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“By drawing from examples in corporate life, the authors show how ‘crowd-tapping’ and ‘crowd-enablement’ are already having significant positive impact on innovation, marketing, philanthropy, corporate social responsibility, and social enterprises. Highly recommended.”


Professor Alan Barrell, Cambridge University


“A rare insider’s look at the cutting edge of some of the world’s top companies—and the radical new means they’re using to succeed.”


Joshua Klein, author of Reputation Economics


“Most now ‘get it’ that crowdfunding will be huge; what this breakthrough book shows is that large companies will be a big part of it, even leading it. Get ready for the stampede as corporate giants discover the myriad benefits of unlocking the power of the crowd.”


Jonathan Medved, CEO, OurCrowd


“Crowdfunding and alternative finance generally is enormously disruptive and will make a huge difference to the way private businesses are funded. This book brilliantly examines why this profound transformation is so important.”


David Stevenson, Executive Director AltFi and financial commentator


“Crowdfunding isn’t just for startups and social causes, it’s about customer engagement, open innovation, and market validation, things every modern company should care about.”


Don Tapscott, bestselling author, most recently of The Digital Economy


“Crowdfunding is coming of age and gradually moving into the mainstream. This book spotlights how corporates can leverage crowdfunding and crowdsourcing to amplify marketing, foster innovation, and enhance their CSR programmes. A pioneering and thought-provoking book!”


Bryan Zhang, Crowdfunding and Alternative Finance Researcher, University of Cambridge
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INTRODUCTION


EMPOWERING THE CROWD


Kevin Berg Grell, Dan Marom, and Richard Swart


The Internet will revolutionize our lives. This might sound like a decades-old slogan, but it is as true today as ever. The Internet is constantly evolving, both in technology and in functionality. Crowdfunding has been hailed as the next Internet revolution. It sprang forth in a time of need, at the end of the last decade, when investors were reticent and financing was scarce. Entrepreneurs, unable to attract a single large influx of capital from a professional investor, decided instead to raise funds in small amounts from a large group of people (the crowd); it was a way of expanding the pool of investors, while also minimizing the risk by spreading it across a multitude of donors. It also made good use of the Internet’s potential; campaigns could leverage the power of social media for promotion and communication, and payments could be processed quickly and simply online. It was a method first used in the creative space—for films, plays, and music—and was then adapted for small and medium-sized enterprise finance. Now, as the phenomenon continues to grow exponentially and diversify, it is also evolving—fuelled by technological advancement, regulatory change, and the rapid adaptation of large corporations to collaborative business development.


This book is about the dawn of a new phase in crowdfunding—the era of corporate crowdfunding. When we talk about crowdfunding in this book, we are referring to initiatives where proposals and projects are shared openly, without a specific target customer or investor in mind. In this context, it becomes clear that crowdfunding is about much more than just capital. The crowd is in a sense sourced for information.


Information about public interest is the most crucial piece of information any company—big or small—can obtain. The prospect of better channels through which to gain such information is encouraging large corporations to seek out and execute crowdfunding campaigns alongside small entrepreneurs.


Corporate crowdfunding


Corporate crowdfunding is the use of crowdfunding mechanisms by a corporate entity for the promotion, performance or improvement of one or more of its activities. Although it shares many aspects in common with crowdsourcing, it is not exactly the same thing. Crowdsourcing is the outsourcing of certain functions or activities to the crowd. Corporate crowdfunding adds a crucial layer—one that is built upon small contributions that collectively make a tremendous impact. It weaves crowdsourcing, open innovation and co-creation into a holistic framework for tapping into the resources and wisdom of the crowd.


Clearly, only in rare cases are the funding volumes from crowdfunding platforms anywhere near the needs of a large corporation. When corporations venture into this space it seems clear that they have other motives for doing so. We have identified three areas where corporations can benefit from crowdfunding. These are Marketing, Innovation, and Corporate Philanthropy, which will be treated in greater detail throughout this book.


Collaboration as a norm


In 2012, an entrepreneur named Eric Migicovsky, having been turned down by several venture capital companies, decided to share his invention with the world and was rewarded with what was, up until recently, the most successful Kickstarter campaign ever, earning over $10 million. Also in 2012, another man appealed to the power of the crowd to raise over $214 million toward his goal. His name was Barack Obama. That same year, the newly inaugurated President of the United States signed into law the JOBS Act, paving the way for companies to raise funds by publicly trading equity without the need for the customary scrutiny, red tape, and regulatory due diligence. This had the crucial effect of allowing entrepreneurs to use crowdfunding platforms to issue private shares of stock to investors. Since then, crowdfunding has grown at an astounding rate—from a handful of online platforms at the end of the last decade, to hundreds of different platforms, catering to almost every possible niche. Together they span a global industry of billions of dollars that has nearly tripled in size in the last two years alone. And, as it continues to grow, so does it evolve.


What began as an alternative mode of finance, a grassroots movement, is becoming much more. Crowdfunding, at its core, is a method of bringing people together for a common goal. As such, it is a community tool, spreading through established communities but also creating them in its wake. After all, what is a community but a bunch of people who bond over their common interests; and the Internet, in which we live so much of our lives, has provided an influx of new communities. We are no longer limited by borders and geographical distances, and we are barely limited by language and cultural differences.


Crowdfunding platforms have synergized seamlessly with this development. Every forum of environmentalists has become a potential donors’ pool for crowdfunded ecological projects, every message board a billboard, and every Facebook group a potential client base. But the opposite is also true. Many crowdfunding projects have also sprouted their own online communities of loyal, active, vocal members.


One of the biggest changes in how we use the Internet has been a shift towards decentralized, peer-to-peer type consumption. This movement, also dubbed the “sharing economy,” appears in almost every aspect of our online lives. Where we used to entertain ourselves by watching television or reading a book, we still do, but we also check in on Facebook or watch YouTube and Vine videos. Where once we relied on tabloids and newspapers for information, we still do, but now we also have direct access to millions of sources through collaborative platforms such as Twitter, Wikipedia, and the Huffington Post. Where once we used to buy products from commercial vendors and book hotel rooms from… well, hotels, we still do, but now we also consume these services from private individuals on platforms such as eBay and Airbnb.


One of the main reasons for this is the social development of the Internet. We talk, share, rate, like, and review much more than we used to. It is now more convenient and transparent to purchase a product from a person when their whole history and all of their interactions are laid bare, than it is dealing with a faceless corporation that hides behind commercial secrecy and does its best to avoid scrutiny and oversight. It is also easier to see in real time when your friends are all using a new app or joining a new trend.


But while the sharing economy offers us new sources of entertainment, information, and even chauffeur services, it doesn’t cancel out the old ones. No amount of YouTube videos will make television obsolete and eBay is not putting stores out of business. On the contrary, many YouTube videos are excerpts from TV shows, allowing fans to discuss and share favorite moments, thus enhancing the popularity and pop culture relevance of the original show. The same is true for eBay, which many companies now use to sell their goods online, so reducing their overheads and streamlining the whole process. Companies and organizations that adapt to the new reality will find that the sharing economy and new social interactions provide opportunity rather than competition.


Like many innovative concepts, crowdfunding has often been hailed—and feared—as a disruptive force. Some people have gone so far as to predict that it will come to replace such traditional funding mechanisms as venture capitalists and angel investors. However, as crowdfunding becomes more prevalent, it is increasingly obvious that its force is one of synergy rather than disruption.


The recent rise of crowdfunding, rather than edge out traditional funding sources, seems to have encouraged their growth. In fact they are now enjoying their most prosperous period since the economic recession of the last decade. But this effect is not limited to finance institutions alone. Every user of crowdfunding has discovered that it can augment and bolster many aspects of their activities, by harnessing the core strength of the sharing economy: the crowd asset.


More than a funding mechanism


Crowdfunding is no longer just a means of finance; it is not the disruptive force it has falsely been proclaimed to be and it is not a system to overthrow all other systems. Rather, it is a tool for connecting, for finding shared ideas and shared goals, and for bringing people together. And it is a highly adaptable tool, synergizing with other mechanisms in many different areas.


As a driving force in innovation, crowdfunding has much to offer not just start-ups, but established corporations as well. Crowdfunding can be used to validate and provide proof of concept. It can speed up development by harnessing the collective thoughts and experiences of a large group, refining and improving on existing ideas. It can be used as a tool in selecting investment partners and it can even be employed as an internal mechanism to encourage improvement, entrepreneurship, and innovation from within.


Big companies often fear becoming stagnant and losing the ability to compete in an evolving market. But by using crowdfunding creatively, they can promote internal innovation as well as acquire a continuous influx of new ideas while maintaining a connection with their target audience; the main power of crowdfunding is the ability to engage.


As a tool for marketing, crowdfunding is a natural benefactor. Marketing is all about creating and maintaining a connection with customers and potential customers—an intrinsic byproduct of the crowdfunding process. Even crowdfunding campaigns that are strictly focused on fundraising go a long way toward creating an engaged customer base, increasing product and brand awareness, and establishing avenues for future marketing. These effects can be multiplied tenfold when properly applied by an established company. As well as directly funding sales, a crowdfunding tool can be used to leverage marketing efforts and boost sales indirectly by creating product awareness and increasing media impressions and web traffic extraordinarily.


Another area where crowdfunding may have a significant, if indirect, impact on company performance is in the field of public relations. Crowdfunding tools can not only help a company connect better with its community, but also allow the community members to become an actual part of the company’s Corporate Social Responsibility plan. When a company and its public work together for a common cause it can have a significant impact, both on the community and on the company’s marketability.


Crowdfunding can even be used as a tool to stimulate economic development by providing small businesses with crowd-asset resources, providing supplemental funding, and encouraging and directing other finance mechanisms. Companies and organizations that wish to invest in start-up ventures, whether for profit or non-profit goals, can use crowdfunding tools as a means of validating opportunities and weeding out unripe ones.


An evolution


This is just the beginning. The cases presented in this book are the first steps taken by some of the biggest brand names and organizations on the globe—a foray into a new world of corporate crowdfunding—and many others have begun to follow suit, adapting to an evolving reality. And that’s what crowdfunding is—an evolution, not a revolution. It’s what’s next.


Crowdfunding fosters engagement, active participation, free-market principles, and mutually assured advancement, all while synergizing with current trends of collaborative consumption and social interaction. But the best thing about crowdfunding is that it synergizes with itself. The more crowdfunding there is, the more power it has—just like a speeding object that gains momentum as it grows in mass. We hope this book will both inform and inspire—leading to more involvement in crowdfunding as it exists today and to the creation of new crowdfunding ideas and applications for the benefit of all.
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Arguably the most novel funding mechanism to emerge in the past decade, crowdfunding has become one of the most viable methods of sourcing early-stage and seed capital. Its origins lie in the concept of crowdsourcing, where the “crowd” is used to obtain ideas, solutions, and feedback for the development of activities or initiatives. Crowdfunding, in contrast, is described by Wikipedia as the “collective effort of individuals who network and pool their resources, usually via the Internet, to support efforts initiated by other people or organizations.”


Most crowdfunding campaigns take place on purpose-designed platforms, most of which require the entrepreneur to meet a certain funding goal within an allotted time-frame; if the designated goal is not pledged by the funders, the funds are returned and the project is cancelled. It is a method used for a limitless range of projects, including, but not limited to, disaster relief, start-up company funding, film-making, gaming, and disease and healthcare research and development.


Whereas traditional funding routes such as bank loans or venture capital center on large dollar investments, crowdfunding solicits small contributions from large numbers of people. Moreover, crowdfunding provides access to the minds of the donors and crowd, allowing businesses and project owners to test and market an idea on a group before bringing it to market. There are several different crowdfunding models that make this possible, which rely on a variety of motivations among donors:





Donation-based



Contributions are given in the form of a donation. Donors are motivated by social or intrinsic aims and do not receive tangible benefits (i.e. no money, equity, or perk) in return. Example: Donately (www.donate.ly)


Peer-to-peer lending


Contributions are given in the form of a loan. Lenders are motivated by a desire for returns on their investment and intrinsic aims, and receive repayment of the loan with interest. Occasionally, if the donor is socially motivated, the loan is repaid without interest. Example: Kiva (www.kiva.org)


Equity-based


Contributions are given in the form of an investment. Investors are motivated by a combination of intrinsic, social, and financial reasons and receive a return on investment over time if the business succeeds. Example: CircleUp (www.circleup.com)


Reward-based


Contributions are given in the form of donation or pre-purchase of a product or service. Donors are motivated by the rewards (perks) and by social aims, and receive the reward or perk as payment. Example: Kickstarter (www.kickstarter.com)





In 2012, projects and businesses raised $2.7 billion through these crowdfunding models. Today there are 450 crowdfunding platforms worldwide, with 191 in the United States, 44 in Britain, and over 100 more in the rest of the Eurozone (growing almost daily). To date, reward-based platforms have proven to be the most popular. The Kickstarter platform alone has featured some 58,038 projects, garnering $1,026,290,122.


Early successes


One of Kickstarter’s most notable successes is the “Double Fine Adventure” project. Double Fine is a point-and-click adventure game created by Tim Schafer. While Schafer was a veteran of the prominent media firm LucasArts, adventure games were fairly niche and the founders experienced difficulty securing financing for their new game. In February 2012, Schafer launched a Kickstarter campaign to raise $400,000 for Double Fine, with $100,000 destined for film production and the other $300,000 invested in the game. Using a reward-based model, the campaign offered perks ranging from a special edition version of the game (for $100 donors) to lunch with Tim Schafer and Ron Gilbert plus all the perks offered at every other level (for four backers, pledging $100,000). The latter sold out, and Double Fine raised $3,336,371 from 87,142 donors.


During the development of the game, Shafer’s team focused its efforts on brainstorming with their community, soliciting their advice on the concept for the location of the game and ideas for future locations and backdrops. Several of the ideas were developed and illustrated by the team’s concept artists. Tim Schafer promised to keep fans updated about the progress and development of Double Fine through social media, and the unbridled enthusiasm of the backers can be viewed on the project’s Kickstarter website, where backers still engage in dialogue about the game through their virtual community.


Another notable Kickstarter success is the Pebble Watch, a wristwatch that displays messages from a smartphone via Bluetooth 4.0. While Pebble Technology founder Eric Migicovsky raised $375,000 through venture capital, the company was unable to secure additional funding and turned to Kickstarter to run a rewards-based crowdfunding campaign. Pebble Technology set a goal of $100,000 for a five-week campaign, where individuals who pledged $115 received the first Pebble Watches available to the public. Donors were essentially pre-ordering the watch at a discounted price of $115 rather than waiting for it to become commercially available at the retail price of $150. At the end of the five weeks, the Pebble Watch had raised $10,266,844 from 68,928 people.


The success of these two projects offers important lessons about the non-monetary benefits of crowdfunding: crowd wisdom and feedback. The crowdfunding model creates a platform of communication between the funders and the company, whereby the funders can offer feedback and suggestions for the product. Pebble Technology, for example, reacted to funder feedback to make their watch water-resistant—an important feature that came from the virtual  community of Pebble donors and potential buyers, rather than Pebble Employees.


Like many founders of early growth companies, Eric Migicovsky was qualified and knowledgeable in his field, experiencing earlier success with an acclaimed Blackberry-compatible smart watch called the inPulse. Nonetheless, his pitch for the Pebble Watch was rejected by venture capitalists and angel investors in Silicon Valley. “I wasn’t extremely surprised,” said Migicovsky in an interview with the Los Angeles Times. “Hardware is much harder to raise money for. We were hoping we could convince some people to our vision, but it didn’t work out.”


Tim Schafer and Ron Gilbert at Double Fine were even more experienced in the gaming sector; Schafer had a number of successful adventure games under his belt at LucasArts, and Ron Gilbert was dubbed the “unofficial father of the genre” by Wired magazine. Yet, both individuals expressed their cynicism with traditional funding mechanisms. “If I were to go to a publisher right now and pitch an adventure game,” said Schafer, “they’d laugh in my face.” Gilbert agreed: “From first-hand experience, I can tell you that if you even utter the words ‘adventure game’ in a meeting with a publisher you can just pack up your spiffy concept art and leave. You’d get a better reaction by announcing that you have the plague.” With a stigmatized genre and laughable reactions from the industry, turning to friends, family, and fans was the only viable alternative.


What is compelling about both of these stories is that the rejection of funding from traditional mechanisms was by no means a reflection on the experience or quality of either the business idea or the entrepreneurs; it was an issue of perceived risk. One of the strengths of crowdfunding is that it reaches a different kind of donor, whose personal attraction to a project can outweigh any risk. Supporters of the Pebble Watch, for example, considered the watch to be new, cool, and geeky. They also got to own one before the product went to market, and, for many people, the perceived social value of being an “early adopter” is worth the risk of investment. Likewise, many of the supporters of Double Fine were already fans of adventure games, and had an emotional connection with the previous works of Ron Gilbert and Tim Schafer.


The benefits for corporations


The perception of risk has proved to be one of the key drivers in the rise of corporate crowdfunding. Traditional providers of investment such as banks, venture capitalists, and angel investors are tied to inherently risk-averse business models, and the economic volatility of the 2008 financial crisis only made matters worse. As traditional sources of funding dried up, crowdfunding increasingly helped to fill the void. More significantly, the use of crowdfunding expanded beyond early-stage companies and first-time entrepreneurs.


Large corporations and enterprises began to experiment with the crowdfunding model as a means of staying afloat in the new economy. What they discovered has led to a fundamental reassessment of who investors are and what they can offer. By expanding the definition of “investor” to include members of the crowd, large enterprises have not only found a new source of funding, they have tapped into an engaged community capable of supplying indispensable resources such as product feedback, market validation, intrapreneurship, and new business models.


Corporations have also discovered that the relationship between business and crowd can be very different to that between business and venture capitalist. In many cases, funding from the crowd is non-dilutive, allowing the organization to retain creative control over the product and service. While they have the option to follow recommendations given by of the thousands of donors who make up the crowd, they are not accountable to them in the same way that they would be to a single venture capitalist firm.


Warner Bros.


A billion-dollar multi-media company does not seem a likely candidate for crowdfunding, but Warner Bros. is partially responsible for the most successful crowdfunding film venture ever undertaken. Veronica Mars was a deeply beloved television show that was cancelled after three seasons, without any resolution of the fate of its characters. The series creator, Rob Thomas, was convinced that he had a fan base hungry for more content, but for years Warner Bros., who owns the rights to the series, refused to finance a film. Eventually Thomas and the company came to an agreement. Thomas would use a Kickstarter campaign to raise the necessary funds, which would be deposited into a production account set up by the movie studio. In return, Warner Bros. agreed to absorb the costs for marketing and film release.


The results were staggering. The Veronica Mars campaign raised $5,702,153 from 91,585 individual donors. For Rob Thomas and the Veronica Mars team, the payoff was clear: their project was funded. For Warner Bros., the benefits were more nuanced; $5.7 million is not a significant sum of money for a company with such deep pockets. The more significant benefit lay in the market testing and validation. Over 91,000 individuals contributed to the Veronica Mars project, underscoring not only the sheer number of potential consumers, but also the number willing to spend their money and time on a project with which they have an emotional connection.


Universal Music Group


Like Warner Bros., Universal Music Group does not seem a natural fit for launching a crowdfunding project. Yet the music group has gone one step further by announcing its own crowdfunding platform called “The Vinyl Project.” According to UVinyl, the branch of Universal responsible for vinyl records, the new platform will be: “A crowdfunded vinyl service that makes use of Universal Music’s extensive catalogue to offer sought-after deleted records to be re-pressed in this great format. Funders will become owners of limited edition records, which will also include digital downloads & personalized art prints.”


Like the Veronica Mars film, The Vinyl Project is not expected to post blockbuster profits. While films like Harry Potter and the Deathly Hallows – Part 2 can make over a billion dollars at the box office, smaller films like Veronica Mars are not expected to garner such sales. Similarly, in 2012, vinyl accounted for only 1.4 percent of album sales. While that may seem exceedingly small, vinyl sales were up 18 percent from the year before, according to Nielsen. With this in mind, it is critical to note that crowdfunding, besides being a mechanism to absorb the cost of production, is a means of testing the market to assess whether or not a product or service will succeed. For the Universal Music Group, selling 4.6 million physical albums, paired with the 18 percent upswing from the year before, indicates that a sufficiently healthy vinyl market exists.


By bringing crowdfunding into the mix, Universal will be able to secure funding for the production of its out-of-print records, but it will also be able to gauge which albums are most likely to sell to their target market through crowd feedback, ultimately narrowing the risk margin and allowing the organization to deliver exactly the type of product their target market is after.


Procter & Gamble


While Universal Music Group and Warner Bros. are using their existing product portfolio for crowdfunded projects, Procter & Gamble (P&G) is using crowdfunding as a vehicle for scouting new products. The company has partnered with CircleUp, a leading crowdfunding platform that connects new consumer brands with investors. The terms of the partnership mean that P&G has privileged access to CircleUp’s portfolio of start-ups, giving it the opportunity to invest in or acquire businesses of interest.


For P&G, much of the appeal lies in the vetting of the consumer brands for market viability. As Andrew Backs, manager of new business creation at P&G, puts it: “If it’s a bad idea, then it’s just simply not going to get funded.” However, the partnership also represents the enterprise’s latest step in an evolving approach to innovation.


Henry Chesbrough rightly asserts that the twentieth century was defined by closed innovation, whereby enterprises like P&G innovated internally through large research and development (R&D) budgets and by hiring the smartest people, they could get their hands on. These factors allowed large organizations to get their products to market faster; and once the profits were streaming in, they could be reinvested into R&D and the cycle would start all over again.


Yet the end of the century saw a shift away from this pattern. An increase in mobile workers and knowledge workers twinned with a rise in the use of venture capital led to start-up companies being responsible for many of the breakthrough innovations in the market. Large enterprises like P&G no longer had the monopoly on innovation. They could no longer expect to attract the brightest individuals; instead, those same individuals were turning to venture capitalists to fund their ideas.


P&G needed to find a new way to access bright minds and the answer initially lay in crowdsourcing. Following a change in company leadership in 2000, P&G set an ambitious goal of taking 50 percent of its ideas for growth from outside sources over the next five years. At the time, P&G had about 8,200 staff in its innovation team. Of those, 7,500 were internal team members, 400 were working through P&G suppliers, and 300 were external. Since then P&G has almost doubled the size of the team. According to Larry Huston, the R&D executive who oversaw the transformation: “We still have 7,500 internally but now we have 2,000 with suppliers and 7,000 virtual and extended partners.”


P&G’s use of crowdsourcing has proved to be an unequivocal success, and the move into crowdfunding via CircleUp is the next step in a fundamental shift towards a more unconventional modus operandi. The benefits are similar: P&G gets access to innovative ideas but it also gains market validation—the individuals providing the feedback or the “wisdom” are the ones actually funding the project itself. These donors have a stake in the success of the product monetarily, yet they are still engaged members of the community and are able to provide not only feedback about the new product or service, but validation of the market. If co-investment is needed by the donors and the enterprise to get the product to market itself, as was the case with Warner Bros. and Veronica Mars, the level of risk for the enterprise is reduced because the donors are the potential buyers.


Intrapreneurship


Internal crowdfunding occurs when an enterprise sets up a crowdfunding platform within the boundaries of its own organization in the hopes of expanding its innovation pipeline. It is another dynamic way for enterprises to harness the wisdom of the crowd for the sake of their own products and services. This concept is linked to “intrapreneurship,” where companies work to encourage an entrepreneurial attitude among their employees with the end goal of expanding their R&D portfolios. Over the past few years, large enterprises have used the principles of crowdsourcing as a means to achieve “intrapreneurship,” designing programs where employees can come together to brainstorm new ideas which are then pitched to the higher-ups within the organization.
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