in terms of features, performance and price, owing to widespread utilization 

of social networks and discussion communities.  

Subsequently, the document depicts the current situation of crowd funding platforms across the 

world, including Europe and Italy, that last July 2013 became the first Country in Europe to adopt 

a complete regulation on equity crowd funding, also establishing a national registry for crowd 

funding operators. 

Next, it discusses how crowd funding – possibly associated to crowd sourcing – could really 

stimulate research and innovation in Europe. Due to its inherent characteristics, crowd funding 

lends itself to being associated to more traditional forms of financing of University research. 

Although Europe is still lagging behind the U.S. and Japan in funding of research and innovation, 

crowd funding models for research appear starting to be experienced outside Europe. Due to their 

inherent connections, especially in the fields of research and innovation, crowd funding and crowd 

sourcing should be jointly approached instruments to involve and raise resources. 

http://ec.europa.eu/yourvoice/ipm/forms/dispatch?form=CROWDFUNDING
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We then propose to launch a coordinated initiative at European level on a joint crowd funding and 

crowd sourcing research and innovation platform (e.g. in the Horizon 2020 framework), in order to 

fill in the gap and catch up with the U.S. research and innovation advanced environment. 

B. Crowd funding and crowd sourcing 

Two new phenomena are emerging from the structure of the modern internet, potentially capable 

to provide in the near future significant reconfigurations in the real-world business structures, even 

beyond what we can envisage today: they are Crowd funding (CF) and Crowd sourcing (CS). CF 

may be defined as capital raising through soliciting online financial resources from a variety of 

contributors via open web platforms, in order to implement specific projects, start-ups, as well as 

any kind of “generic” initiatives. It is based on an online marketplace enabled by a web platform 

(the “Platform”) where solicitors (the “Project creators”) can post ideas and narrations, in the form 

of a “storytelling”, for projects or other initiatives they would like to implement. Potential 

investors (the “Funders”) can contribute amounts of money of their wish, from very small (as little 

as € 10, or so) to large sums (thousands of Euros, or more), depending on the kind of project and 

type of envisaged involvement. 

CS is the action of outsourcing to an undefined ‘crowd’ of potential collaborators (the “Workers”) 

a specific company’s task, through an open call1. The requested activity can be carried on either 

collaboratively, if the task can be split in small and easy subtasks, or competitively by single 

individuals. When the task (or subtask) is accomplished and accepted, the worker gets paid a 

predefined amount of money. Innocentive is one interesting example of competitive crowd 

sourcing platform through which  companies can post difficult scientific problems and seek for a 

solution: the problem is either not central to the company’s core business, although considered 

potentially worth and promising, or too demanding in terms of internal manpower. The worker 

who solves the problem gets a prize while the company becomes the owner of the solution. 

In both cases of CF and CS, at the center of the picture we have potential availability of 

‘resources’ to accomplish a given task, either financial or labor. A theoretical foundation of CF, as 

well as CS, can be recognized in Ronald Coase’s Theory of the Firm
2
 and, in particular, in the 

rationale of firm’s existence and boundaries justified by transaction costs. Thanks to the broad 

connectivity provided by the internet and the low, decreasing costs associated with its usage, 

transaction costs can be significantly reduced. This enables the appearance of new, potentially 

efficient, market structures to coordinate unconventional economic activities involving large 

‘crowds’ of non specialists, along with more traditional models. 

Crowd funding is somehow linked to the “long tail” concept
3
, as a multiplicity of small individual 

deposits (donations, endowments, loans, etc.) may bring to significant fund raising. The amount of 

money the crowd can invest depends on the bouquet of alternatives offered by the project creator, 

who must comply with a predefined set of general rules that varies from platform to platform. 

Similarly, the amount of work carried on by crowd sourcing workers, although even tiny at 

individual level, can bring up coherent massive constructions at macroscopic level. In both cases 

                                                           
1
 Wired Magazine,  issue 14.06-June 2006 ( http://www.wired.com/wired/archive/14.06/crowds_pr.html ) 

2 R. Coase, “The Nature of the Firm”, 1937. 
3
 C. Anderson, “The Long Tail,”  Hyperion, 2006. 

http://www.wired.com/wired/archive/14.06/crowds_pr.html
http://www.wired.com/wired/archive/14.06/crowds_pr.html
http://www.wired.com/wired/archive/14.06/crowds_pr.html
http://www.wired.com/wired/archive/14.06/crowds_pr.html
http://www.wired.com/wired/archive/14.06/crowds_pr.html
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of CF and CS we are confronted with realizations of the well-known concept of self-organized 

emergence.  

There are examples of platforms combining crowd funding and crowd sourcing, as well as other 

functionalities, such as voting from the crowd, which can be useful to assist in identifying 

potentially useful problems and/or solutions. Models combining crowd funding and crowd 

sourcing are especially useful when the complete business cycle lends itself to being carried on 

across the internet. One example is provided by apps development. Sometimes the creator of an 

app’s idea is not a software programmer neither has the financial resources to hire a programmer. 

Applits is a website to crowd source app ideas. Website members are a community who vote on 

the submitted ideas monthly, and at the end of each month the most voted idea’s creator is granted 

an initial lump sum as well as a royalty to all of the app’s net profits, once developed and released. 

It is worth noting that in such cases the voting crowd includes also potential buyers and promoters 

of the successful apps. This example also shows how a social network of creators, funders, buyers, 

and promoters could be essential to generate the right ‘crowd ecosystem’. 

C. Crowd funding platforms and business models 

Each crowd funding platform (CFP) establishes a set of rules for project creators to access the 

platform to raise funds. As any crowd funding campaign is highly rooted on reputation, platform 

management devote special attention in order to deter fraud and unethical behaviors, as well as to 

put maximum effort to respect project proposals (adherence to project aims, product delivery time, 

delivery of rewards, etc.). 

Crowd funding models can be classified as: 

a. Donation-based.  

Model based on pure liberality spirit, especially for support of philanthropic activities (e.g. 

charity fund raising, aid to international humanitarian not for profit organizations, but also 

to allow kid parties, etc.). 

b. Reward-based. 

Crowd funding paradigm with a pre-determined reward (e.g. first releases of products 

developed by the startup, donor name included in a movie credits, etc.). 

c. Lending. 

Microfinance, i.e. loans between individuals, generally compensated with small interest 

rate. 

d. Equity-based. 

People can invest in small businesses in exchange for shares. 

Crowd funding platforms can also be classified according to the amplitude of scope they pursue. 

Platforms can be: a) general-purpose, b) specific, and c) Do-It-Yourself (DIY). The project creator 

can build a DIY platform around a single project: if his / her project is successful, the DIY 

platform can survive and evolve towards a CFP of more general aims. 
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Every CFP adopts one or more fund raising approaches, out of three basic models, and some 

websites offer a choice between them.  

a. All or Nothing (AoN).  

A fund raising period is fixed upfront ( generally between 30 and 90 days). At the end of 

the period if the fund-raising target is met money is collected from contributors. If the 

target is not met, no money goes to the project creator but rather all money, collected in a 

secure account unavailable to the project creator, is shortly returned to the donors. 

b. Keep it All (KiA).  

Whether or not the project fund raising goal is met, collected money (less platform fees) is 

handed over to the project creator. If the recipient estimates that collected funds are not 

sufficient to meet the objectives, then he/she may decide  returning them to the 

contributors. 

c. Bounty.  

Through this model, mostly used in open-source software projects, collected funds are 

given to anyone completing the project. Solicitors price a specified item/issue reward that 

may be claimed by the first solver of the issue. Fees are generally considered when the 

bounty is claimed
4
. 

Concerning equity investment in small businesses, until recently it was restricted to wealthy 

people, Business Angels or Venture Capital funds. Equity crowd funding “democratizes” 

investment by lowering the entry barrier (from tens of thousands of Euros down to as little as a 

few tens of Euros), allowing smaller investors to access equity capital. A crowd funding investor 

can then be anybody willing to invest (even small amount of) money through a crowd funding 

platform, and can vary hugely in terms of knowledge and experience of investing in small 

businesses. He/she might have little investment experience, as well as be highly familiar with 

financial investments
5
. Whatever the experience, everybody is allowed to invest in small 

businesses, should they so wish upon understanding the risk profile of investing in start-ups. 

However, regulators and equity crowd platforms should inform and protect investors as regards 

such delicate issues as legal details around voting rights, preemption rights, and so on.  

There are several CFP business models. Generally, they devote a few percent of the raised funds to 

the platform, and another small amount to the money collecting entity (e.g. Amazon, PayPal), 

provided that the required financing target is met according to the fund raising approach(es). 

The business models strictly depend upon such strategic choices as type of CFP model and money 

collecting approach, percentage of curated  projects
6
, percentage of funded projects, amount of 

money raised by every project, etc. The first generation CFP were substantially commission-based 

(typically 5%-to-8%), whereas present, second generation CFP envisage multiple revenue streams, 

including commissions, due diligence fees, success / carry fees, co-branding and ancillary services. 

The “curation spectrum” is rather large. Some crowd funding platforms accept all applicants in the 

presence of minimum screening criteria, e.g. identity verification against frauds and money 

                                                           
4 See e.g. https://snowdrift.coop/p/snowdrift/w/othercrowdfunding  
5 See e.g. http://www.syndicateroom.com/investors/what-is-equity-crowdfunding.aspx  
6
 “Curation” is the percentage of applications that a platforms accepts, on the basis of the adopted acceptance rules: 

e.g. 5% curation rate means that 5 out of 100 received applications are listed in the CFP as investment opportunities. 

https://snowdrift.coop/p/snowdrift/w/othercrowdfunding
http://www.syndicateroom.com/investors/what-is-equity-crowdfunding.aspx
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laundering. Some other platforms carefully “curate” the applicants, only allowing the best ones. Of 

course, the lower the curation rate, the higher the screening and due diligence costs, and vice 

versa
7
. 

J. Sandlund observed that fee structures will be highly correlated with the level of curation
8
. Those 

platforms doing curation will likely take a “carry” or participation in the capital gains on the 

investments; some of the highly curated websites may only take a carry fee and no transaction fee. 

On the other extreme, the low curation firms will likely take only transaction fees.  

Those in the middle may take a combination of carry and transaction fees. Those who are curating 

the most have raised large amounts of capital for their platforms to allow them not to take 

transaction fees any longer. Furthermore, “after over $300 million of CF transactions around the 

world, including at least 300 equity transactions and 3.000 debt transactions,” no cases of fraud 

have been reported.
9
 

Crowd funding can be the right answer to credit crunch, balancing the decrease in more 

“traditional” forms of funding, thus having a positive impact on industrial development and 

economic growth. Furthermore, it can be used as low-intensity early-stage investment in order to 

mitigate risks, also checking on possible market response to innovative products. For instance, 

with pre-sale / reward offering, the crowd could contribute on understanding whether or not the 

product is meeting market favor in terms of features, performance and price, owing to the 

widespread utilization of social networks and discussion communities.  

D. Equity crowd funding vs. traditional startup financing 

Equity crowd investors can make money through: 

 dividends –percentage of the company yearly profits; 

 trade sale – should the company gets sold; 

 listing – should the company become listed on a Stock Exchange. 

It is hard for crowd investors to sell their shares in small businesses apart from when there is an 

‘exit’  – trade sale or listing – often requiring years, if  small businesses do not go bankrupt at an 

early stage. Therefore expected financial returns on succesful businesses have to be many times 

the initial investment, even 30 or 50 times the initial investment, the average being usually 10 

times the initial investment within three to five years. 

Some equity crowd funding platforms hold the shares on behalf of the crowd investors (so called 

“nominee approach”). In so doing, entrepreneurs get the advantage of only dealing with one single 

legal shareholder, the crowd funding platform. The equity crowd funding platform, legal owner of 

crowd investors shares, may charge them a management fee or a sharing  of the profits on exit – 

i.e. the “carry” fee. 

In principle, if the crowd invests some capital for, say, x % of a company, if and when the 

company gets sold the crowd would expect to get x % of the sale price. In real terms this is 

                                                           
7
 See e.g. http://www.forbes.com/sites/devinthorpe/2013/10/15/congressman-patrick-mchenry-recognized-by-

crowdfunders/. FundersClub is operating at high curation, whereas EquityNet is operating at  low curation. 
8
 See “The Crowd café”, http://www.thecrowdcafe.com/  

9
 See Note 8 above. 

http://www.forbes.com/sites/devinthorpe/2013/10/15/congressman-patrick-mchenry-recognized-by-crowdfunders/
http://www.forbes.com/sites/devinthorpe/2013/10/15/congressman-patrick-mchenry-recognized-by-crowdfunders/
http://www.thecrowdcafe.com/
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different since successful businesses are very likely to raise further funding for growth, so that 

earlier investors get diluted and own a smaller share of the company than the initial x %. However, 

the value of the company increases as well. 

There are some differences between Business Angels and crowd investors. The latter tend to focus 

on products/services and market size, whilst the former carefully evaluate the management team 

whether or not they are skilled and ambitious enough to reach the business objectives. 

Furthermore, Business Angels generally wish meeting the team and checking their work 

performances before investing. They also carry out very detailed due diligence, thus limiting the 

risk of poor investments. By contrast, crowd funders usually invest small amounts of money, not 

justifying extensive due diligences, while entrepreneurs also need quick decision making.  

Concerning company valuation, Business Angels have the time and competencies to negotiate it 

down to a comfortable level for them to invest, whereas crowd investors do not have such chance 

(unless they are investing together with Business Angels who have already negotiated the 

valuation), thus likely over paying their investment. 

Lastly, as regards post-investment monitoring and support, Business Angels are generally 

experienced business people able to helping entrepreneurs to improve the business. They also 

monitor and oversee the entrepreneurs performances, checking the smart use of their money in the 

interest of business. With crowd investors, entrepreneurs are left on their own to succeed. 

Notwithstanding such differences, equity crowd funding is a risk capital investment similar to 

Business Angel investment or Venture Capital funding, meaning that it is a high risk (and 

potentially high reward) investment. 

The financial returns of equity crowd funding are still unknown, although equity crowd funding 

alone – i.e. without combining other sources of revenues – will likely not match Business Angels’ 

financial returns, estimated on average 22% yearly according to a report by Nesta
10

. Business 

Angels tend to achieve returns by a portfolio of investments in several startups -- high returns from 

a few successful businesses overbalance losses with the remaining ones. In that respect, crowd 

funding makes it easier to build a portfolio of investments due to low investment threshold and 

worldwide scale. 

E. Crowd funding across the World 

It was estimated
11

 that crowd funding platforms of all categories in operation in 2012 were about 

450 worldwide, of whom 42.4% in the U.S. and 39.6 % in the EU-27.
12

 However, the vast 

majority of the worldwide crowd funding market is operated by only three platforms established in 

the U.S., i.e. Kickstarter, Indiegogo and Rockethub
13

. According to the 2013 Massolution report
14

, 

                                                           
10

 L.Collins (Nesta), R. Swart (University of California, Berkeley), B. Zhang (University of Cambridge), “The UK 

Alternative Finance Benchmarking Report”, December 2013 and  http://www.nesta.org.uk/publications/siding-angels  
11

 See, http://www.statista.com/statistics/251573/number-of-crowdfunding-platforms-worldwide-by-country/ 
12

 Among which 44 platforms were located in UK, 29 in The Netherlands, 28 in France, 20 in Germany, 18 in Spain, 

and 6 in Italy. 
13

 http://www.forbes.com/sites/devinthorpe/2013/10/15/congressman-patrick-mchenry-recognized-by-crowdfunders/. 

http://www.nesta.org.uk/publications/siding-angels
http://www.statista.com/statistics/251573/number-of-crowdfunding-platforms-worldwide-by-country/
http://www.forbes.com/sites/devinthorpe/2013/10/15/congressman-patrick-mchenry-recognized-by-crowdfunders/
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in 2012 more than 1 million crowd funding campaigns were successfully funded worldwide and 

the total volume of funds raised grew 81% to reach US$2.7 billion. Overall crowd funding is 

estimated skyrocketing in the next few years: Massolution predicts an increase in global crowd 

funding volumes to US$5.1 billion in 2013, which would be equivalent to a 92% growth. Although 

all those figures must be cautiously considered and taken more as indicative than as absolute, 

because this market comprises a variety of different and heterogeneous funding forms, the growth 

rate is certainly impressive and denotes a healthy spontaneous ecosystem. 

Thus far, crowd funding is pretty much limited to North America and Europe. Both continents 

combined accounted for 96% of the global crowd funding volume. The European market for 

crowd funding generated some US$945 million in 2012 – a 65% increase over 2011. This level of 

funding makes Europe the second most active market for crowd funding in the world, accounting 

for roughly 35% of the world’s crowd funding by funds raised. However, the vast majority of the 

crowd funding that occurs in Europe is still based on the donation model, while the equity-based 

model appears to take off slowly, mostly due to uncertain or too strict regulation. 

USA and Canada in the Americas, Australia in Oceania, France, Germany, United Kingdom, in 

Europe seem to be presently among the Countries with substantial crowd funding initiatives. Most 

of them also started considering forms of specific regulation, which we will briefly consider in the 

following (we will devote a specific Section to Italy). Regulation still varies widely between 

continents and countries, and is also generally very different ranging from the case of donations 

(generally unregulated), to lending (sometimes regulated), and to equity crowd funding (mostly 

regulated and often heavily regulated, when and where it is still considered equipollent to classical 

financial instruments). In the European Union, although the matter is left to individual Member 

States, the general framework of rules for authorization, operation, and transparency is depicted 

through the so-called Alternative Investment Fund Managers Directive (AIFMD)
15

. 

a. USA. 

In April 2012, President Barack Obama signed into law the Jumpstart Our Business Startups 

(JOBS) Act, which included the provision of raising equity through crowd funding. Despite the 

momentum behind the JOBS act, that was signed as a bipartisan bill intended to encourage 

investments in small businesses by easing fund raising rules, it took one and a half years to set 

forth specific rules and guidelines to enact the legislation, due to the difficulties encountered at 

balancing the expected financial innovation benefits and the right level of investors protection.  

In October 2013 the Securities and Exchange Commission (SEC) published for comments the 

expected regulation aimed at prescribing rules to run the offer and sale of securities through crowd 

funding.
16

 The proposed regulation for such new type of investment contracts intends: (a) to 

provide a framework for the activity of registered funding portals and brokers that issuers (i.e. 

entrepreneurs) are required to use as intermediaries in the offer and sale of securities, and (b) to 

                                                                                                                                                                                              
14

 Massolution, “2013CF-The Crowdfunding Industry Report”,  

http://research.crowdsourcing.org/2013cf-crowdfunding-industry-report 
15

 Directive 2011/61/EU of the European Parliament and of the Council of 8 June 2011 (transposition date fixed for all 

Member State is 22 July 2013). 
16

 Securities and Exchange Commission , Crowdfunding proposed rules (File Number S7-09-13), 

http://www.sec.gov/rules/proposed/2013/33-9470.pdf 

http://research.crowdsourcing.org/2013cf-crowdfunding-industry-report
http://www.sec.gov/rules/proposed/2013/33-9470.pdf
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identify conditions to exempt securities sold from the registration requirements. Comments to the 

SEC regulation are expected within February 3, 2014, and after that date a final SEC vote is 

required for the proposal to go into effect. Under the new SEC regulation entrepreneurs will be 

allowed to launch investment opportunities in their companies through several online channels, 

including social media platforms and special-purpose fund raising portals established on purpose 

for equity crowd funding. These are some main rules the SEC foresees to put into effect: 

 An issuer may sell up to US$ 1 million of its securities for equity through crowd funding 

each year. However, if intends to raise more than US$ 100,000 the issuer must file more 

detailed information to the SEC: (a) for raises up to US$ 500,000 an independent financial 

statement review by a CPA (Certified Public Accountant) firm; (b) for raises over US$ 

500,000 an independent financial statement audit by a CPA firm. 

 An issuer must provide educational information to investors, ensuring they know what they 

are buying and understand risks. 

 Investors with net income or annual income of more than US$100,000 would be able to 

invest 10% of that every year in crowd funding issues. However, investors with a net 

annual income of less than US$100,000 would be permitted to invest up to only US$2,000 

or 5% of their annual income or net worth every year. 

 Securities would need to be purchased through online crowd funding portals, and would 

have to be held at least one year before sold. 

Many crowd funding services are ready to be launched through newly established portals (e.g., 

Rock The Post, The Soho Loft, Wefunder, etc.) or through portals redesigned on purpose (e.g., the 

equity portal Earlyshares which acquired charity portal Helpersunite). 

The general solicitation allows to reach specific investors, update them on the initiatives requiring 

funding and solicit their investment in the projects – e.g. utilizing social networks (e.g., Facebook, 

Twitter)
17

 as well as startup platforms (like AngelList et similia). 

As usual, enlarging and / or easing the potential investor online access paves the way to potential 

frauds, swindles, and other misbehaviors. In that respect, SEC dictates stringent rules to protect 

unprepared investors. However, many experts exhibit criticism about the Federal rules established 

by SEC, and some States are considering issuing their crowd funding exemption legislation to 

facilitate investment offerings (e.g., Kansas and Georgia, among others). 

b. Canada. 

Under current Canadian legislation, equity crowd funding is not allowed yet. In Canada the 

situation seems to be complicated by the fact that securities regulations vary across Provinces and 

Territories.  

However, since 2011 some Canadian jurisdictions are examining possible exemptions for crowd 

funding, and Ontario took a leading role. Since June 2013 the Ontario Securities Commission 

(OSC) is evaluating how to allow crowd funding investors (other than investment funds) to issue 

                                                           
17

 See the book by D. Marom and D. Lawton “The Crowd-funding revolution – how to raise venture capital using 

social media”, and http://www.thecrowdfundingrevolution.com/ 

http://www.thecrowdfundingrevolution.com/
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securities and raise money. At present, it seems that up to a maximum of C$ 1.5 million in a 12-

month period will be allowed, with limitations on the types of securities that can be distributed. In 

addition, caps on both individual investments and aggregate investments per each individual in one 

calendar year are foreseen. A requirement is also being considered that all investments be made 

through a crowd funding platform registered at the OSC.
18

 

c. Australia. 

In Australia crowd funding is lightly (or not at all) regulated. In some circumstances, crowd 

funding may be considered as pre-purchase arrangement of a product or a service: therefore, such 

activity is regulated under the Competition and Consumer Act 2010. In August 2012 ASIC 

(Australian Securities & Investments Commission) issued guidance to promoters of equity crowd 

funding, i. e. issuers of offers that meet the definition of a financial product, in order to clarify 

arrangements which may be regulated by ASIC under the Australian Corporations Act 2001. In 

essence, such arrangements are:  

 the issuer of securities must hold or obtain an Australian Financial Services (AFS) license 

with the appropriate level of authorization, or be an authorized representative of an AFS 

license holder; 

 the issuer of securities may be required to lodge a disclosure document to the retail investor 

if the offer contemplates an interest in a managed investment scheme, and may be required 

to have the scheme registered by ASIC. 

d. France. 

At present, crowd funding platforms in France must comply with requirements set by banking 

authorities to get a payment agency agreement. As the cost to be agreed is generally onerous, most 

crowd funding platforms in France are backed by a traditional bank, which processes payments on 

their behalf. 

Well aware of such a strict legal framework which prevents widespread utilization of crowd 

funding, President François Hollande in April 2013 announced that France would have developed 

a specific legal framework for crowd funding starting September 2013. Then, in May 2013 the 

French Autorité des Marchés Financiers (AMF) and the Autorité de Contrôle Prudentiel et de 

Résolution (ACPR) issued guidelines on crowd funding platforms. These Authorities considered 

three different options: (i) platforms to raise funds, donors being reimbursed “in nature” (first 

releases of products developed by the start-up, donor name in the films’ credits, etc.), (ii) platforms 

to finance projects through loans, and (iii) platforms to finance a business project through a 

subscription of certificates, bonds, and similar financial products.  

On 4th September 2013 the Minister of Economy and Finance presented a bill (“Simplifying life 

for business”) supporting crowd funding platforms for fund raising, while also ensuring the 

security of the donor, with special attention to guarantees that the money actually goes to the 

intended project.
19

 On 30 September 2013, the French Minister of Innovation and Digital economy 
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 See post by S. Gros and M. Maurin on Hogan Lovells Global Media and Communications Watch (3
rd

 October 

2013). 
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announced a first version of a legal framework for crowd funding, submitted to six-week public 

consultation. 

e. Germany. 

Equity crowd funding is currently operational and regulated in Germany. Equity platforms in 

Germany can either operate as licensed or unlicensed platforms. Regulation governing the sale and 

solicitation of securities, which apply to licensed platforms too, is quite complex in Germany,  as 

the German Banking Act applies, which requires a written license from “BaFin”, the German 

Financial Supervisory Authority. Therefore, entrepreneurs and crowd funding platforms generally 

chose to operate without license, to take advantage of exemptions allowed by the law. One of such 

exemptions, used by most equity crowd funding platforms, is resorting to ‘silent partnerships’ 

(agreements where the stakeholder do not intervene in the day-to-day operation of the business),
20

  

provided that these partnerships only offer investment broking and / or contract broking services. 

A silent partnerships brings with it a €100,000 cap on funds raised per year. Acting in this manner, 

crowd funding has one more potential disadvantage: ownership of a company cannot be acquired 

in this way, and the resultant investment products are not easily tradable. The clear advantage is 

that, where the silent partnership requirements are met, the platform operator (differently from a 

financial operator) only needs obtaining a relatively straightforward license under the German 

Trade, Commerce and Industry Regulation Act. 

Recently crowd funding platforms are emerging which broker only subordinated loans. In order to 

let the investors participate in the success of the funded project or company, the interests are linked 

to the profit of the project or company. However, the investor does not share liability for any 

losses. 

On May 16, 2013 the German Federal Parliament approved the Act implementing the AIFMD in 

Germany. According to the way the Directive was transposed, companies are divided under this 

new legislation into operating and project companies. This brings about some additional 

difficulties.
21

 

f. United Kingdom 

In the UK, the financial services regulatory regimes for corporate finance business and for 

investment funds generally only cater for professional investors. Now both tend to impact on 

equity crowd funding platforms. However, it is likely that a new regulatory regime will be 

specifically designed in the UK for crowd funding platforms. At present, some platform make use 

of exemptions from the basic regulatory regime, whilst others have obtained authorization from 

the UK’s competent authority, the FCA (Financial Conduct Authority, previously FSA, Financial 

Services Authority). Therefore a more consistent approach is likely to emerge as the FCA and the 

UK Government develop a specific regulatory strategy.
22
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 As BaFin described in its article on “Crowdfunding and supervisory law” dated 12 September 2012. 
21 T. Aschenbeck-Florange, et al. “Regulation of Crowdfunding in Germany, the UK, Spain and Italy and the Impact 

of the European Single Market”, European Crowdfunding Network, June 2013. 
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Abundance Generation was the first crowd funding platform in UK to be regulated by the FSA. It 

was approved in July 2011 and was launched to the public in 2012. This platform provides debt 

finance to UK-based renewable energy developers. In July 2012, Seedrs Limited was launched in 

the UK as the first equity crowd funding platform to have received regulatory approval from the 

FSA. In February 2013, the crowd funding platform “CrowdCube”, which was launched in 2011, 

was authorized by the FSA. 

The FCA recently launched a public consultation on equity crowd funding regulation
23

. It seems to 

envisage stopping those that are not classified as sophisticated investors or high net worth subjects 

investing more than 10% of their net investible portfolio in unlisted shares, unless advised. 

However, several observers are skeptical and claim the consultation approach taken may be 

flawed, and the possible outcomes even strangle at birth an industry that presently appears to be 

flourishing. 

F. Crowd funding in Italy 

In July 2013 Italy became the first Country in Europe to adopt a complete regulation on equity 

crowd funding, which also establishes a national registry for crowd funding operators. 

The Italian Government approved the Decree n. 179/2012, “Further urgent measures for Country’s 

growth” (so called Decree “Growth 2.0”), later on converted, with modifications, into Law n. 

221/2012 on 18 December 2012. The law includes measures for the creation and development of 

so-called “innovative start-ups” (Arts. 25-32). Art. 30 is relevant to “collection of risk capitals 

through online portals for innovative startups”. A startup has been defined innovative if it fulfills 

at least one of three following requirements: a) R&D expenses are more than 30% of the greatest 

between total expenses and value of production; b) more than 30% employees have PhD degree, or 

equivalent; c) are owner of a patent in selected industrial areas (electronics, biotechnologies, new 

vegetal life, etc.). 

An online portal for risk capital collection is an online platform having as its exclusive purpose 

that of facilitating the collection of risk capital by innovative start-ups, including start-ups having 

social vocation. Newly founded start-ups are also encouraged through an available initial fund 

(€ 200 million) provided partly out of the State budget and partly under the control of the Italian 

Fund for Investments of the “Cassa Depositi e Prestiti”. 

Entities authorized to act as “online portals” are investment enterprises, banks and other entities 

(e.g. a joint stock company, SpA, incorporated in Italy) enrolled in a special registry maintained by 

the CONSOB (Italian Authority for financial activities). They cannot manage money or other 

financial assets belonging to third parties, and are put under CONSOB’s  supervision. The law 

enrolled CONSOB to provide detailed (secondary level) regulation within April 2013. Public 

offers through online portals can only be for subscription of securities issued by innovative 

startups (max amount to be fixed by CONSOB). Offers can be reserved for professional clients or 
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open to any other kinds of investors, whose rights are protected by CONSOB, should startup 

partners decide to sell their quotes to third parties after the public offer. 

After extensive public consultation carried on by CONSOB, upon publication on Italian Official 

Gazette no. 162 (12 July 2013) of CONSOB’s resolution 18592 of 26 June 2013, the Italian 

regulation on crowd funding entered into force. 

The regulation (25 articles) is subdivided into three parts – general instructions, register and 

regulations of portals holders and regulations of offering through portals. Instructions are provided 

how to apply to the registry of portal holders, how to report on startup activities and organization 

structure, how to prepare and post “information on single offering”, information on risks, emitter, 

financial instruments and offering. 

Regulations are addressed to new, non-bank portals, as banks are already allowed to launch portals 

for raising funds on the web. Such new portals shall need to be registered on a proper bulletin 

board, provided that the company willing to manage the portal can guarantee shareholders, 

members, and other organizers honorability standards (absence of criminal prosecutions or 

convictions) and specific competencies of the management team on aspects such  as juridical, 

economic, and informatics. The crowd funding portal is then in charge of startup selection and 

management and control of offering orders. 

Donors will be solicited to invest on a single startup and will bank transfer funds on one account 

dedicated to the startup. For less than € 500 donations, only a few questions will need to be 

answered on the crowd funding site in order to make the potential funder aware of related risks. 

Once the questionnaire is completed, it will be possible to perform the bank transfer. If the 

investment is higher than € 500, the procedure is more complex: the portal holder must evaluate 

the soundness of the specific investment with respect to the risk propensity of the individual, by 

coordinating with a bank in order to delineate the risk profile of the potential donor on the basis of 

assets, risk propensity, and investment objectives. Only thereafter the client will decide whether 

going on with the bank transfer or stopping the process. 

In order to get an independent evaluation, the selected bank for donor profile assessment shall not 

be the bank collecting funds, but the crowd funding portal and the startup will choose a “third 

party” institute only dealing with banking activities and without any own portal. In addition to 

transparency obligations, platform managers must also check that at least 5% of financial 

instruments are subscribed by either professional investors or banking foundations or  incubators. 

Albeit equity-based crowd funding law (primary rule) and regulation (secondary rule) to support 

development of innovative startups have been already set in Italy, reward-based and lending crowd 

funding mechanisms are still not regulated. In fact, crowd funding was not much known and 

utilized in the past, becoming more and more popular nowadays as long as connections and 

communication between fundraising institutions and web 2.0 users are being made possible 

through the internet. 

Equity-based crowd funding has been only considered by the Italian legislation, in order to 

regulate de facto online portal holders conduct, in consideration of parallelism between such a 

fund raising tool and the inherently strictly regulated  financial investors sector. However, there is 
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a widespread sentiment in Italy that too much regulation might have been implemented, with a lot 

of emphasis on investor protection in the initial round of fund raising which could be detrimental 

in the take off of this innovative financial instrument. On the other hand, limited or no attention 

has been put to protection across the investment lifetime
24

. 

Some more criticalities can arise due to geographical restrictions as well as sector-specific 

restrictions imposed by the Law which could discourage projects to be launched in Italy, while 

potential entrepreneurs can still evaluate several - and growing - competing options abroad. 

In addition, according to the CONSOB regulation, two main actors can possibly play a crucial role 

in the crowd funding market: (a) online portals with specific merchant bank rights (investment 

banks and SIM), able to cover the whole cycle offering-investment-subscriptions-fund collection, 

and (b) professional online portals, having to resort to banks or SIM as concerns the subscriptions-

fund collection phase. Such approach does not look attractive for the latter actors, in the presence 

of stringent requirements which seem to favor online portals with specific merchant bank rights. 

To date Italy has more than 40 platforms, at least 17 of which are reward-based (i.e. with a pre-

determined reward), some ten are donation-based (pure activity support), seven are more or less 

related to an equity-based model (investors can access the equity capital), and, finally, three are 

social lending platforms (loan between individuals with pre-defined interest rate compensation). 

G. Stimulating crowd funding for University research and to 

foster innovation in Europe 

Early-stage financing is fundamental to launch new ventures and to foster innovation in the 

knowledge-based economy. Since large corporations are mostly committed in preserving their core 

business, generally they tend to privilege promoting incremental knowledge rather than 

introducing disruptive technologies and radically new products. Therefore, innovators tend to 

establish small new companies, that are generally underfinanced
25

. As a matter of fact, such capital 

shortage for young entrepreneurial endeavors is more evident in a time of credit crunch as is today, 

since banks are much more cautious in lending money during a financial crisis. This is exactly the 

opposite behavior which would be needed to restart a stagnant economy. In some Countries, as in 

Italy, also public financing for University research (as well as for hiring young researchers) is 

shrinking. 

One additional problem is the insufficient funding of research in Europe. In spite of all efforts, 

Europe is still suffering significant delay compared to the USA in financing R&D, as some 

publicly available figures evidence: 

 In 1999 the GERD (gross expenditure in R&D) in the U.S. was about $247 billion while in 

the EU it was $171 billion. The difference remained substantially constant across the years 

2000s, and in 2009 the gross expenditures were $400 billion and $300 billion, respectively 
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– estimates in US $ at constant purchasing power parity. Hence, in absolute terms the EU-

27 expenditure in 2009 was about 75% of that of U.S.
26

 

 With respect to the 2009 population, the pro-capite expenditure on R&D was $1,311.50 in 

the U.S. against $604.80 in the EU-27 – with a 2.2:1 pro-capite gap. 

 According to Eurostat, in the EU the ratio of GERD to GDP, one of key Europe 2020 

strategy indicators, increased only slightly during the years 2000s (being around 2% on 

average), while in the U.S. it increased from about 3% to about 3.5%. GERD / GDP is now 

almost reaching 3% in Japan. 

What is most worrying is that along all the years 2000s the GERD / GDP in Europe remained 

stagnant at about 2%, while it increased bot in the U.S. and in Japan (not to say about China, still 

lagging behind but with exceptional rate of increase). Therefore, it is clear that Europe should find 

new funding models for research beside more traditional means. 

Crowd funding lends itself for high-risk high-reward activities, especially when the social 

innovation element has a role, as is exactly the case for University research. It is now in a nascent 

stage, but it can increase, if properly encouraged and supported. However, it is still largely unclear 

how crowd funding can be associated to existing forms of public and private funding. As a matter 

of fact, some specialized platforms are being established, especially in the USA – some of them 

combining crowd funding and crowd sourcing. 

In spite of promises, financing of University research and high education through crowd funding 

has not been considered until late and it only started a few years ago. The existing platforms for 

University research are mostly located in the U.S., except only three in Europe and one in 

Australia. They implement All-or-Nothing models and donation/reward based funding modalities. 

The amounts of money they collect are still very limited, and the average projects funded through 

them are tiny (no more than few thousand dollars). Interestingly enough, no platforms based on 

equity model seems to be established so far to leverage on entrepreneurial relationships of any 

kind with the University system. This is contradictory indeed, since it is well known in the Venture 

Capital experience that most of the successful stories sprung out of small groups of University 

students – most of the Silicon Valley startups have been established along this model. 

It seems reasonable that there could be a significant potential for growth, if the most appropriate 

mechanisms to put together crowd funding (and crowd sourcing) and University research are 

studied and promoted at European level. 

Among the items to be addressed in this area we can highlight the following ones: 

 increasing awareness of crowd funding – through education, advertising, social networks, 

etc; some surveys show that only 11% of entrepreneurs and small business owners are 

aware of crowd funding, and only 19% of those have visited a crowd funding website; 

 promoting unified points of contact inside the EC structures for Universities to collaborate 

in order to identify the most appropriate crowd funding and crowd sourcing mechanisms; 
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 identifying if and how crowd funding can be juxtaposed to more traditional public funding 

systems for research and innovation (including, but not limited to, Horizon 2020); 

 evaluating if and how equity-based crowd funding mechanisms can be stimulated, in 

addition to existing donation/reward-based models; 

 stimulating CF/CS clusters of Universities across Europe; 

 identifying appropriate revenue sharing approaches between University and researchers; 

 adopting proper internal market EC regulation in order to harmonize crowd funding cross-

border operations, thus avoiding excessive differences among national regulations. 

H. Conclusions 

Crowd funding is a new fund raising paradigm, started with donation models and now evolving 

toward equity-based models, having some differences but also similarities with more traditional 

forms of financing of innovation – such as Business Angels and Venture Capital.  

Due to its inherent characteristics, crowd funding lends itself to being associated to more 

traditional forms of financing University research. Although Europe is still lagging behind the U.S. 

and Japan in funding of research and innovation, it seems that crowd funding models for research 

are mostly experienced outside Europe. Due to their inherent connections, especially in the fields 

of research and innovation, crowd funding and crowd sourcing should be jointly approached.  

In this context we propose to launch a coordinated initiative at European level on a joint crowd 

funding and crowd sourcing research and innovation platform (e.g. in the Horizon 2020 

framework), in order to fill in the gap and catch up with the U.S. research and innovation advanced 

environment. 
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