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PREFACE


I’m one of you. An entrepreneur who needs funds but who does not have the benefit of a robust Rolodex of angel investors, venture capitalists, or heck, even a plethora of wealthy friends on whom I can call. Over the years I have managed to launch and grow several companies, but each time the process of scraping together the funding was daunting. How do hardworking and dedicated entrepreneurs without connections raise capital? There had to be a better way.

So I’m home one Friday night and I see a TV news piece about a man in England who was tired of only billionaires owning sports teams. He decided to fund a soccer team via the web by offering as many people as possible the chance to give just a little bit (about $50 each) to become owners of a team that they would recruit and manage. He raised $400,000 in the first 48 hours the opportunity went “live” on the internet. As I watched this story unfold, my first  thought was, “Why can’t this approach be used for businesses”? That night was the beginning of my efforts to launch a funding platform to support entrepreneurs, and the start of a now multiyear journey to shape an entirely new industry.

I bring to this book the unique perspective of serial entrepreneur, founder of a leading crowdfunding platform, and former crowdfunding campaign owner (yes, I crowdfunded, in part, the launch of my company’s website). Perhaps most significantly, I have personally reviewed thousands of submissions to our crowdfunding website and have consulted with many of those who have been most successful on our platform. I know what it takes to run a successful campaign and I want to help every entrepreneur I can to reach their funding goal (to this end we also launched Crowdfunding Academy where we offer education, support, and even experts to give you custom feedback on your campaign).

It is exciting for me to see that with the rise of crowdfunding, entrepreneurs no longer have to confront the “gatekeepers” who control access to things like money and sales channels. We can now go directly to the crowd to share our message, pre-sell our products, and thanks to things like 3D printing, get access to the inexpensive tools we need to see our visions come to life.





INTRODUCTION


If, like me, you don’t have an impressive list of investors at hand, this book is for you. Take heart in the fact that while you may not know one person who can write you a check for $5,000, I bet you know 100 people who, if you had a good idea, would each give you $50. Raising money this way—from many people in small increments—is the essence of “crowdfunding.”

Crowdfunding, where individuals appeal for contributions from the public using an online platform, is becoming a powerful way to fund new entrepreneurial projects and ventures. Massolution, a research and advisory firm specializing in crowdsourcing, reported that in 2012 crowdfunding platforms grew 81 percent and raised $2.7 billion; they are forecasted to bring in over $5.1 billion in 2013. Although this has the potential to be a tremendous financial boon to entrepreneurs and innovators, on average 60 percent of all crowdfunding projects fail.

So what does it take to win the hearts and wallets of potential backers? By applying the advice and strategies in this book, you can properly prepare and communicate your project with passion, creativity, and the effectiveness required to fund your dream.

Along with a brief introduction to what crowdfunding is and for whom it works best, this book offers tips, best practices, and resources for creating and running a successful crowdfunding campaign. The advice covered is segmented into “Pre-Campaign,” “Campaign Launch,” and “Post-Launch” sections and includes insights from successful and unsuccessful project owners. The book closes with an overview of the new laws currently being shaped that will soon allow for equity crowdfunding investment and includes helpful checklists, as well as links to examples of effective campaign videos.

Even though this book focuses on entrepreneurial campaigns, the advice can be applied to any form of crowdfunding, whether for social causes, art and science efforts, educational endeavors, or any other ideas that need support.

As John Allston once said, “The only thing you take with you when you’re gone is what you leave behind,” so . . . go build something!
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CROWDFUNDING EXPLAINED


Reality Check: Having a good idea is not enough—you
 have to convince the crowd.




While the term “crowdfunding” is seemingly self-explanatory—funding from a crowd—it can also be misleading and might in part be to blame for why the majority of funding campaigns fail. For the most part, crowds are not roaming these funding platforms looking for random projects to support (but yes, you can attract strangers to your campaign by employing the tips and techniques covered in this book). For crowdfunding to work, you need a combination of elements, including a great idea, an engaged following, compelling thank-you perks, and several months that you can dedicate to your campaign.

Crowdfunding is where you raise money by asking the crowd to directly fund your idea or venture in small increments (e.g., $25 or $50 per person), and then pool this money to meet a funding goal. You post your idea on a crowdfunding website and use its built-in templates to create your presentation, including things like a funding  goal and fundraising timeline, an explanatory video, and thank-you perks you offer as incentives to contribute, and use the provided social media tools to promote your posted project to the world. Success requires a strong community from which you can draw support, whether you are lucky enough to start with one or must build one before you begin your campaign. Project owners must take an active role in running what is truly a full-fledged fundraising campaign, including consistently promoting their project page via every channel imaginable. Think politics—do you see those campaign ads just once?




History and Overview

Crowdfunding is not new; it’s been successfully used by politicians soliciting campaign donations and by social organizations raising money to meet the needs of victims of tragedies. Long before technologies and social media advanced, publisher Joseph Pulitzer used crowdfunding in 1885 to raise the $100,000 needed to complete payment of the pedestal of the Statue of Liberty. When efforts to raise $250,000 for the granite base fell short, Mr. Pulitzer used his newspaper, The New York World, to solicit donations from 160,000 readers (with each giving a dollar or two) and got the capital needed to complete the task. This great demonstration of the power of the crowd to come together to make something happen is on display every day in the New York Harbor as a reminder of what we can do when we each give just a little of what we have to support each other.

Technology has made connecting with each other ubiquitous and introduced easy online payments, and as a result, a robust crowdfunding ecosystem is developing. When we started our crowdfunding website peerbackers.com, there were only a handful of active funding platforms; now there are hundreds of sites. Third-party providers supporting these platforms are quickly expanding as well, offering services such as reward fulfillment, marketplaces for completed crowdfunded products, background checks, and industry trade associations.

We have seen thousands of success stories emerge from the crowdfunding ecosystem, from the 3D printing pen that started with a  goal of $30,000 on Kickstarter and ended with well over $2 million, to the more modest (and more customary) achievements of entrepreneurs like Margot Broom, who raised the $10,000 she needed on peerbackers to move her growing yoga studio into a new space (see Figure 1.1). Crowdfunding is not only a viable and relatively rapid way to get the financing you need for your venture, it is also an exciting way to develop your business or products in collaboration with those who back you.


NOT ALL CROWDFUNDING IS ONLINE


There are an increasing number of off-line events that are adding a live crowdfunding component. For example, Jason Calacanis’s annual LAUNCH Festival, where startups pitch for investment, included a real-time, live crowdfunding element this year. Potential investors could commit virtual dollars via a phone app during the entrepreneur’s onstage pitch. The investors could then follow up post-pitch to discuss their interest. Although any audience member could virtually “invest,” due to SEC regulations, only accredited investors could actually follow-up with real dollars.

 



The advantage over online crowdfunding is exclusivity and engagement. Investors attending a live event have exclusive access to the investment opportunity; online, anyone with internet access can discover an emerging venture. And meeting entrepreneurs in person—seeing their energy, having them answer questions on the fly—can go a long way to building comfort and strengthening the connection between entrepreneur and investor.

 



Live events comprise a small share of the crowdfunding ecosystem, but the trend is expected to grow. You can host your own live crowdfunding event by throwing a campaign launch party for your friends, family, and early supporters. Whether they donate on or offline during the party, it’s a great way to make them feel an intimate part of the campaign!



 






Figure 1.1 Margot Broom’s Crowdfunding Campaign Page
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There is a lot more disruption in the financing world to come as we all prepare for the full implementation of the April, 2012 JOBS (Jump-start Our Business) Act in which crowdfunding for equity was approved. For the first time, all Americans, no matter their socio-economic status, will have the right to invest in private companies—in other words, buy shares in those companies. Until this new legislation, only “accredited investors”—individuals with annual income of $200,000 or net worth of $1,000,000 or more—had this privilege. Now, everyday Americans will be allowed to buy shares in promising startups through crowdfunding platforms. I cannot understate the enormity of this development for small businesses. If even 1 percent of the investments that Americans currently hold are moved to these small businesses via crowdfunding platforms, it will represent $300 billion moving into the hands of dedicated entrepreneurs. This is certainly one way to jump-start our economy again!




Benefits Beyond Capital

Even though attracting capital is usually the primary reason people crowdfund, there are additional benefits that go beyond funding. Whenever I bet even $10 on a horserace, I want very much to see that horse cross over the finish line first. Imagine how that translates into a willingness to evangelize by those who bet on your business. Those who back your campaign feel invested in your success and are often happy to take an active role in sharing your story and supporting your growing business.

Keep these additional advantages in mind when considering if crowdfunding is right for you:
■ Brand awareness. Your campaign can build brand awareness as you spread the word about your product or venture. Only a portion of those who see your campaign will back you, but everyone who sees your campaign may remember your product or share your page.

■ Customer attainment. In addition to becoming long-term customers, those who do back you can be evangelists for your brand as they talk up your product and tout their role in bringing it to life. 


■ Market testing. Crowdfunding has turned the product manufacturing process on its head. Under the old, yet still prevalent model, a product designer sells his or her product to store buyers who in turn order inventory and hope for sales. Through crowdfunding, product designers can now test-market their products through pre-sales.

■ Product feedback. I’ve heard from many crowdfunding entrepreneurs that the specific input they received from backers on improvements or desired product features was more valuable than the capital.

■ Skill-sharpening. You will strengthen your social media and marketing skills, and increase your fans and followers.





So keep in mind that dollars are just one aspect of the value you can derive from crowdfunding.

 



If It Sounds Too Good to Be True, It Probably Is

For all the positive implications of crowdfunding, there is a downside. This financing approach is not a good fit for every business owner, and there have been numerous horror stories of campaign owners failing to fulfill their campaign promises, such as not shipping their promised rewards. The majority of these failures have been as a result of things like poor planning, under-budgeting, unreliable manufacturers, and not due to intentional fraud. But they can still damage the entrepreneur’s reputation and deliver a crushing blow to an emerging business. There are stories in the industry of project creators being sued by backers and even declaring bankruptcy due to the fallout from failed projects. Taking money from the public isn’t something to enter into lightly.


GAINED CONFIDENCE


“I just solidified a partnership that I think will make my business truly scalable with high growth potential. I don’t think I would have had the confidence a year ago to approach this person with my partnership idea, but after mastering “the fearless ask” with my peerbackers campaign, I am so glad I followed through.”

 



—Tara Coles, raised $3,700 for ClusterArt, 
an online platform for turning memories into one of a kind art.



Additionally, given that crowdfunding is by its very nature a public event, failing to meet your campaign goal can also have a negative impact on your brand. This is particularly true if you have hopes of raising angel or venture capital; investors may read this missed goal as a lack of interest in your offering as well as a lack of marketing prowess on your part.

The last area where some project owners express concern is in protecting their ideas, especially when they are inventing a new product. Although I personally believe that it is not really the idea that is of value but the implementation of that idea, there’s certainly a risk in sharing the details of a yet-to-be-produced product. I would encourage all entrepreneurs who are promoting a new product to at least take the step of filing a provisional patent before posting publicly for capital.

While I’m excited about the democratization of the flow of capital to small businesses, crowdfunding is not a total panacea. Even though we all hear of wildly successful campaigns that raise millions of dollars, please note that these are the exception to the rule. Case in point: Out of the 100,000-plus projects posted on Kickstarter, less than 50 as of this writing have hit $1 million or more. The average raised throughout the entire industry across all reward-based crowdfunding platforms—Kickstarter included—is just over $7,000 per project.

Additionally, getting money from the crowd rather than angel investors and venture capitalist or by joining incubators, can also mean that you miss out on valuable advice, mentorship, and even the rigors of creating a business plan, all of which would go hand-in-hand with securing more traditional financing. So if you do choose the  crowdfunding route, be sure to outline at least a minimal business plan and seek advisors who can guide you. One of these advisors may possibly even emerge from the crowd who backs your project!




Convincing the Crowd

You’ll have to passionately and creatively sell your idea to your crowdfunding page viewers. Seeing a crowdfunding video of two co-founders knowledgeably and enthusiastically demonstrating their product beats watching an entrepreneur sitting in their kitchen telling me about their cool idea. If your project or venture is particularly meaningful—it would have a social impact or be a change-maker in some way—it may be easier to provoke a stronger emotional bond with viewers and entice them to back you. One of our clients ran a coffee roasting venture called Second Chance Coffee company, and although his crowdfunding campaign told us about his great, hand-roasted coffee, he also emphasized that his company employs ex-prisoners who need a second chance at life. As in the coffee example, if you have passion and purpose, and can enthusiastically communicate the problem that your business is solving, you are ripe for crowdfunding!


I FEEL YOUR PAIN


When my business partner and I sought out to launch peerbackers, I thought it was only fair that I personally go through the process of crowdfunding if I was going to be in this business. How could I fully understand the process, or advise others, if I had not run a campaign myself? When I crowdfunded, I did some things right ... and some things wrong. I was a newbie, after all!

 



What I did right was to frame my message to communicate that I was asking for backers to help me help others, rather than fund me, per se. I made it clear that by supporting my launch of a crowdfunding platform for entrepreneurs, contributors would get more bang for their buck because they were “paying it forward” to the many small-business owners who would benefit from our site. I also knew to review my network in advance and make a promotional plan.

 



I kept my campaign in front of everyone via direct emails and Facebook posts. There were no platforms available on which to post—Kickstarter and Indiegogo were focused solely on arts at the time—so I had a friend design a limited functionality peerbackers site (no built-in social media sharing tools, no bells and whistles) as my crowdfunding mechanism.

 



What I did not know at the time was that engaging a team would have expanded my reach, and I should have worked in advance of the campaign to contact press. My rewards weren’t all that buzz-worthy, and we didn’t shoot a pitch video, even though my business partner and I have 25 years of experience in the TV industry (what was I thinking?!). The hardest part for me was the emotional ups and downs of the campaign, especially finding out who didn’t come forward to help. On the bright side, you always remember who stepped up (thanks, Darrin, for being the first!), and you have this immense feeling of gratitude for everyone who supported you.

 



Ultimately, we raised enough to pay a chunk of the costs for our current peerbackers platform, and we learned a lot of lessons that I can now pass along!



By reviewing the thousands of applications that we receive from those who want to post on our crowdfunding website, I can usually get an immediate sense of which submissions are really suited for this fundraising approach. Submitters who have difficulty concisely and effectively describing their idea, or who say they don’t really “get” this social media stuff, or who are looking to raise an unreasonable amount of capital, are tell-tale signs that crowdfunding may not be the best financing solution. Crowdfunding is not for everyone.

 





Figure 1.2

Courtesy of David Fletcher, cloudtweaks. com
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Your Crowdfunding Potential

Are you or your idea right for crowdfunding? Ask yourself:
■ Can my business or idea be easily described?

■ Do I have something of value to offer my backers?

■ Do I have a strong social network, or can I build one?

■ Can I devote several months to a campaign?

■ How do I feel about shameless self-promotion?

■ Am I an effective communicator?

■ Is my project or idea meaningful?

■ Am I an insane multitasker?

■ Am I credible in my field?





For me, one of the most frustrating aspects to raising money for my ventures was not being in control of the process. Even if I was lucky enough to find and pitch investors, there was always the dreaded follow-up where each one wanted to see different, and often conflicting, tweaks to my business plan and everyone had a different timetable for their decisions. When you wait to hear back from investors, it becomes abundantly clear that while communicating with them may be your priority, rarely are you one of theirs! Consequently, one of the most rewarding aspects of crowdfunding is knowing that you control your own destiny. Whether you raise the funding you need is completely dependent on you: how creatively you pitch, how persistently you promote, and how hard you work to devise valuable and compelling rewards for your campaign.





chapter 2

TYPES OF CROWDFUNDING


Reality Check: No matter the model, backers expect results.




Even though many people think the term “crowdfunding” is universal, there are actually multiple options available for those needing to raise funds. These models of crowdfunding basically break down into those that offer a financial return for backers and those that do not.




Platform Models Defined

Choosing the best form of crowdfunding in which to engage is the first decision an entrepreneur must make before moving forward. Options include a donation model, a reward model, a debt model, one that offers royalties, and finally the newest approach, which allows equity (the purchase of company shares in exchange for the backing).

OEBPS/sall_9781613082607_oeb_001_r1.jpg
gALLY OUTLAW

FOUNDER OF X
peerbockers \ @ :





OEBPS/sall_9781613082607_oeb_003_r1.gif





OEBPS/sall_9781613082607_oeb_002_r1.gif









OEBPS/sall_9781613082607_msr_cvi_r1.jpg





