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Welcome back. This is week four navigating the funding universe and
this is segment 4.5, which is crowd funding part two. Now as you recall
from, think all the way back to 3.5, we were discussing what
crowdfunding is and as we discussed, it's a kind of a channel for
entrepreneurs to raise money for their businesses. It's one of many
channels as we've now discussed in week four. And in this particular
module, what we're going to do is we are going to explore the detailed
financial elements of crowdfunding and how you can navigate this
crowdfunding world, the different kinds of platforms, the different
objectives of the crowdfunding platform and what you need to do to get
yourself launched on a crowdfunding platform. So stay tuned. We're
going to go through all the details right now.
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So as we discussed in 3.5, we have an entrepreneur over here. He's
trying to, he or she is trying to connect to the crowd over here and via
the mechanism of a crowdfunding platform. The entrepreneur is going
to give information about their project and discuss what the investors or
what the crowd can expect in return that would be the rewards and or
compensation elements of this. And then the crowd is going to turn
around, at least some of them. The idea is the crowd will investigate this
opportunity and then some of them might be intrigued by the
opportunity and contribute either financial or non-financial resources.
So that's a little summary of what we talked about last time.
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And as discussed last time, there are different players in the
crowdfunding universe and of course, we're going to focus on this group
right over here. Like this, I'm drawing a nice little shape around them.
We have the entrepreneurs. They're the ones who starting the companies
and looking for resources for their company. And they are interacting in
this ecosystem with professional investors who invest for a living, non-
professional backers who don't invest for a living but maybe invest for
fun or because they want to make money or because they are indeed
potential customers. Crowdfunding has really really taken off lately. In
the last year or so, they've raised upwards of 900 billion US dollars
across all the different categories and we're going to discuss the
different categories in a minute but if you imagine there is billions of
dollars changing hands in these different countries and the annual
growth rate in the crowdfunding sector has been approximately 14
percent per year, which is a very high growth rate. So let's go into some
of the details now about how crowdfunding platform works. Okay.
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As you can see by this graphic, there are different schemes that can be
used to achieve different goals. Now you, as the entrepreneur, are going
to have to decide what is your goal? What are you going to give to your
investors in return for whatever they're going to give you? So you have
to decide this and so here along the right-hand side you can see that we
have specified the different kinds of schemes. The first one we're going
to talk about is Equity Funding and then we will discuss Debt Funding,
Rewards-based crowdfunding, Pre-sales or sales and In-kind
contributions. So those are all the different kinds that we have and let's
start with equity funding over here. So equity funding is when indeed
you sell part ownership share of your company to the crowd. It's a small,
sort of a mini version of going public. I'm actually having a public
company. In fact, there are lots of similarities between an IPO, which is
an Initial Public Offering that you sell it to the general public and an
equity crowdfunding where you sell to a small group perhaps of
backers. So you have to decide how much of the equity are you willing
to give up for the money that people are paying and there are lots of
different equity crowdfunding platforms out there.
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You can search for it on the internet and you can see some of them, like
circle up over here, has some equity crowdfunding schemes and the list
of the different companies that were that were funded by them. So
basically, what you're doing is you have a relatively small number of
backers and you are selling an ownership share in your company to
these backers. So this is a very very crucial decision you're gonna have
to make. Usually just you'd be wanting more money but again as we
mentioned earlier, you're going to be giving up more control, the more
you partake of this particular scheme. So be careful with it but on the
other hand it is a very powerful platform. It's a very powerful scheme to
use and it's becoming legal in most of the countries now, have some
mechanism for equity crowd for some regulations that oversee equity
crowdfunding. So it is an option in your toolbox.
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The next scheme of crowdfunding is called debt funding and basically,
as discussed earlier in this particular week, debt funding is when the
backers are actually lending you money and in most cases you are
paying them back although in some cases they don't expect to be paid
back, especially in more charity oriented ones, they would give some
kind of forgivable debt where the backers were paid back. On the other
hand most of them are expecting to get some kind of money back and so
it's up to you to decide how you want to structure that and how you
want to pay them back as are you giving them an interest coupon. In
other words are they lending you money, you giving them an interest?
They lending you money, you giving them the money back plus you
give them a reward etc., etc. So a there are many different again many
different debt funding platforms out there. One could be wefunder dot
com and you can see here, if you go on there and search for the debt
funding, you can see that there's a, you know, Christmas movie made by
investors like you. Rebuilding a historical Chicago neighborhood into a
black food and culture hotspot. That's kind of interesting.
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They raised nine million dollars and this craft brewery taproom and
café; community focused raised a million dollars. So there are lots of
different opportunities for investors to lend you money and you have to
make a very convincing pitch to them on the platform, something you
need to think about. So you need to think about how you are going to
attract the money from them and how you're going to structure the
repayment of the debt in the end.
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The next scheme is called reward-based crowdfunding. Now we alluded
to this in 3.5 last week and basically, this is where you are going to give
some kind of reward to your backers. It doesn't have to be the product or
service itself. It could be something related, like some people will give,
you know, for a very low contribution they might give a t-shirt with the
name of the product on it, for example. That could be, you know,
rewards-based crowdfunding. One of the biggest platforms for that is
obviously kickstarter and you can go and look at kickstarter but you can
also just search for a rewards-based crowd funding and you're gonna
find, you know, hundreds if not thousands of projects out there that you
can make an investment in. And basically there you are giving them
money, so you're not expecting anything in return but you're not
expecting your money back in return but what you are expecting is to
get some kind of reward for that which is usually something to do with
the product itself. Here are some examples here. Customize your
Dungeons & Dragons characters in pixel art. A backpack with, you
know, lots of features. Backpacks are super popular.
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Bags super popular on reward-based crowd funding sites and here's one
over here on reinventing the close drier. I'm not sure if they can do an
ultra-fast, counter top, tumble dryer for any home. I'm not sure if they
actually give you the prototype there to take home if you give them
enough money but some of them indeed will give you a prototype of the
product, which is kind of a blend between a rewards-based and pre-
sales, which we're going to talk about next.
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So to continue on this theme of pre-sales or sales, it's another scheme.
Now here's where the reward itself is the product for sure and so what
you're doing is you are pre-selling your product. So in other words, you
are raising money to actually produce the product and you're going to
ship the product later. Or it could be that you already have the product
and you're actually using this as a kind of a launch platform to start
selling the product, your product or service. So you basically have an
inventory. You're ready to go and now you're going to open up a new
sales channel which is via a crowdfunding site. This section becoming a
very popular route these days for new products. If look at this example
here, we have HYPHEN: The Gold Standard of Wireless Earbuds. I'm
going to show you that in a minute but as you can see here, HYPHEN is
the wireless earbuds, supposedly from the future. And this project has
raised over one million dollars. In fact, they are 4,368 percent over their
initial desire for fund raising.
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Okay. One of my colleagues is actually very much into crowdfunding.
In fact, he has invested a lot on different crowdfunding campaigns. I
have a whole bag full of props that I could use. I picked out a couple
that I wanted to go through and just to touch on that prior point, the
HYPHEN, which is these earbuds supposedly from the future. Here they
are and what makes these so interesting is indeed they have their
wireless. They have a better range for Bluetooth, like up to 15 meters
away. They have some kind of touch connection so that you can tap on
them to start playing and to stop playing, and they have noise cancelling
abilities in addition to, you know, standard features that you might
expect in any headset. So it's a kind of an interesting idea and these were
the real pre-sales of the product itself. So you made the investment, they
would ship you the early version and now they're shipping, you know,
the production version of these as we speak. So it's a kind of example
how you can get your product out there, you can start manufacturing it
and then you can sell it to the crowd and in fact, it might get some
testing and validation from the crowd.
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This particular campaign, as I just mentioned, ended up raising more
money than they even expected to get. So that was a good sign saying,
oh, there's some demand for this product out there. This could be an
interesting market opportunity for us. We should really pursue this.
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Okay. The last kind of scheme is not technically a crowdfunding scheme
because you're not necessarily looking for money here. What you're
looking for is some kind of contribution that's non-financial and a lot of
times we would say, this is a kind of a crowdsourcing issue because
what you're getting is you're getting input on an idea. A lot of times
people will use this for brainstorming about different kinds of social
projects. I don't know if you've seen this website called makesense dot
org, but they have different kinds of projects out there and they asked
people for input on the projects. So for example, here is seven projects
from across the world seeking solutions for tomorrow's energy. So it
gives the community a chance to weigh in on some topics and it might
help you actually shape your next opportunity because you'll get input
from the crowd and then you can analyze that and decide what to do
next. So indeed, it's an important adjunct to the other ones. Obviously,
this one is less important if you're an entrepreneur, really really looking
for fundraising but it's equally important if you want to just simply get
feedback from the crowd and you have to search around and find
different crowdfunding platforms that allow you to tackle and tap into
the wisdom of the crowd. Okay.
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So now to focus in on the financial aspect of why you want to use
crowdfunding for your venture; the first point here is, it can be a great
source for seed funding. So in the early stages of your idea, now you're
looking for some money to complement your friends and family, as
discussed earlier this week. You can use crowdfunding as a way of
getting a little bit of money to get your venture off the ground. Right
now, I think the average donation is on the order of ninety US dollars,
so you know, each individual donation is small but when you add it up
and spread it out over a big crowd of people, you know, that money can
really add up. So it's a very very good source of seed funding for new
companies and it's something that's worth considering. Generally
speaking the backers don't take any equity. I know I talked about equity
crowdfunding. Equity crowdfunding is still a little bit in its emphasis. I
think it's on the order of five six billion out of that vast pool of money
that's available for all the other different kinds of crowdfunding. So
generally speaking, the backers don't take equity and don't take control
of your company, so it's a nice way to get some money in.
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Now the entrepreneurs are, on the other hand, obliged to use the funds
to execute the project. You know, you have to execute the project
according to the plan and you're gonna have to fulfill the rewards and I
think, I mentioned this before in week 3.5, but you know not shipping is
a huge huge hit to your credibility for your business. So you really have
to take that money, use it build your prototypes, ship them, get the
feedback or if you're past the prototype stage, you're gonna take that
money, you're gonna put it into production and you're going to get this
company scaled up and the crowdfunding is going to help you do that.
So you're really really on the hook when you do this to execute the
project and you remember that your reputation is gonna be on the line.
If you don't ship, the people in the crowd are gonna let you know right
away. They are going to complain. They're gonna take the social media
and they are going to make your life miserable. So you be ready to go
when you have these projects. When you launch, you should be ready to
execute as soon as you start getting these funds in. Okay. Now let's talk
about the different kinds of funding schemes that you should expect.
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The first one is called the fixed funding scheme and the second one is
the flexible funding scheme. I'm just gonna walk you through here a
couple little examples and give you some tips and pointers for each of
those two types.
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Alright, let's talk first about the fixed funding scheme. Now fixed
funding means all-or-nothing. It means you set a target and if you don't
hit the target, you don't get any of the money. That means all the money
gets sent back to the backers on this project. Okay. So what are the pros
and cons here? The pros is, the pros include you're going to set a dollar
amount, you know, your funding goal. It's going to create urgency
because, not only on your side but on the investor side, the investors, if
they think, oh well, it's a flexible project, you know. I'll just give them
the money later, you know. Here they have to say, if I don't invest now
this is going to end soon and when it ends, if they if they haven’t raised
their money then it's not going to happen at all. So it really creates a
motivation here for the backers and also for the entrepreneurs. It's very
straight forward and it builds trust because the backers feel like okay, I
make the investment and this person is going to execute on the project.
And if they don't make enough money, then that means, I'll get my
money back. I don’t have to worry about someone taking the money and
not executing the project.

Notes

Summary

0m
 2

6s

Week 4: Raising & Managing Money 18 of 33

17

https://mediaspace.epfl.ch/media/0_osr51hi3?st=26


Literally, every crowdfunding platform is offering this fixed funding
scheme. Okay. Now from the entrepreneur’s point of view, there's a
some huge cons here. Which is if the goal is not reached, there's no
money. You don't get a cent if the goal isn't reached. So there's a lot of
pressure on the entrepreneur to deliver something that's creative and or
of value to the backers. Okay. It requires confidence because you really
have to go all-in on this and you have to be confident that you are going
to raise this money whatever you set in a short period of time and if that
doesn't work, then you're not gonna get any money. So remember, the
fixed scheme is creating urgency. It means that you get all the money if
you hit your goal and if you don't hit your goal, you get nothing.
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So here's an example of a fixed funding scheme. This one's on
Kickstarter and it's a robotic solution for saving land, limbs and lives.
And as you can see by the description here, it's an excavator, a landmine
excavator that improves the safety, efficiency and affordability of
humanitarian landmine and explosive clearance. In other words, it's a
robot that would go in and deactivate or recuperate a live or possibly
live landmine. So it's a very important project. And if you look over
here, they have raised, as this happens to be in Swiss francs, they've
raised 35,874 francs and their goal is 37,460 francs. They have 282
backers and yet they only have five hours to go. So they're really really
looking for that last 2,000 Swiss francs. They're probably frantically
calling their family friends, getting on social media and trying to
encourage people to put those pledges up so that they can meet their
goal of 37,460 francs. And as you can see down here, and all these
platforms basically similar the way that they're laid out, is it says, all or
nothing. This project will only be funded if it reaches its goal by Friday,
May 17th, 2019 at 9 PM British summer time. So basically, this
company needs to raise all the money or else they will lose all the
money that has been pledged and that money has been pledged will get
sent back to the backers.
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Okay. Let's talk about flexible funding schemes. Now flexible funding
schemes means that the entrepreneur takes as much as he or she can
raise, regardless of the goal set. So what are the pros and cons here? The
pros include the fact that setting the goal is not such an important
strategic move. In a fixed one, you really have to think about your goal,
you know. I just mentioned that case there with the landmines. You
know, if they fall short by two thousand francs you know be a pity, you
know so because then they won't get any money. So here you really, you
know, with the fixed one you really have to think about that goal. With
the flexible, you're a little bit more chill. You're a little bit more relaxed
I would say. It's not such an important strategic move. There's less stress
for the entrepreneur and there's less timing pressure for the campaign.
That sounds great, doesn't it? On the other hand, you know, from the
point of view of the backers, you know they also feel the less stress, you
know, they don't care so much. So basically, they are less likely to pony
up because they say, oh well, this person, I could do that later, you
know. There's less of a guarantee for them.
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It's not perceived by the backers as being as serious because when
you're doing a fixed one, you're very confident and you're very serious.
They say, wow, this person's so confident. They're actually willing to
give all the money back if they don't raise their money. Flexible is also
usually, unfortunately come with higher fees because the platform
realizes that there's generally less money flowing into these and so they
end up taking a little bit more of the fees, so that means less money for
the entrepreneur in the end. So in addition to that, flexible funding is not
offered on every single platform. So most platforms offer fixed funding
whereas flexible, it's a little bit more rare so you have to be careful and
shop around a little bit more for the best platform for you for doing a
flexible funding scheme.
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Okay. Let's look at an example of a flexible funding scheme. This one
happens to be on Indiegogo and it is a beautifully sculpted porcelain
teardrop diffuser, which basically means, as you can see here, there's
some essential oil diffusing into the air from this little porcelain teardrop
diffuser shaped like a teardrop. It's very nice, it's beautiful, it’s elegant
and it's subtle enough to blend in but beautiful enough to stand out as
the person said. And as you can see, they've raised two hundred and
thirty-eight dollars which they're going to keep no matter what but their
goal was fifteen thousand dollars. And you can see right here that it's a
flexible goal and there are 17 hours left. So just like I didn't pick this as
an example, I just picked it because I'm looking in for a flexible goal but
this one fits the exactly what I said before which is that the backers may
be a little bit more relaxed about funding this because they don't feel the
same pressure as the all-or-nothing. So this person has only raised one
percent, slightly more than one percent, of their goal. Now they will
keep the two hundred dollars but I don't think they're gonna be able to
do very much with it when they really wanted fifteen thousand.
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So I showed you a bunch of examples of different kinds of platforms
and different products and services. I have a couple other props right
here that might be interesting for you. Maybe I'll just show you one
more little prop which I found interesting. This is a measuring device
and basically it's more of a prototype stage, as you can see you can pull
on it and it will give the exact length for any amount of string that you
can pull but in addition to that, which I can't show on the camera, you
can push a button on it and it’ll send out a laser light to just a location in
the room and it'll tell you exactly how far away you are from the laser
light. So it's kind of a nice example of a prototype that was sold on a
crowdfunding platform that my colleague invested in. Now I know I've
been talking about Indiegogo and Kickstarter and all these other big
ones but you have to remember that there are many many niche sites
and you have to do your homework here trying to find the exact site that
you want because they're a bunch of different options that you can use
and it also depends on whom you are competing with, you know.
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So you want to look into the sites and you want to look for the specific
audience, we'll talk a little bit about the backer profile in a minute but
you want to find the specific audience that's most likely to fund your
project. So there are geographic, you know there are sites that are
focused on geographic regions specific regions, there are swans that are
focused on certain social themes and there are other sites that are based
on certain kinds of backers that go on. So you really have to look into
these things. Some of them could be large, it could be small but what
you want to remember is you want to reach your supporters through the
platform. You define the best supporters. Some of them may be these
big sites where millions of people go on and look all the time whereas
you might not be the big fish, you know, you'll be a little fish in a big
pond and the niche ones, you may be the bigger fish in the smaller pot
as it were. So don't just look at the biggest crowdfunding sites but rather
trying do your homework and try and find the best site that fits with
your particular audience.
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To give you some intuition on what this means, we've given you a few
examples here. For example, a geographic focus here, there's this one,
called the cheetah fund which is not accepting new applications now but
was basically if you were based in Africa, had a good idea and you
made a goal they might actually turn around and match some of that.
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Alright as I mentioned many times, your customers may be a potential
backer and so you have to decide on that when you're deciding on your
backer profile, is your customer a potential backer? If so, then you are
golden, you're done and your backer profile matches your customer
profile which you should have already developed in your marketing
plan; however, if your backer profile is not the same. In other words,
your customer may not be your backer then you have to have a whole
another set of things you need to think about. So who would back your
project, you know, it's a question. Age, gender, which specific interests
do your backers have? Maybe your project solves a problem that they
face. Maybe they back social projects. Are they techies? Are they
interested in kind of cool technology even if they aren't going to be your
particular customer? Maybe you want to be based on a certain
geographic location or do they frequent certain websites or what is their
motivation? You have to think about their motivation. Do they want
equity? Do they want to be a part owner of this company? Do they want
early access to the product? Do they want to feel good about
themselves?
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In many cases, you have a plan for developing technology in a
developing world and there some of the backers do it because they feel
good about themselves by giving money to help social projects in
developing countries. So you have to think through the motivations of
your backers here and then decide on what kind of backer you have and
that's going to help you get your backer profile as the target for your
crowdfunding campaign.
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Let's talk about reaching your funding goal now. Now there are two
factors in gaining backers and this has been backed up by research in the
crowdfunding space over the last five or six years. The factors are based
on; one credibility and two appeal. So first of all, you have the
credibility of the entrepreneur and that means you're going to have the
professionalism of the entrepreneur. A lot of backers want to make sure
that this person has a good plan, that they are going to execute on this,
so you want to project a professional heir in all of your materials that
you have; your video that you post on the crowdfunding platform and
all of your backup that you have on the platform. And second of all,
they are interested in feasibility. If they don't think that you actually can
make whatever it is you're gonna make or you can provide the service
that you think you're going to provide then they're much less likely to
want to back it because they also want to see it come to fruition. So
remember, you have to appeal to your credibility as an entrepreneur to
be able to get backers. Now the second thing that the backers like to see
is they like to see the appeal of the project itself.
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In other words, how relevant is this project? Is this something that will
have appeal to a large number of users? Is this something that appeals to
the backer himself or herself? How well does the entrepreneur
understand customer needs? And I think here it's incumbent upon the
entrepreneur to articulate why he or she understands the customer?
What is the big problem that this product or service is solving? And that
will help increase the appeal of the project in the eyes of the backers.
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Let's review some practicalities we talked about. Many of these already
in 3.5 but remember crowdfunding takes time. It's worth repeating this
because people often forget this and they think I'm just gonna create the
thing. Oh yeah. I'll just make my crowdfunding appeal and within a
week or two, I should get a couple million dollars like this. It doesn't
happen like that. You really have to budget some time for this.
Remember, it takes time. Plan for it. Tell your story and give your team
experience. You want to sell it. In your crowd funding, in your video
that you usually make when that company is your platform project, you
make a video and you really want to pitch your product or service in
that video and try and convince the people on the lines of credibility and
appeal in that and all the other backup materials that you have. Be
prepared. Make sure that you have a plan and know what to expect in
your plan and then finally, you have to be realistic. You have to be
relevant. You have to be creative in your rewards; designing some good
rewards or indeed decide designing and deciding what it is that you
want from the backers and what the backers want from you.
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So that you have a kind of a tiered structure, how much money they give
and what they get from it. So be realistic there and don't think that
you're going to, they're gonna give you money for free and they're not
gonna get anything back. You have to decide on what you're giving back
and you'll see right away if your project gets a uptake by the crowd. The
crowd may reject it if you're not realistic enough or your project isn't
credible enough or appealing enough.
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So that's it for crowdfunding. I hope you enjoyed this little exploration
in our module 4.5 and the next module is going to be about cash
management, so stick around for that and I also promised you a surprise
or at least a secret surprise. It's not so surprising, probably very obvious
to you but actually I am recording this video four years, almost to the
day after recording it a year ago, so I'm adding 4.5 and 3.5 were actually
recorded four years, in case you're wondering why I have a little bit
more gray hair and maybe look a little, I don't know weaker or
something like that. It's because actually time has passed but the
crowdfunding space is so exciting and changing so quickly that I just
couldn't leave in videos that were four years old on this particular topic.
So remember, keep up to date by looking at some of our resources that
we're proposing for you. In crowdfunding you can also do some internet
searches on it and make sure that you keep up to date with all the
developments and stay with us for 4.6. Thanks a lot.
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