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After the financial crisis of 2007-08, start-up financing experienced a credit crunch which
significantly reduced the amount of successful financing rounds. As a result, new financing methods
such as crowdfunding started to make their break through. The aim of this study is to gain an
understanding how has this new phenomenon: crowdfunding been integrated to the Finnish start-up
scene as very little research about it in the Finnish context has been conducted.

This study focuses especially on analysing the benefits crowdfunding has compared to the traditional
start-up financing methods, the key factors which affect the success of a crowdfunding campaign and
the restrictions/limitations which currently prevent crowdfunding from being used at its full potential.

This study consists of theory part which is based on the literature review of previous studies conducted
about crowdfunding and interviews with five representatives of Finnish start-up companies and two
representatives of Finnish crowdfunding platforms.

Main findings of this study include the following. Finnish start-ups can in general find funds via
crowdfunding roughly as likely as start-ups internationally. The main motivations for Finnish start-
ups to select crowdfunding vary between the different types of crowdfunding but a common motive
of outsourcing the bureaucracy involved in the financing process was identified for all the types. For
open equity based crowdfunding, increased media visibility and for closed equity crowdfunding time
and cost-savings were considered as the key motivations. The key success factors for the campaign
include: preparation of high quality investor materials, transparent communication with investors,
active promotion of the campaign (especially reward and open equity crowdfunding) and social
capital of the entrepreneurs themselves were recognized. The biggest limiting factors for the use of
crowdfunding currently in Finland include both regulations such as Money collection act and cautious
attitudes due to the lack of positive evidence. However, the legislation has become more and more
accepting and the future views for crowdfunding look positive.
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Vuoden 2007-08 talouskriisin jdlkeen start-up-yritysten rahoitus koki luottolaman, joka merkittavéasti
vidhensi onnistuneiden rahoituskierrosten madrdd. Tadmédn seurauksena monet uudet
rahoitusmenetelmait, kuten joukkorahoitus yleistyivit. Tdmén tutkielman tarkoituksena on muodostaa
kokonaiskuva, kuinka timé uusi rahoitusmenetelmé on integroitunut osaksi suomalaista start-up-
rahoitus kenttédd, silld aihetta on tutkittu aiemmin hyvin vahin.

Tamai tutkielma keskittyy erityisesti analysoimaan joukkorahoituksen etuja verrattuna perinteisiin
rahoitusmenetelmiin, kamppanjassa menestymiseen vaikuttavia tekijoitd, sekd tdlld hetkelld
joukkorahoituksen tdyden potentiaalin hyddyntdmisté rajoittavia tekijoitd Suomessa.

Témai tutkielma koostuu teoria-osasta, joka perustuu kirjallisuuskatsaukseen joukkorahoituksesta
aiemmin tehdyista tutkimuksista, sekd empiria-osuuteen, jossa haastatellaan viittd suomalaisen start-
up-yrityksen edustajaa, sekd kahta suomalaisen joukkorahoitusalustan edustajaa.

Tutkielman keskeisimmit johtopaddtokset koostuvat seuraavista: Suomalaiset start-up-yritykset
keskimadrin 16ytivat rahoitusta joukkorahoituksen kautta suurin piirtein yhta tehokkaasti kuin start-
up-yritykset kansainvilisestikin. Pddmotivaatio suomalaisille start-up-yrityksille joukkorahoituksen
kayttoon vaihtelee eri joukkorahoitustyyppien vililld, mutta byrokratian ulkoistaminen todettiin
tarkedksi motivoivaksi syyksi kaikissa eri tyypeissi. Avoimen omanpddoman ehtoisen
joukkorahoituksen kaytolle tarkedksi koettiin my0s saavutettavissa oleva mediandkyvyys ja suljetulle
omanpddoman ehtoiselle joukkorahoitukselle tdmin sijasta ajan, sekd resurssien sddstaminen.
Térkeimmiksi tekijoiksi kamppanjassa menestymisen kannalta koettiin korkealaatuisten
sijoittajamateriaalien tuottaminen, avoin viestintd sijoittajien kanssa, kamppanjan aktiivinen
markkinointi ja yrittdjien sosiaalinen padoma. Suurimmiksi joukkorahoituksen tdyden potentiaalin
hyodyntdmistd rajoittaviksi tekijoiksi koettiin lakiin liityvdt tekijdt, kuten tdmédn hetkinen
rahainkeruulaki, sekd sijoittajien varovaiset asenteet wuutta sijoitusmuotoa  kohtaan.
Joukkorahoituksen tulevaisuuden nikymat Suomessa koettiin kuitenkin positiivisiksi.
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1 Introduction

1.1 Background of the study

During the years 2011-2014 the GDP growth of Finland has been on a relatively poor level having
more quarters of a year with negative GDP growth than with a positive GDP growth (Trading
Economies, 2016A). Whereas the economy hasn’t grown much, the unemployment has increased and
stayed at a rather elevated level of roughly eight percent (Trading Economies, 2016B). Whereas the
growth has stayed low, the need for more business investments has grown. Managing tax professional
Tero Honkavara from the Confederation of Finnish industries (Finnish: Elinkeinoeldmén keskusliitto)
has openly stated his concern about the lack of investments being one of the biggest threats for the
Finnish economy at the moment (Elinkeinoeldmin keskusliitto, 2016). As the bigger public
companies are not making enough investments in Finland, the small and medium sized companies
(SMEs) have been almost solely responsible for the generation of new jobs (Tyd ja
elinkeinoministerid, 2016). One potential way for Finland to rise from this economic downturn could
be to find a way to redirect and increase the amount of investments into new and smaller companies.
One relevant way to respond to this need is to develop and enable more ways to finance these

companies such as crowdfunding.

The earliest adaptations of crowdfunding can be tracked down to the birth of micro-finance in Ireland
of 1700s in the form of a loan fund which was founded by Jonathan Swift (Fundable, 2016). This
fund existed to give small loans for low-income families in the rural areas of Ireland and was funded
by many investors (Syndicate Room, 2014). By 1800s there were more than 300 similar programs in

Ireland providing loans to up to 20 percent of the Irish households (Fundable, 2016).

Second phase of this peer-to-peer lending type of crowdfunding was the Credit Unions which were
member-owned financial co-operatives democratically controlled by its members. These unions
existed to provide credit for its members with a competitive interest rates. Credit union founded by
German Franz Hermann Shulze-Delitzsch is considered the first of its kind being founded in 1852.

(Syndicate Room, 2014)

The origin of donation based crowdfunding can be tracked back to 1885 in U.S when the statue of
liberty was donated to U.S by France and Americans needed to finance a granite plinth for it. The
amount of financing needed for the plinth was roughly $ 250.000 and the American Committee was
tasked to raise the money, but it failed being able to collect only roughly $150.000. As the congress

and NY governor both rejected funding for the project, an American journalist Joseph Pulitzer



decided to launch a campaign which managed to gather a little more than the remaining $ 100.000

from over 160 000 Americans. (BBC, 2013)

The concept of micro-finance was further developed when Dr. Mohammad Yunus launched a
program to provide loans for low-income persons in Bangladesh in 1976. This programme was few
years later turned into a company called Grameen Bank and Yunus then received a Nobel peace prize

2006 for this accomplishment (Chukwuogor, 2016).

Modern crowdfunding by definition is done using Internet as a tool (Smith & Green, 2015). In 1997,
British rock band Marillion launched an online campaign to fund their reunion tour by accepting
donations from their fans. They managed to gather total of $60.000 with their campaign and this
success story is often considered to have started the modern crowdfunding era (Syndicate Room,
2014). In 2003, potentially inspired by the successful campaign of Marillion, Brian Camelo a Boston
musician and computer programmer decided to launch ArtistShare, an online platform where artists
can seek donations from fans to produce digital recordings. This web site became very successful and
further expanded its operations to a film, video and photography campaigns. (Freedman & Nutting,
2015) Launch of British” JustGiving” by Zarine Kharas and Anne-Marie Huby in 2000 can also be
considered as an important step for donation based crowdfunding as it was the first website to provide

online tools for charitable donations (Syndicate Room, 2014).

Whereas modern crowdfunding without undoubtedly draws inspiration from microfinance it is also
said to be inspired by crowdsourcing, in which programming or other content providing contributions
are made by individuals in order to achieve greater program or community. A famous example of this
kind of behaviour is Wikipedia in which thousands of individuals have contributed by writing articles

and peer reviewing them. (Lordeman et al., 2014).

The first person known to use the term “crowdfunding” was Michael Sullivan, the creator of
FundaVlog — a website in which people can donate to support video bloggers. (Lordeman et al.,
2014). The Modern crowdfunding in the start-up context became popular as a direct response to the
lack of financing after the financial crisis of 2007-08 (Antonenko et al., 2014) .Two of the currently
best known reward based crowdfunding websites Indiegogo (2008) and Kickstarter (2009) were both
founded in the succession of the crisis (Freedman & Nutting, 2015) and have now become enormous
platforms having provided funding for over hundred thousand projects Indiegogo ~$950 million

(Indiegogo, 2016a) and Kickstarter ~$2,7 billion (Kickstarter, 2016a).
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One of the most recently developed category of crowdfunding, equity based crowdfunding has started
to gain popularity as well during the recent years (Audretsch et al., 2016). GrowVC being the first
available online platform to provide equity crowdfunding in 2010 (Syndicate Room, 2014). Equity
based crowdfunding started its development in Europe and was adopted to U.S few years later when
so called” JOBS Act” was signed by President Obama in 2012 in order to provide exceptions for the
previous regulations for start-ups and thus allowing equity crowdfunding to some extent in U.S

(Antonenko et al., 2014; Chaudry, 2013).

The constant need to develop and discover innovative ways to fund these companies has motivated
this study to explore crowdfunding as an alternative method of finance for Finnish start-ups.
Crowdfunding is still a relatively new method, constantly growing and being accepted in more and
more countries (Vismara, 2016). Crowdfunding has many different forms which will be presented in
more detail later in this study. Most remarkable form of crowdfunding —Equity crowdfunding- was
still illegal in many major economies several years ago. April 5, 2012 The President of United States
of America signed the so called”” Jumpstart Our Business Start-ups Act” (later referred as JOBS Act)
in order to enable start-ups to gather funds via equity crowdfunding (Cunningham, 2012b). This
specific act also encouraged other countries to follow the example and the number of crowdfunding
service platforms has been rapidly growing ever since (Ng et al., 2015). Finally, four years later in
April of 2016 the government of Finland decided to clarify and remove restrictions to use equity

crowdfunding as the eight country in European Union (Helsingin Sanomat 13.4.2016).

This study focuses on discovering how Finnish start-up-companies are currently utilizing this
relatively new method in financing, and trying to understand and highlight which factors affect the
success of a crowdfunding campaign. This study also aims to identify problems in the current
legislation and other boundaries which are limiting the use of crowdfunding. The primary aim of this
study is to provide useful information for start-ups who are attempting to select a suitable method of

finance, political decision-makers and the owners/founders of the Finnish crowdfunding platforms.

What crowdfunding is then all about? Crowdfunding isn’t just a simple method of finance, but a
bigger phenomenon that can be categorized into several subcategories. The amount of these
subcategories varies between different studies, but majority of the studies recognize at least the
following subcategories: donation based, reward based, debt/lending based and equity based
crowdfunding (Smith & Green, 2015; Chaudry, 2013). In donation based crowdfunding, the investors
give a monetary contribution for the campaign, but receive only a small intangible reward or no

reward at all in return. (Ng et al., 2015).
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In reward based crowdfunding the investors receive (usually) more valuable rewards in return for
their contributions. These rewards are usually related to the initial product or service of the start-up,
for example special editions of the product are commonly used as rewards (Ng et al., 2015). Some
studies such as the one of Chaudry (2013) present so-called” pre-sales” model, in which the reward
is the product or service itself, as its own category, but as the line between pre-sales based and reward
based crowdfunding is sometimes hard to draw, in this study both are considered as reward based
crowdfunding. Currently, the most popular internationally used reward based crowdfunding

platforms are Kickstarter and Indiegogo (Ng et al., 2015; Taulli, 2012)

Third category, the debt based crowdfunding, involves investors contributing funds to the company
in exchange for accrued interest (Smith & Green, 2015). This subcategory of crowdfunding is
currently the largest in Finland with total annual investments valued approximately 70 million euros
(estimation) in 2015 (Finlex, 2016). There are several Finnish crowdfunding platforms in which debt
based crowdfunding can be sought and some of the most notable of these are Lainaaja.fi, Fixura Ab

Oy, Fellow Finance (Finlex, 2016) and recently also Invesdor (Invesdor, 2016).

Fourth subcategory, the equity based crowdfunding is a model in which the investors receive a share
of the company, in exchange for the invested capital (Smith & Green, 2015). This process is rather
similar to initial public offering, but the regulatory requirements are much simpler and it is thus
cheaper for the company to arrange (Dorff, 2013). Few years ago, this kind of crowdfunding was still
illegal in many major economies such as the U.S (Cunningham, 2012a) and the clarification of the
law is still required in many countries (Barlas, 2014). The Finnish government has recently acted in
order to clarify the rules regarding crowdfunding (Castrén & Snellman, 2016) and new rules
concerning equity crowdfunding form one major subject in the new law proposal. Currently several
Finnish crowdfunding platforms provide services related to equity crowdfunding and the most
remarkable of these are Invesdor, Venture Bonsai, Kansalaisrahoitus Oy and PocketVenture Oy

(Finlex, 2016).

Equity crowdfunding can then be further divided into subcategories based on the way the campaign
process is organized. In this study, term “open equity crowdfunding” is used to describe the type of
equity crowdfunding in which the platform publicly presents all the on-going crowdfunding
campaigns and term “closed equity crowdfunding” is used to describe the type of equity
crowdfunding in which only the registered users of the platform are able to see the on-going

campaigns.
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In addition to these four subcategories of crowdfunding there exist also other smaller subcategories,
such as Royalty based crowdfunding where investors gain a percentage of the future earnings of the
project (Smith & Green, 2015). As crowdfunding is relatively new phenomenon it is acknowledged
that other ways to benefit from crowdfunding may exist and will likely be developed in the future,
but as the statement of the Finnish government didn’t acknowledge them as part of the Finnish
crowdfunding scene (Finlex, 2016) they are also left outside of this study. The taxonomy of

crowdfunding is demonstrated in figure 1.

Crowdfunding

Available for individuals Available for both Available for companies
Donation Based Debt / Lending Reward Based Equity Based Other types of
Based crowdfunding

Figure 1: The taxonomy of crowdfunding types

The findings of this study can help entrepreneurs in decision-making, when choosing between the
potential methods of finance and provide useful guidance for those who have selected to launch a
crowdfunding campaign. The information provided by this study will also give investors a viable

outlook of this new financing method and the possibilities and limitations related to it.

1.2 Key definitions

In this chapter, the definitions of the key terms, critical for understanding the findings of this study
are explained. The three most relevant terms: crowdfunding, start-up company and Finnish start-up

are explained in detail in chapters 1.2.1-1.2.3.
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1.2.1 Crowdfunding

The definition of crowdfunding varies depending on the context and some institutions include also
all kinds of donations for charities as crowdfunding. This is acknowledged and thus will not leave
out” donations” from being a part of crowdfunding. As pointed out by Lordeman et al. (2014)
fundraising via collection of donations is nothing new - the new characteristic in it, is the use of
Internet to achieve better efficiency (savings in admin costs and time). Donation based crowdfunding

is however not included in the main focus of this study.

The word crowdfunding originates from the term crowdsourcing which was first used by Wired
magazine writer Jeff Howe (Unterberg, 2010). The meaning of crowdsourcing includes not only
crowdfunding, but also crowd co-production in which the crowd contributes together to produce some

goods or services (Daily Crowdsource, 2016).

In search of perfect general definition for crowdfunding Schwienbacher et Larralde, (2012) were
able to provide following definition: ”an open call, mostly through the Internet, for the provision of
financial resources either in the form of donation or in exchange for the future product or some form
of reward to support initiatives for specific purposes” which is quite roundabout definition and even
though it doesn’t leave out the possibility of equity crowdfunding it doesn’t point out the possibility
either. Mollick (2014) defines crowdfunding in the entrepreneurial context into the efforts by the
entrepreneurial individuals or groups to fund their ventures by raising relatively lesser amounts of
money from many investors using the Internet and without financial intermediaries. Another fine
definition of crowdfunding by Belleflamme et al. (2013) states that: crowdfunding allows Crowds to
invest in potentially profitable projects, while also being closely involved in the decision-making

process - both as investors and as potential customers.

These definitions all share common ideas about collecting relatively small contributions from the
crowds of investors using the Internet for sourcing while giving something in return whether it be

products of the company or share of the company so in this study crowdfunding is defined as:

a method for companies or individuals to search funds for their projects from large crowds of
investors in exchange for nothing (donations), rewards, equity or bonds (debt-based) with the help of

Internet.
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1.2.2 Start-up Company

In this study, the focus is on crowdfunding from the point-of-view of a Start-up finance, thus it is
crucial to define what is exactly meant by a start-up company. Start-ups are relatively new companies
that have created an innovation with a lot of growth potential. There is no clear age when a company

ceases to be a start-up, but the line should be drawn somewhere between 5-7 years (Bplans, 2016).

Candice Landau of Bplans points out 3 key differences that separate a new business from a new start-
up: 1) Start-ups are designed to grow fast, meaning that they have large potential markets and ability
to scale up. 2) The constant need to grow also creates big need of financing and refinancing which
basically means that the start-up companies need to rely on equity financing whereas small businesses
may take their time and grow with their own earnings. 3) Start-ups are also designed for the exit
strategy, which means that the companies are most often prepared to eventually be sold for bigger

companies or listed in the stock market. (Bplans, 2016).

Hellman and Puri (2002) provide another solid definition of a start-up company” venture or new
business organization in the earliest stages of its development designed to search for scalable business
model. Idea involves invention of product, manufacturing, or selling products”. In this study, this

definition is used with the addition that also services are included instead of just products.

1.2.3 Finnish Start-up

In the modern world, it is sometimes hard to define the nationality of a company, because the
entrepreneur teams behind the companies may be international or the company with Finnish team

may operate in totally different markets such as the U.S.

To clarify this, in this thesis a start-up company is considered Finnish if at least one of the following

conditions is filled:

- Majority (more than 50%) of the entrepreneur team are Finnish
- Primary market of the company is in Finland

- The Headquarters is located in Finland

1.3 Theoretical framework and focus of the study

The view point of this study is structured based on three different key contexts. First, crowdfunding
is analysed based on aspects of Finance. In the literature review chapter, this study attempts to position

crowdfunding among the other available alternatives of financing from which the start-ups choose
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the most suitable based on their characteristics and the stage of development in which they currently
are. Basically, the financial aspect determines whether the start-up can apply for crowdfunding so it

is one key aspect of examining this phenomenon.

Secondly, the management of the start-ups must be considered. The decisions and actions by the
management of these small companies play a key role in determining whether the campaign is
successful or not. The role of management regarding this is to optimize the start-up for the
crowdfunding campaign by changing the product or business model to fit better the needs of the
investors. The investors’ needs can best be filled by communicating with them using the social aspects
of crowdfunding. The final key context in this study is the legislation and law aspect. The current
laws such as the Consumer Protection Act and Securities Markets Act currently limit the full potential
of crowdfunding in Finland by for example limiting what kind of services the crowdfunding platforms
can legally provide. Naturally for a new phenomenon such as crowdfunding the legislation is
constantly being developed further and new crowdfunding law is implemented in Finland. It is also
reasonable to expect the legislation to change and evolve during the following years so rather than
deeply analyzing the contents of the current laws, the focus is on determining the key guidelines on

which the future legislation should be based.

The relationships between the three key contexts and crowdfunding as a phenomenon are

demonstrated in the figure 2.
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Figure 2: The related contexts

As mentioned earlier, crowdfunding as its entirety consists of at least 5 subcategories (as it keeps
developing, new categories might be discovered in the near future). The focus of this study has been
chosen to cover two of these categories: reward based and equity based crowdfunding. Both
categories can be used by companies where as reward based crowdfunding can also be used by
individuals. The focus of this study is on start-up finance so it is only natural to limit the study to
consider these categories only and focus on the observations of this phenomenon when it involves

start-up companies. The focus is demonstrated in the figure 3.
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Figure 3: Focus of this study

As the aim is also to develop guidelines that are specific in the Finnish environment, this study has
been limited to include only Finnish start-ups. However, it is acknowledged that the research
conducted about the subject in Finnish context is very limited and it is necessary to consult
international research to find guidelines for this study. Crowdfunding is still rather new phenomenon
so majority of relevant studies are less than 6 years old the need to limit the research based on the

publication year is not seen significant.

1.4 Aims of this study

This study aims to chart the current situation of crowdfunding in Finland within the start-up context.
The goal is to analyse the studies previously conducted on crowdfunding and form a framework of
guidelines based on the previous studies. These guidelines will then be tested by interviewing
representatives of companies with experience from crowdfunding and representatives of
crowdfunding platform(s). The results from the interviews will be further examined and compared to
the framework and the framework will be improved accordingly to better represent the current

situation.
This study aims to provide answers to following research questions:
Main research question:
- How do Finnish start-up companies currently use crowdfunding to attract financing?

Sub research questions:
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- What incentives do the Finnish start-up companies have to seek funds via crowdfunding?
- What kind of innovations have typically received funds via crowdfunding in Finland?

- What kind of factors affect the success of a Finnish crowdfunding campaign?

- Do Finnish start-ups find funds for their projects using crowdfunding?

- What kind of restrictions for the use of crowdfunding currently exist in Finland?

How do Finnish Startup companies currently use crowdfunding to attract financing?

| |

Possibilities Guidelines to succeed in crowdfunding Limitations

What incentives
do the Finnish
startup companies
have to seek
funds via
crowdfunding?

Do Finnish
startups find funds
far their projects
using
crowdfunding?

What kind of
innovations have
typically received

funds via
crowdfunding?

What kind of
factors affect the
success of a
Finnish
crowdfunding
campaign?

What kind of
restrictions for the
use of

crowdfunding
currently exist in
Finland?

Figure 4: The relationship between main research question and sub research questions

Figure 4 further explains the relationships between the research questions of this study and helps to

divide them in smaller categories in order to achieve better understanding of the phenomenon.

1.5 Research Methods

This research is mostly qualitative and it is conducted by consulting the previous literature forming
the state-of-art of the research and then complementing the results using Interviews of representatives
of six Finnish start-ups involved in crowdfunding activities and representatives of two Finnish

crowdfunding platforms.

The data used in this study will consist of publications which fulfil the criteria of scientific
publication, the data from crowdfunding platforms, data from related websites, extracts of Finnish
law and official publications of Finnish government. The persons selected to be interviewed are

chosen from available persons representing start-up companies that fulfil the criteria of Finnish start-

up.
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1.5.1 Literature review

Conducting a literature review was selected as a method for this study for multiple reasons. Literature
review is supposed to be an article or part of a study which examines the previous research conducted
on a certain subject (University of Turku, 2016). It provides a good foundation of the subject
phenomenon which is needed to further explore the topic (University of Illinois, 2016) and to justify
the view point of the writer of the study (University of Turku, 2016). The findings of a literature
review can then be used to further develop existing theories or for building a completely new theory
about the phenomenon (Baumeister & Leary, 1997). Fink (2015) argues that literature review is a
good method, because it is systematic, exact and repeatable method to study the subject.

Good literature review is supposed to present the main themes of the relevant literature and commonly
discussed research problems (University of Turku, 2016). It is also expected to not only present these
themes, but also evaluate and use critical thinking to discuss the credibility of the previous findings
(University of Illinois, 2016). One of the main purposes of the literature review is also to justify the
need of the new research and potentially expose the shortcoming of the existing research (University
of Turku, 2016).

Salminen (2011) classifies literature review types in to three main categories: descriptive and
systematic literature review and META-analysis. Descriptive literature review is further divided into
two sub categories: narrative and integrative literature review. Narrative literature review can provide
a wide overall picture about the subject or describe the history and development of the phenomenon.
Systematic literature review on the other hand is more selective and precise method which uses more
strict rules for the process. An example of this kind of process is provided by Fink (2015) which
includes seven main steps including setting the research questions, choosing the suitable
bibliographies and archives, selecting suitable search words, setting a practical filter for the articles,
setting a methodology based filter (i.e. filtering out studies with non-suitable research methods),
conducting the actual review and finally conducting a synthesis about results. Integrative literature
review on the other hand is a mixture of narrative and systematic literature review. It is not supposed
to be as selective the systematic literature review (Evans, 2008) and it allows the comparison of
studies made with different methods. Cooper (1998) provides a guideline for integrative literature
review which includes setting the research problem, getting the materials, evaluation of the materials,
analysis of the materials, interpretation of the findings and finally presenting the results. This
guideline is further demonstrated in the figure 5.
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Figure 5: Guideline for integrative literature review (Cooper, 1998)

The third category, Meta-analysis is also further divided into qualitative and quantitative sub
categories. Qualitative meta-analysis can also be divided further into meta synthesis and meta
summary. Meta synthesis is very close to systematic literature review, but the basic idea behind it is
to summarize the studies in order to reveal the nuances and assumptions. These studies are then
analysed by comparing the similarities and differences to form a reliable big picture. Meta summary
on the other hand is closer to quantitative meta-analysis as it analyses the qualitative research by
quantitative methods. Quantitative meta-analysis on the other hand, focuses on summarizing
quantitative studies by statistic methods. (Salminen, 2011).

In order to find suitable scientific articles for this study, the process of seeking information was made
using two separate archives. The first archive EBSCO Business Source Elite features a collection of
publications in the field of accounting, banking, finance, international business, marketing sales (etc.)
(EBSCO, 2016) and the second archive Springer Link is a platform providing millions of scientific
documents from journals, books, series, protocols and reference works from various fields of studies

(Springer Link, 2016).
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The search for information is conducted in two separate phases, one for each archive. Both phases
use the same search words in each base to provide somewhat comparable results. The first phase is
conducted using EBSCO Business Source Elite as the source and the process is demonstrated in the
figure 6. The first search word selected for the process is” Crowdfunding”, because it is believed to
rule out most of the irrelevant studies. This search provides the total of 1403 publications. These
results are then further filtered with the word” start-ups” as it is decided to only include start-up
related studies and rule out the charity and non-profit related studies. Next step in the search process
is to filter out articles that are not peer reviewed and thus do not fill the requirements of being
scientific articles. After this step, the remaining 33 articles are examined based on the introductions
and descriptions. Finally, 23 less relevant articles are filtered out and 10 publications are selected for
the basis of the final review. Similar process is carried out using Springer Link as the source and this
process is demonstrated in Figure 7. The articles selected from Springer Links contain 3 studies

published in business journals and 9 studies published as chapters in books.

Crowdfunding

W

+ startups

\zmmm/

+ peer review

w
= selection for further examination

\WWS/

Figure 6: Search process in EBSCO Business Source Elite
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Figure 7: Search process in Springer Link

After the same procedure was conducted on both archives the total of 22 articles were selected as

the basis of the literature review. The selected articles are listed in Table 1 below.



Table 1: The articles selected for the literature review
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start-ups

Kleinheksel, A.

Name of the publication Author(s) Published in | Archive
A Class Exercise to Explore Crowdfunding Smith, M. & Green, K. 2015 EBSCO
A Conceptualized investment model of crowdfunding | Tomczak, A. & Brem, A. 2013 EBSCO
Accounting, Reporting and Other Standards in the . . .
JOBS Act Cunningham, W. 2012 Springer Link
Crowdfunding and income taxes ll\g/letrej can, C. & McKay, 2015 EBSCO
Crowdfunding, cascades and informed investors Parker, S. 2014 EBSCO
Demand—dr.lven securities regulation: Evidence from Cumming, D. & Johan, S. 2013 EBSCO
crowdfunding
Audretsch, D., Lehmann,
Entrepreneurial finance and technology transfer E., Paleari, S. & Vismara, 2014 Springer Link
S.
Equity reteptlon and social network theory in equity Vismara, S. 2016 Springer Link
crowdfunding
Explor}ng agency dynamics of crowdfunding in start- Ley, A. & Weaven, S, 2011 EBSCO
up capital financing
High-Risk Finance Waggoner, D. 2014 Springer Link
Identifying the Right Investors Getty, P. 2014 Springer Link
Impact of the JOBS Act on Independent Film Finance | Chaudry, S. 2013 EBSCO
. . . Lordemann, A., . .

Innovative Funding Models for Rare Diseases Danielsson, K. & Lin, J. 2013 Springer Link
Le Financement par crowdfunding gesswre, V. & Stéphany, 2014 EBSCO
Means and Roles of Crowdsourcing Vis-A-Vis
CrowdFunding for the Creation of Stakeholders Miglietta, A. & Parisi, E. 2015 Springer Link
Collective Benefits
Propqsed Crowdfunding Rules Include Disclosure Barlas, S. 2014 EBSCO
Requirements
Raising Capital Taulli, T. 2012 Springer Link

. . . Ng, A., Mirakhor, A. & . .
Risk Sharing and Crowdfunding Tbrahim, M. 2015 Springer Link
Siren Call of Equity Crowdfunding Dorft, M. 2013 EBSCO
Start-up Financing Environment Cunningham, W. 2012 Springer Link
Start-up Funding Kiisel, T. 2013 Springer Link
Trends in the crowdfunding of educational technology | Antonenko, D., Lee, B. & 2014 Springer Link

These articles were then used to form a core for the literature review which was then supplemented

by some other relevant journal articles, news, web-publications and other related literature.
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1.5.2 Interviews

The method selected for the interviews of this study is semi-structured interview. In semi-structured
interview, same or almost comparable questions are posed to all the interviewees in the same order
(according to some definitions the order can be changed). Semi-structured interview follows partially
structured order, but it gives freedom to expand certain topics further by adding up additional
questions based on the answers of the interviewee. Therefore, the interviews can provide additional

findings beside the initial questions and hypotheses (KvaliMOTV, 2016).

Whiting (2008) suggests that interviews should be scheduled in advance at a designated time and
outside everyday events. The questions of the interviews should be predetermined, but other questions
also emerge from the dialogue between interviewer and the interviewee. The duration of the interview

is usually close to 30 minutes.

The required qualities for the interviewee include good knowledge about the topic- the interviewee
being an expert by virtue of involvement in specific life events and the ability to reflect and provide
experiential information about wanted subject. Also, good interviewee is supposed to be included to

the study voluntarily. (Morse, 1991)

In this study, total number of seven interviews were conducted. The subjects for these interviews
were selected carefully amongst the representatives of the Finnish start-ups which have used either
reward or equity based crowdfunding to fund their businesses and representatives of Finnish
crowdfunding platforms. Each interview was conducted separately from each other, mostly by phone

and Skype calls. The interviews were recorded to avoid mistakes in the interpretations.

1.6 Structure of the study

The second chapter of this study is about the literature review. First on the chapter 2.1 the context of
start-up finance is analysed and crowdfunding is then positioned as a part of it. Chapter 2.2 digs
deeper into the motivations and reasons why crowdfunding is a viable method of financing for a
Finnish start-up. Chapter 2.3 then analyses various aspects of the crowdfunding campaign and tries
to identify the importance of different factors for the success of the campaign. Finally, chapter 2.4
presents the regulatory context for crowdfunding by first analyzing examples of different
crowdfunding regulations abroad and then presenting the current guidelines used in the Finnish

context.



25

The chapter three then forms the empiric part of the study (the interviews). The interviewees and their
companies are first presented in chapter 3.1, the contents of the interview are then explained in chapter
3.1-3.4. The findings of the literature review are then compared against the findings of the interviews
in chapter 3.5 The fourth chapter concludes the findings of this study and aims to provide answers to
the selected research questions and finally analyses the reliability and adaptability of the findings of
this study.
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2 Literature review — state of the art of crowdfunding studies

This chapter focuses on examining the current situation of the crowdfunding research and attempts
to find answers to the research questions based on the current state of the research. These findings
will later be compared to the ones given by the interviewed persons to form a better understanding of

the current trends of the phenomenon.

One thing worth mentioning at this point is that the amount of research made about crowdfunding is
growing rapidly and during the process of this study the number of articles available has already
increased significantly. The amount of research made about the subject in Finnish context is however
still rather marginal. Also, worth mentioning is the fact that many studies have started to acknowledge
crowdfunding as a viable alternative method of financing for start-ups even though they primarily
focus on other methods. Therefore, despite the large amount of research available, only a fraction of

them focus solely on crowdfunding

2.1 Start-up Finance Environment

In order to better understand crowdfunding as an alternative for Start-ups to gather funds, one must
first understand the nature and basic principles of the start-up finance environment. The concept of
start-up finance deals with companies that are recently founded and not yet grown to mature enough
to utilize all the same financing alternatives as the more mature companies (Ramadani 2009). Being
rather new company and having basically no cash in-flows, the start-up cannot really finance itself
effective and is thus highly reliant on external investments (Miglietta & Parisi, 2014). As the company
matures more, more alternatives become available for it to finance its operations (Cumming and
Johan, 2009). The separate phases of start-up development are often described as following
(Waggoner, 2015):

Seed stage is the first stage of the start-up development. In this phase, the start-up has a concept or a
product under development, but has not fully completed research or other operations that are needed.
This phase usually lasts less than 18 months.

Early stage is the second stage of the start-up development. In this phase, the product or service is
being tested or the pilot production is taking place. Depending on the nature of the product, it may
already be commercially available and it may also even generate revenue for the company. This phase

in general is considered to last less than three years.
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The third stage, expansion stage takes place when the product or service is being produced, is
commercially available, and the revenues are demonstrating significant growth (however not

necessarily profit).

The last stage, Later stage is considered to start when company is generating on-going revenues, most
likely has positive cash flows and usually is also profitable. This stage may also include the start-up

starting spin-off projects for the initial product.

Even though, for example Finnish Business Angels Network (FIBAN) uses different 7-phased system
(pre-seed, seed, start-up/survival, later growth, expansion, sustained growth and maturity stages) the
basic principles of the staging are similar. A start-up company starts from having nothing, but an idea
and the team behind it, then company proceeds to getting necessary tools to develop a prototype.
After a prototype comes the testing phase where perhaps some revenue is already made, but not
enough to cover the expenses. If the start-up survives the” valley of death” (the phase where its costs
are bigger than revenues) with external financing it may experience the growth phases until it reaches

the maturity and can no longer be considered a start-up. (FIBAN, 2014a)

Knowing the various stages of start-up development is relevant, because the available financing
methods depend on the stage the start-up currently is in. The first available financing options for the
start-up entrepreneur are naturally his or her personal wealth and so-called ”love money” (James,
2010) also known as Three F’s”- friends, family and “fools” (DeGennaro, 2010). This kind of
financing doesn’t usually include any realistic expectations on the returns and thus the motives for it
are questionable (Business Angel Institute, 2013) though most likely altruistic (Ley & Weaven,
2011). The amount of money needed for the seed stage in total is estimated to be somewhere between
$ 1000 and $ 100 000 depending on the product (Taulli, 2012).

Traditionally the first external investors for the start-up are the private equity investors (James, 2010).
These investors can further be classified into two different categories: persons who are investing their
own money, also known as business angels and institutional investors, also known as venture
capitalists. Business angels traditionally are wealthy individuals with entrepreneurial experience in
the past who prefer to invest in industries they have personal experience from (Ramadani, 2009).
Venture Capitalists on the other hand are investing money from the funds owned by a bigger crowd
of investors. Their experience is usually rather similar to what business angels have, but as mentioned
before they are not investing their own money (BusinessOulu, 2014). In Finland business angels are
typically investing € 20.000-100.000 per round (FIBAN 2014b). Business angels are considered to

invest earlier that venture capitalists starting from as early as the seed stage where as venture capital
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comes to the picture in early stage (Cumming and Johan, 2009). During the past few years, the focus
and interest of venture capitalists has moved towards later stages of the start-up development and thus
creating a funding cap for the start-ups between seed and early stages (Tomczak & Brem, 2013;
Waggoner, 2015; Bivell 2008). The existence of such gap naturally creates room for the development

of new funding methods such as crowdfunding.

There exists no consensus where to position crowdfunding in the model along with the traditional
financing methods. The study of Cumming and Johan (2009) gives crowdfunding a wide range
between the seed and early stage, whereas FIBAN suggests crowdfunding to be used from pre-seed
until start-up stage (FIBAN, 2014a). As basically anyone can invest using crowdfunding platforms
the study of Dorff (2013) suggests that crowdfunding could merely be modern version of the Three
F’s in which the investing happens via the crowdfunding platform as a channel. Another study by
Tomczak & Brem (2013) on the other hand suggests that rather than replacing the Three F’s,
crowdfunding has started to replace business angels. Whereas this belief goes hand in hand with the
thought of business angels willing to invest in groups (or syndicates to be precise) to provide more
value to the company (Lahti, 2011), this also conflicts with the idea of Business Angels willing to be
in control of the company (Van Osnabrugge, 1998) as crowdfunding doesn’t necessarily provide the
angels the same amount of control as investing like a traditional private equity investment (Taulli,
2012). However, there is evidence that some business angels and venture capitalists see start-ups
seeking crowdfunding as a sign that the start-up is bad, because it couldn’t get funding via traditional
sources and thus they won’t invest in it (Dorff, 2013; Taulli, 2012) so angel investing and

crowdfunding can to some extend be considered exclusive alternatives.

Another crucial factor complicating the positioning of crowdfunding is the fact that different types of
crowdfunding exist. Reward based crowdfunding often takes place in earlier stages than equity
crowdfunding as it is less risky for the investors (Vismara, 2016). An average reward based
crowdfunding round size is about £ 20.000 (Mollick, 2014) whereas in equity crowdfunding it is £
143.000 (is sought. (Vismara, 2016). Debt based crowdfunding on the other hand requires the
company to pay interest which naturally limits the amount the company can invest into the growth
and sets more strict requirements for the cashflow (Kiisel, 2013). Thus, debt based crowdfunding can

be considered only at the later stages.
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Figure 8: Available Financing options for the start-up

The Financing alternatives available for the start-up company are demonstrated in Figure 8. As
mentioned earlier, there is no consensus where crowdfunding should be positioned and it should be
noted that start-ups can simultaneously gather funds from many sources which makes accurate

positioning even harder. However, there is a consensus that crowdfunding cannot happen after IPO.

2.1.1 Volume and development of crowdfunding markets

Internationally speaking the volume of crowdfunding activities has been growing dramatically since
the financial crisis (Ng et al., 2015). Crowdexpert.com — a website providing industry statistics about
crowdfunding suggests that internationally speaking the total funding volume of crowdfunding
reached the level of $34.4 billion in year 2015. When it only was $16.2 billion in 2014, $6.1 billion
in 2013 and $2.7 billion in 2012. This obviously means that the volume of crowdfunding has at least
doubled every year since 2012 with the average annual growth of roughly 135 %. Needless to say,
this 1s a huge increase in volume meaning that the capital available for start-ups has been and is likely
still growing at a fast pace. According to the estimate of World Bank, the total volume of
crowdfunding is estimated to grow up to $90-95 billion in 2025. The biggest category of
crowdfunding in 2015 was lending (debt-based) crowdfunding with the total of $25.1 billion funded
followed by Donation based ($2.85 billion), Reward based ($2,68 billion) and Equity based ($2.56
billion). (Crowd Expert, 2016) Ng et al., (2015) estimates that the emphasis of crowdfunding in UK

and the rest of the Europe is moving from reward based towards Equity based so it would be logical
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to estimate that equity based crowdfunding would surpass reward based crowdfunding during the

following years.

In the legal representation of Finnish Government about the new crowdfunding laws in 2016, it was
estimated that the volume of Finnish crowdfunding market (not including donations based
crowdfunding) was € 30.2 million in 2013, €57.1 million in 2014 and €84,4 million in 2015 (Edilex
2016). Judging from the numbers a similar trend of growth exists also in the Finnish context and a lot
of potential is still unused for the market. The amount of equity based crowdfunding a little
surprisingly fell in Finland from €13.7 million in 2013 to only €8.7 million in 2014, but is expected
to grow back to €15.5 million in 2015 (Finlex, 2016). What comes to the reward based crowdfunding
the volume remains low in 2014 at € 364 000 even though a significant (+60%) growth can be seen
compared to the previous year. The report didn’t provide any information about the 2015 estimates.
In Finnish Context (similar to the global trends) there exists an increasing trend of debt based
crowdfunding: €16.3 million in 2013, €48.6 million in 2014 and €68.9 million in 2015 though the
speed of growth appears to be decreasing (Finlex, 2016).

2.2 Motivations for the use of crowdfunding

In this section, the goal is to define the reasons why start-ups have decided to try crowdfunding. The
incentives for choosing crowdfunding over traditional methods of finance and the reasons why start-
ups end up with crowdfunding even though it would not necessarily be the cheapest available

alternative are analysed in this section.

2.2.1 Limited Options

Traditionally when talking about funding,”pecking order theory” is commonly used to analyse the
way companies prioritize different sources of finance. The theory suggests that companies prefer
internal funds over external financing and debt financing over equity financing. This theory can easily
be expanded to crowdfunding when we take into consideration that start-ups usually have very low
or no cash inflows at all. This makes it virtually impossible for start-ups to rely on their internal funds.
On the other hand, finding debt financing can be really hard for start-ups as lot of lenders require the
company to have a solid cash inflows or collateral and start-ups basically have no track record of any

cashflows (Waggoner, 2015; Miglietta & Parisi, 2014; Ng et al., 2015).
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Moving on to the possibility of equity financing, start-ups and small businesses still have difficulties
to find funds. The traditional alternatives for start-ups at the seed stage (first stage of start-up
development) include so called ”love money” (from friends, family and “’fools’), bootstrapping (a.k.a.
struggling with the entrepreneurs’ own capital) and business angels with substantial risk tolerance
(Ley & Weaven, 2011). When the company develops into the early stage (second stage) and starts
making profit more business angels and venture capitals start to be interested. However only a small
fraction of the start-ups is able to receive angel financing and even fewer make it so far that venture
capitalists start to be interested (Ng et al., 2015). Getty (2014) suggests that Venture Capitalists are
only interested when the investment amount is higher than 1 million dollars. The hardest part of
development for start-ups seems to be the transition from seed to early stage as the companies are not
developed enough to generate cash flows, but the scale of the business is still too little for venture
capitalists (Tomczak & Brem, 2013). This phase is often referred as funding gap and its existence is
noted widely in the research of Start-ups (Ley & Weaven, 2011). Dutch bank ABN AMRO suggests
in their study (Voorbraak, 2011) that this gap exists between 35000-150000 euros of funding sought
(Tomczak & Brem, 2013).

As an aftermath of the Financial crisis of 2007-08 a so-called credit crunch limited the availability of
all kinds of financing (Chaudry, 2013); Antonenko et al., 2014) and thus widened the funding gap
even more as venture capitalists became more risk-averse and moved their focus on later-stage
investments (Bivell, 2008; Ley & Weaven, 2011). A study by Mulcahy (2013) suggests that even
though Venture Capitalists are still high profile sources of equity, only about 1 % of businesses
receive funds from them. This can be explained both by the low amount of venture capitalists in the
business and their high standards for which, most start-ups do not quality (Tomczak & Brem, 2013).
Antonenko et al. (2014) suggest that crowdfunding was developed as a direct societal response to the
financial crisis. As the amount of angel investments is also decreasing (Rannala, 2013 ) crowdfunding

has started to fill in the funding cap and partially replaced business angels at the early stage.

Crowdfunding allows companies to obtain needed capital which would not have been available from
other sources (Cumming & Johan, 2013) therefore it is not always directly competing with other
sources. It also doesn’t necessarily require the companies to have any financial proof of their

performance which is quite unique feature for crowdfunding compared to other sources.

2.2.2 Feedback

Availability (i.e. being the only option) is however not the only incentive to use crowdfunding. Being

connected to the social media, the crowdfunding platforms provide the entrepreneurs also a lot of
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information about the customers. Social media works both ways allowing not only the entrepreneurs
to communicate their ideas to the potential investors, but also vice versa (Getty, 2014). This way the
investors are able to participate in the development and decision-making (Belleflamme et al., 2014).
When the investors share their ideas and thus create an environment where information is exchanged

between everyone involved in the project, the community benefits (Ordanini et al., 2011).

In angel investing the business angel is also usually involved in the start-up and creates value for the
company, usually by using his own connections, business knowledge and the knowledge about the
industry, so how could crowdfunding then compete with angel investments? The answer is simple,
the crowd consists of a large network itself. The feedback given by the investors is usually not only
”from investors”, but also from customers as in many cases the investors are also the future customers
of the project (Ng et al., 2015). This is advantage when customers are involved already in the
development process and the project can be tested prior to the launch by seeing the amount of interest

the project gathers (Bessi¢re & Stéphany, 2014).

In reward based crowdfunding, pre-selling the product is quite often used as a reward (Belleflamme
et al., 2014). When funding the project doesn’t provide the investors with any equity in the company,
the decision to invest would logically be directly correlated with the will to buy the product.
Therefore, the crowdfunding campaign not only provides the funds, but also provides the entrepreneur
with useful information about the demand of the product. This information provided with the
feedback have potential to stop the entrepreneur from entering the market where it cannot gain any

sales. It is also commonly stated that crowd funds what crowd wants” (Ley & Weaven, 2011).

2.2.3 Big Reach for small cost

As mentioned earlier, crowdfunding is the only alternative for many start-ups in the early stage. This
assumption makes it easy to also assume that it is expensive for the companies the same way the sub-
prime loans were for the borrowers. However, crowdfunding is not expensive compared to the
traditional financing, because it utilizes the capabilities of Internet to acquire investors with low
acquisition costs Ng et al., 2015). Compared to angel investing and venture capital there is a huge
advantage in the point of view of the entrepreneur in this field. Both angel and venture capital require
the entrepreneurs to present their ideas for numerous investors face-to-face before finally acquiring

finance...or not (Waggoner, 2015; Miglietta & Parisi, 2014)

Instead of presenting the same pitch dozens of times the entrepreneur can shoot a video where the

idea is presented and the video is then given to the platform for the potential investors to see. This
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allows the interested investors to do the Due Diligence in their own time and saves the entrepreneur

lot of time, but also lot of effort and money (Cumming & Johan, 2013).

When crowdfunding platforms are used as an intermediary, the entrepreneur lets the reputation of the
intermediary lure the potential investors to the project. Being visible in popular platform sites can
already reach the target audience better than trying to contact business angels or venture capitalists
without personal relations. Lordeman et al. (2014) suggest that crowdfunding succeeds better in
reaching the interested audiences and potential investors than the traditional methods of finance. As
the Internet has become more and more accessible for people so has grown the potential of

crowdfunding (Chaudry, 2013).

Several studies have suggested that the key component in the big reach of crowdfunding is the link
between the platforms and social media (Saxton & Wang, 2013; Vismara, 2016). In some contexts,
the platforms itself can also be considered social media as they allow investors to comment and leave

feedback on the site (see for example https://www.invesdor.com/en), but investor forums (in the case

of Finnish markets) such as InvestorEye or forums of Kauppalehti still appear to be the more popular

forum for discussions.

On the other hand, when crowdfunding is compared to initial public offerings (IPO) the process looks
outside quite similar. In both cases the entrepreneurs allow practically anyone to become minor
shareholder in the company. However, getting the company listed is strictly controlled and requires
lot of standardized information to be shared. In the U.S, this process is controlled by Securities and
Exchange commission (SEC) and the process is considered extremely time-consuming (~1200 hours
of work) and expensive. On top of that periodic reporting is required from the company after the
offering as long as the company stays listed. (Dorff, 2013) When it comes to crowdfunding naturally
the companies are required to provide information for the potential investors about the company like:
official name, legal status, key persons in charge, major shareholders, business plan, price of the
securities offered etc. (Barlas, 2014). This is however far less than what is required of publicly listed

companies and far less time consuming for the entrepreneurs.
2.2.4 Other motivations

Crowdfunding has also lot of social benefits which encourage more and more entrepreneurs to try
their luck with it. One of its argued benefits is that it helps to decentralize the development of local
financial institutions (Vismara, 2016). In case of Finland, it gives Finnish equity investors more
alternatives for investing in Finnish companies (other than Nasdag OMX Nordic listed companies).

Naturally more alternatives increase the possibilities for diversification of portfolios and thus helps
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to spread the risks (Ng et al., 2015). From the economical point of view, crowdfunding facilitates
economic growth as it facilitates efficient private investment by providing more alternatives for the
investors (Ng et al., 2015). Thus, from the legislative point of view the national policy plays a key

role in whether crowdfunding can benefit the economy greatly or not (Colombo et al., 2015).

Another natural reason for entrepreneurs to prefer crowdfunding over angel investments or venture
capital is the fear of losing control of the company (Smith & Green, 2015). As mentioned earlier,
these informed investors are usually giving the company more than money and in return taking control
of the firm at least partially in the role of board member or another key role within the company. As
the thought of involuntary” take over” by the investors and losing their beloved company might sound
frightening for some enthusiastic entrepreneurs, they may prefer to gather funds from crowds of
different persons with nominally marginal investments over major investors (which are less likely to

threaten the position of the entrepreneur).

One rather surprising finding by Ng et al., (2015) is that crowdfunding is known to have helped
women to become more successful entrepreneurs, contrary to the traditional methods where according
to Ng et al. (2015), hesitation about women’s ability to manage a company is still more present. In
crowdfunding female entrepreneurs can test their products with the crowd (as explained in the
feedback chapter) the same way as male entrepreneurs without having to first convince an informed
investor about their ability which logically thinking could help them overcome the thought of not

being taken seriously and encourage them to follow through their projects.

2.3 Crowdfunding campaign process

A typical crowdfunding process goes as following: entrepreneur has an idea that needs funding, he
contacts a platform to launch a campaign. The entrepreneur provides the platform with critical
information about the project such as business plan, sales pitch and the amount of money which is
sought (full list of requirements is presented later). The campaign is then launched on the platform
website and the crowds of investors can now invest in the company. The use of platforms is often
seen important and even required by law in some countries (Tomczak & Brem, 2013). Bessi¢re &
Stéphany (2014) list three most important missions of the platform: allow communication between
the stakeholders and entrepreneurs (increase transparency), filter out the worst products by not
accepting them to be presented and to allow central decision making for the investors as the

opportunities are gathered in one place rather than being scattered all over the Internet.
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Despite the differences in domestic laws, the platforms most often provide the same functionalities
throughout the world. The entrepreneur is provided with possibility to set up a webpage for the
campaign, post online the description of the product/service there, they allow the company to provide
a” sales pitch” (usually in video format) where it provides the investors with the basic information
about the product or service. The platforms also always give the campaigns certain amount of time,
(usually a month or two) to reach their goals and if the goal is not reached the investors are refunded.
In other words, the funds are transferred from the platform to the company only when the campaign

is finished successfully. (Antonenko et al., 2014)

If the campaign is successful, the entrepreneur receives the funds and is then free to proceed to use
them to start (or continue) the project. In equity based crowdfunding the investors naturally have their
share of the company now and respective voting rights in the future shareholder meetings. In reward
based crowdfunding on the other hand, the start-up is now required to deliver the investors the
promised rewards (different kind of rewards will be presented later). Whereas equity investment
bears the risks of depreciation of assets or even bankruptcy the reward based crowdfunding also bears
the risk of entrepreneur failing to deliver the products a) on time or b) at all (Bradford, 2012). The

campaign process is demonstrated in figure 9.

Campaign
Goal Money if

campaign Startup company
succeeds

when
campaign
fails

Figure 9: Crowdfunding campaign process

Chapters 2.3.1-2.3.11 present various aspects of the crowdfunding campaign and explain how these

aspects impact the success of the campaign. These aspects are described in figure 10
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Figure 10: Aspects of a crowdfunding campaign

2.3.1 Product or service

To further expand the understanding of the potential of crowdfunding, the characteristics of the
successful campaigns need to be analysed. One crucial part of the campaign is of course the product
or service itself. In this part, diverse types of products represented in the crowdfunding campaigns

and the goal here is to identify whether some product/service categories perform better than others.

Basically, crowdfunding itself is available for any type of companies. A quick glance at the front page
of Finnish crowdfunding platform Invesdor already shows us a wide variety of companies from
different industries: one campaign offers” hotels with only meeting rooms”, second one is a platform
service for photographers, third campaign provides lamps and other lighting solutions. Even if the
possibility of crowdfunding exists for vast variety of start-ups, the campaign might still be more

successful for different companies.

Very little quantitative research has been done to analyse the products any deeper, however certain
categories of products/services have been pointed out on many studies. In crowdfunding, especially
in reward or donation based, the products with” good cause” have proven to be more successful than
products with more traditional business approach. One of the biggest trends in this field has recently
been the campaigns which promote the well-being in developing countries by for example providing
disease control solutions (Ng et al., 2015). Disease control based start-ups have even higher incentive
for bottom-up financing as many of the investors have a personal connection with someone who has
the disease. Previously all medical science related products have been so expensive to develop that
crowdfunding would not seem logical, but after the recent development in genomics, the process has

become much cheaper to develop further (Lordeman et al., 2014).
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Aside from disease control, another popular category of somewhat altruistic crowdfunding projects
is educational projects. In this field, the most successful campaigns tend to be focused on creating
either learning materials or training programs. The most popular topics of the successful campaigns
appeared to be programming or language learning related. Both formal and informal methods are
included in the most successful campaigns, however the informal” out of school” programs tend to

succeed better. (Antonenko et al., 2014)

Successful crowdfunding campaigns however do not need to be projects seeking common good only.
Another popular field in crowdfunding is entertainment business. During the recent years, many
independent films have used crowdfunding for financing (Chaudry, 2013). One famous Finnish
example is the case of the” Iron Sky”” movies. The second Iron Sky movie managed to gather total of
$ 740 000 with two rounds via IndieGoGo platform (Iron Sky.net, 2016). The entertainment trend is
not only limited to movie industry, but also videogames, art products and hi-tech gadgets (with
entertainment purpose) have been successful during the recent years (Dorff, 2013). A famous example
of hi-tech gadget successfully being funded is the Pebble Watch (Cumming & Johan, 2013). Pebble
watch managed to gather over $20 million dollars from almost 80 000 backers in Kickstarter with an
idea of smart watch with much longer battery life than the competing products such as Apple Watch
(CNBC, 2015).

Whereas entertainment appears to be quite successful category in crowdfunding so is technology. The
study of Parker (2014) suggests that the funding threshold of investors seems to be larger in
technology based campaigns than what it is in arts projects. Basically, this means that investors see
more potential in technology based innovations than in arts based which is in a way very logical as
the value (popularity in this context) of a piece of art whether it be film, design item or music project

might be hard to determine.

Analysing the similarities between all the types of so these presented categories it could easily be
assumed that the crowds are most interested in investing products/services which they would use
themselves (not just looking at the return on investment, but also hoping for the products to appear
into the market) and products that generate value to them in other ways (altruistic motives or

products/services to improve the general good).
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2.3.2 The Goal

One critical factor determining the success of the campaign, obviously, is the amount of money the
company is looking for. This amount naturally varies a lot depending on the nature and the stage of
the project, so any absolute guidelines for the right amount would be useless to look for. As mentioned
earlier, the investors rely a lot on the signalling effects and this holds also for the goal of the campaign
(Ley & Weaven, 2011). Mollick, (2012) came to similar findings in his study and suggests that
smaller goals result in more successful campaigns that bigger goals and suggests dividing the
campaign into different sub-campaigns in order to complete bigger campaigns. The funding of the
Iron Sky movie sequel can be used as an example of this kind of behaviour. In the campaign, the
funding process was divided into (so far) two steps gathering at first § 182,557 and later § 560,949
more (Iron Sky.net, 2016). In the study of Antonenko et al. (2014), it is also recommended to keep
the amounts of each step reasonable and modest. Certain fields of sciences such as human sciences
however, might require such enormous investments that funding them with crowdfunding might even

be impossible (Ley & Weaven, 2011).

Combining the previous findings, it could be assumed that when the valuation of the company is
about the same in the eyes of the investors and the crowd and the amount of equity offered (and thus
the goal) is kept modest, the best results will be achieved with the campaign. There exists also an
argument (especially amongst the accredited investors such as venture capitalists) that if the company
cannot receive funds via the traditional methods such as angel investing or venture capital, there must

be” something wrong with it” (Ley & Weaven, 2011).

The goal however, is not always all about the money. Some of the campaigns focus more on trying
to have a social impact by for example funding non-profit projects. In these kind of campaigns the
emphasis should be promoting that” the cause itself is more important than monetary goals” (Griffin,

2012).

2.3.3 Capital structure

As it is important for any company, also start-ups seeking crowdfunding must pay attention to their
capital structure. The start-ups need to figure out the optimal capital structure as it signals the
investors lot of information (Audretsch & Lehmann 2013; Bertoni et al. 2014; Judge et al. 2014;
Zattoni & Judge 2012). Even though investors tend to prefer having more equity over simply”
donating” to the company or having a small share of the future earnings via merchandising (Miglietta

& Parisi, 2014), the entrepreneurs who retain larger share of the company are usually interpreted as
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confident and entrepreneurial (Breadley et al., 1977). Many venture capitalists involved in
crowdfunding activities have indicated that the effect of signalling is strong in crowdfunding context
(Davila et al., 2003). Willingness to invest in their own project is often interpreted as a sign of
excellent quality and many studies have also made the same findings that in general, companies
giving away too substantial portion of their equity, end up doing worse (Cumming & Johan, 2013;

Vismara, 2016).

Besides signalling the trust in the idea, entrepreneurs retaining big amount of equity is also often
linked to aiming at long-term success and growth rather than short-term profit (Vismara, 2016) which
of course should attract more” casual investors” (who are not able to seek profits trading frequently,
but instead focus on holding securities with long-term prospects). As mentioned earlier, substantial
portion of the investors in crowdfunding are not accredited investors and are considered” casual

investors” in this study.

2.3.4 Preparedness/ Planning

Using common sense, it seems logical that the amount of effort put into the planning of the campaign
correlates with the success of the campaign. In this chapter, the focus is on pointing the most

important parts of planning the campaign.

Even though in crowdfunding the entrepreneurs typically do not need to tour around the potential
investors along with the campaign, the importance of the traditional sales pitch should not be ignored
(Vismara, 2016). Whereas the video pitch has become a standard in crowdfunding platforms, it has
become more and more important to be able to create a quality pitch in the very beginning of the
campaign, as a failure to do so can result into entirely failed campaign instead of just losing one

investors (like in angel investing or venture capital).

Miglietta and Parisi (2014) suggest that campaigns that put more effort into creating a scenario
analysis on the preliminary scenarios of the project success, tend to perform better. This part is
especially important if the financing is divided into many sub-campaigns. In this case, the crowd can
determine if the scenarios were estimated properly in the first rounds and then make the investment
decision for the following rounds. Usually an average investor with no expertise from the field of the
project cannot determine if the scenarios are realistic or not, thus it is important that investors with
respective knowledge are on board with the campaign (Bessi¢re & Stéphany, 2014). This can also act

as a double-edged sword when the professional venture capitalist is on board with the project and
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attracts the crowds to invest in it, but is only a passive investor and is not using her know-how for the

benefit of the company.

Even though the importance of professionals on board cannot be denied (Miglietta & Parisi, 2014)
still emphasizes that the potential to gather big amount of nominally small investments from various
investors is important key point in the success of the campaign. Therefore, the campaign should be
aimed for the crowds and venture capital should be sought separately from the crowdfunding
campaign. However, if the strategy is to first get some professional investors on board to boost the
success of the campaign, it is suggested that the” investment road map” should be prepared all the
way to the exit of the professional investor (Ahlers et al., 2015) Besides being interested on the step
by step” road map” for the project, the professional investors are of course also interested about the
internal governance of the company (Cumming & Johan, 2013). Having a proper board structure does
not only work as an effective fraud detection, but also helps the investors ensure quality performance

by the company as some of the mistakes can be filtered out from the entrepreneurs’ behaviour.

2.3.5 Social interactions / Feedback

As mentioned earlier about the importance of the feedback loop for the start-ups its importance should
also be noted for the investors and thus the success of the campaign. Communication forums have
become a standard for crowdfunding platforms making it very easy for the investors to leave
comments and feedback for the entrepreneurs and other investors to see (Antonenko et al., 2014). By
actively managing and responding to the feedback the investors may feel like they have more impact
on the performance of the company and therefore they might be more enthusiastic in investing. As in
every marketing campaign, also crowdfunding campaigns are prone to the negative feedback.
Whereas positive feedback results in more investments and then more positive feedback the same
applies also the negative part. Disapproval results into negative feedback, lower amount of investment
and as a result of these steps, discouraging other investors and thus creating a severe effect (Miglietta
& Parisi, 2014). By managing the feedback effectively and responding to it, the start-ups may prevent

this effect from expanding further and even regain the trust of these investors.

Of all the social interactions, it seems that it is even more important to post status updates of the
progress (Antonenko et al., 2014). These updates could include videos demonstrating the product
(new features added etc.), photos of the key components, data from manufacturing /shipping and
plans for the next stage (Kuppuswamy & Bayus, 2015). In the campaign, it is critical to signal the
investors that everything is going fine and that the campaign is on track with the plan (Vismara, 2016).

Venture capitalists tend to interpret these signals as a sign that the entrepreneur is confident enough
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to keep the information transparent with the investors and that the investability of a company that

works like this is higher (Davila et al. 2003).

One caveat however is that despite the start-up actively managing the feedback, the risk of adverse
selection still appears (Ley & Weaven, 2011). Where as in the traditional methods of finance the
entrepreneur needs to deliver huge amount of confident data to the investors, in crowdfunding
delivering such data is very risky for the company. In the case of high-tech innovations being funded,
there is always a risk that the entrepreneur reveals too much critical information in the campaign and
lets the competitors copy the idea. On the other hand, if too little information is shared, the investors
bear the risk of the investment being a fraud or just plain bad investment. This trade-off between

protection of critical information and encouraging investments is demonstrated in the figure 11.

Very Low Very High

Crowds not likely to Crowds likely to invest

investin the project Amount of information shared by the entrepreneur(s) in the project

Critical information is Critical information
safe within the likely to stolen by the
company competition

Figure 11: Trade-off in revealing information

2.3.6 Investment pools

The study of Parker (2014) provides a rather different view on the success of the campaign. In his
approach the campaigns are observed in pools, where a crowdfunding platform could represent a
pool. All projects on the site are looked as competitors to each other. As the information about the
quality of the products is unevenly shared between the informed (professional) investors and the
uninformed (casual) investors, the quantity of good projects available affects the success of the

campaigns.

As the logic behind the crowdfunding is (usually) such that the goal needs to be at least 100 %
completed for the investment to take place, fewer good projects in the” pool” can cause more of them
to be funded than a situation where more good project was available. This happens, because in the
available capital is spread for fewer good campaigns and therefore more of them will reach the goal

compared to the second case where most of the good campaigns get funds, but only few get enough
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to fulfil the entire goal. This also means that the larger amount of bad campaigns could result into the

good ones standing out more and getting more funding.

Another interesting finding behind the study of Parker (2014) study is that when there is (relatively)
less informed investors investing into the projects in the pool, can it also result into more good projects
being funded. This is explained by the fact that majority of the uninformed investors do not conduct
their own Due Diligence of the projects, but instead decide to follow some informed investor. When
this happens, the investment is more concentrated on the choices of the informed investors. On the
other hand, when there are relatively too many informed investors that potentially have even some
inside information, the resources may be spread too thinly for all the good projects resulting in fewer

of them achieving the goals.

Concluded from the previous findings it should be obvious that the platform (” the pool”) plays a vital
role and that is also noted by many venture capitalists (Ley & Weaven, 2011). Another easy
conclusion could be that the campaign must stand out from the other products suggesting that the
worse the other campaigns in the pool are, the better are the chances of success for a good campaign.
However, when the pool is filled with too many bad campaigns, it becomes too expensive for the

investors to do the Due Diligence and thus the investors will be driven away (Parker, 2014).

2.3.7 Social Capital

As for any method of start-up financing, the importance of the social capital the entrepreneur has
prior to the launch of the campaign plays key role (Colombo et al., 2016). Most investors prefer
investing into the campaigns where the know the entrepreneur via their personal connections, social

networks or at least by reputation (Vismara, 2016).

Ng et al. (2015) suggest that 25-40% of the revenue obtained in the successful campaigns comes from
the first, second or third degree of connections. This basically means that crowdfunding works as a
painless way for the family, friends and other acquaintances to support the entrepreneur without
having to deal with all the paperwork. The importance of social capital can sometimes even outshine
the quality of the project or the size of the potential markets (Saxton & Wang, 2013). In the study of
Vismara (2016) a statistically remarkable correlation between the amount of LinkedIn connections
of the entrepreneur and the success of the crowdfunding campaign was found. The study of Zheng et
al. (2014) even found out that in Chinese and American crowdfunding culture the social networks

pressure entrepreneurs in the community to fund each other which furthermore increases the
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importance of the connections. It has also been pointed out that crowdfunding may itself also work

as a method of improving one’s personal network (Antonenko et al., 2014).

In U.K., the crowdfunding platforms have a consensus that the most important individual factor to
succeed in the campaign is to have a large existing network of potential investors (Zhang et al., 2014)
As mentioned earlier, the social capital in this context doesn’t necessarily have to be just a network
of personal connections, but also the reputation of the entrepreneur can be used as an advantage
(Nahata, 2008). Entrepreneur may have already succeeded with a previous start-up and thus gained
reputation in the eyes of potential investors. Also, getting a celebrity on board to promote project

would seem logical way to attract casual investors to invest in the campaign.

When the investors can see on the platform website that a project has enormous number of supporters
(whether acquired with personal connections or not) the new investors may assume (especially in
reward based crowdfunding) that there is already solid core market for the product and thus are seeing

the investment as more attractive one (Hemer, 2011).

As mentioned earlier, the biggest problem for casual investors is to conduct the Due Diligence on the
quality of the product with limited resources. This means that most of these investors do not do it
themselves and thus there exists more asymmetric information about the product among different
investors and the entrepreneur (Parker, 2014). However, when the investors come from the social

networks of the entrepreneur, the asymmetries are smaller (Shane and Cable 2002).

Many studies including Shane and Cable (2002), Shane and Stuart (2002) and Zhang and Wong,
(2008) suggest that additional efforts put into social networking may provide solution to finance the
necessary caps in the early stage of the start-up. The sourcing of deals from the primary contacts and
referrals in addition to having the campaign going on, may help to also direct the crowds to make

investment decisions on these campaigns with better likelihood of reaching the goal (Sorenson &

Stuart 2001)

2.3.8 Due Diligence

As mentioned earlier, in the case of crowdfunding, the Due Diligence about the start-ups is most often
done by the professional “informed investors” instead of all the investors doing their separate review.
In cases like this of course the amount of information provided by the entrepreneur is critical factor
in determining whether the investors will or will not invest (Cumming & Johan, 2013). The platforms
are required by law to provide certain amount of information about the company, but they may also

set their requirements for additional information that the start-ups must provide. Cumming & Johan



44

(2013) found out in their study that platforms which require the start-ups to provide more information

attract more investors and thus also more high quality campaigns.

When it comes to the valuation of the company at least the financial resources, the experience and
ability of the entrepreneur(s) and the pros and cons of the business should be reviewed (Smith &
Green, 2015). Naturally start-ups are not filled with many worthy tangible assets so the financial
resources should be analysed based on the start-ups ability to diversify the investments and pool risks

within larger groups (Miglietta & Parisi, 2014).

The aim of this study is not to create a profound analysis on the ways investors conduct Due Diligence
so it will not be investigated much further. However, the point of including this into the framework
of guidelines is to point out that the start-ups should focus on providing enough information about
the most vital parts such as the information of the entrepreneur, financial resources and analysis of

the pros and cons of the idea (for example SWOT-analysis).

2.3.9 Rewards

So far in this study, the focus has been mostly on the equity based crowdfunding. In this chapter, the
focus in entirely on the reward based crowdfunding. In this form of crowdfunding the investors are
obviously given some kind of reward instead of a share in the company. The investments in this form
are naturally smaller than in equity based crowdfunding as the investors will not gain any profit (in
the form of economic gain). If the campaign is not entirely based on charity (which in the case of

start-ups it very rarely is) the quality of the reward matters very much.

The reward should be somewhat related to the start-up or the particular product the campaign is about
(Chaudry, 2013). Very common reward in this case is the product itself. This basically means that the
start-up is pre-selling the” yet un-produced product” (Bradford, 2012). In this case, there obviously
is a risk that the investor loses the investment if the start-up fails to deliver the promised product
despite a successful campaign. A famous example of this kind of delivery problem is the so called
Zano-drone campaign launched in spring 2013 in which the goal amount of £125,000 was exceeded
to enormous £2,3 million. As the production amount was increased to far bigger than the initially
planned the delivery of components took longer than expected and the sourced components were not
as good as the promised quality. The project finally ended two years later as the company filed
bankruptcy and ended up being over £1 million in debt having failed to deliver vast majority of the

products (Mollick, 2014). Because of these failed campaigns the investors are more aware of the risk
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of failed delivery and thus want to earn profit in form of getting the product cheaper than the retail

value (Bradford, 2012; Chaudry, 2013).

Even when the reward is not the product itself it is suggested that it should still be closely related to
the product or the start-up. A common way to keep the investors interested is to offer a better version
of the product (compared to the retail version) such as limited edition comic (Chaudry, 2013), earlier
access to a video game (Metrejean & McKay, 2015) or copy of a movie with autographs of the actors.
All sorts of collectible items seem also very popular especially in the movie industry where for
example parts of the disguises of the cast are given as rewards after the filming (see Indiegogo, 2016)
Also the intangible rewards can be used (Lordeman et al., 2014) These rewards can be one-time
experiences for the investor such as playing a background role in movie (Indiegogo, 2016) or VIP

entry to see a musician playing.

What about the value of the reward then? In the case where the reward is not the product itself there
is no common guide line to value the reward. Instead of focusing on the absolute value in euros, the
value of the reward for the investors should be considered. Sometimes the value might be very
difficult to determine. In Kickstarter, there was a campaign for a” playhouse” for cats and the reward
was a picture of cats with the backer’s name and free entry to the creator’s office for lifetime in
Amsterdam (Metrejean & McKay, 2015). These” thank you gifts” are very common as a reward for
nominally small investments (Burkett, 2011). The line drawn between donations and reward based
crowdfunding can be very fragile in these kinds of cases where the gift is basically just for example
the name of the investor mentioned in the credits of the movie (Chaudry, 2013) or something similar
which requires virtually no effort from the entrepreneur. In this study however, these kinds of cases
are still considered as reward based crowdfunding as it makes no difference from the entrepreneurs

point of view.



46

First tier:
"Thank you gift" €20
Second tier:
[:::] "Pre-sales of the product” €80
Total funds gathered
by the campaign
Third tier:
[:j] "Limited edition of the product" €100
Fourth tier:
[':] "One-time experience related to the ¢ 250
product”

Figure 12: An Example of a Tiered Reward System

To maximize the amount invested in a reward-based campaign, the campaign needs to accept
investments of different sizes or the campaign misses out on the investors that would be willing to
pay more than the standardized amount or the investors that find the amount too high. One solution
to this problem is a tiered system of rewards (Antonenko et al., 2014). In this kind of system there
are various categories of rewards based on the amount of the investment. (Dorff, 2013). This model
has proved to increase the success rate of the campaigns (Mollick,2012). Using this model effectively
could combine the pre-sales model and the” thank you gifts” with other product related rewards to
maximize the amount of investments and is thus used in many platforms including Indiegogo. An

example of utilizing different rewards in the figure 12 inspired by the system of Indiegogo.

2.3.10 Other important factors

The main points listed in previous chapters most likely explain majority of the success of a

crowdfunding campaign. On top of that several minor points were found from the previous studies.

The location of the campaign was pointed out to have some importance as most of the campaigns
originating from large metropolitan areas were more likely to succeed (Antonenko et al., 2014). In
Finnish context, the importance of this finding is likely relatively small as the distances compared to
for example U.S markets, are very small. The location plays more vital role when the funding is
sought for a physical product that is still in the early stage and looks for customers with the pre-selling
(reward based crowdfunding). In that case, the product is easier to deliver for the customers and the

feedback might be easier to receive.
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2.3.11 Rate of success

As various factors affecting the success of a crowdfunding campaign were analysed, it could be stated
that every campaign has its own likelihood of succeeding based on the criteria. However, any data
effectively separating and categorizing all these factors is not available. According to the statistics
provided by Kickstarter approximately 35.78% of the projects in Kickstarter get funded. What is
positive is that if the company reaches 20% of its goal, the success rate seems to improve up to 78%.
According to Vismara (2016) the trend has been similar also for other platforms and less than 10%
of the projects fail after raising 50% of the goal. Whereas Kickstarter is providing rather accurate
information about projects launched at the site many platforms are not as willing to provide as much

information.

In the Finnish context. very little information is provided about the success rates of the campaigns.
The most recognized Finnish equity crowdfunding platform provides information about the
successful rounds, but shares far less information about the failed rounds. Information provided about
an average campaign and its success is following Average campaign at Invesdor is 75 days long,
raises an average of 300 000 €, has 137 investors and an average investment size is € 2100 (Invesdor,
2016). The other platforms: Venture Bonsai, Kansalaisrahoitus Oy, PocketVenture Oy and
FundedbyMe provide even less information about the success rates so an accurate estimate is difficult

or even impossible to form.
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2.4 Limitations for the use of crowdfunding in Finland

So far, mainly the potential of crowdfunding has been examined in this study. In this chapter, the
focus is on things that limit these possibilities and how these obstacles should be treated.
Crowdfunding has been criticized about the investor protection especially by the informed investors.
A venture capitalist interviewed in the study of Dorff (2013) describes equity crowdfunding as an”
alluring trap” where barely any good projects exist as the better projects are already been funded by
either angels or venture capitalists. It is easy to agree with the importance of investor protection,

however many ways to improve it exist.

2.4.1 Examples of regulations and reasoning behind it

In many countries regulations and legislation related to crowdfunding (especially equity
crowdfunding) have been rather unclear limiting the full potential of this method as investors are not
sure of it being legal. In US. equity crowdfunding was completely illegal prior to JOBS Act in 2012
and sales of securities was only allowed to informed investors or via public offering which required
full registration process to Securities Exchange Commission (SEC) and constant quarterly reporting
(Cunningham, 2012a) which obviously wasn’t possible for many start-ups. In the JOBS Act the start-
ups were given permission to sell securities without registration to SEC as long as they provided at

least the following information:

name of the company

- legal status (corporation, partnership, LLC?)

- physical address

- virtual address

- names of all directors and officers

- names of major shareholders (more than 20%)

- business description

- financial condition including
o income tax return and CEO-certified financial statements for raisin $100 000 or less
o CPA validated financial statements if raising $100000-500000
o audited financial statements for raising more than $500000

- proposed use of funds raised

- target amount and the current progress

- price of the securities or method of valuation
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- all required disclosures

- opportunity to” rescind the commitment to purchase the securities”

- ownership and capital structure

- security terms for all securities of the issuer

- security term modification procedures

- summary of the differences between all the outstanding securities of the company

- the securities rights including information on any material dilution or qualification

- impact of rights held by principal shareholders of the EGC might impact purchasers, name
and ownership level of each existing shareholder that owns more than 20% of any class of

securities of the issuer

all risks to security buyers

(Cunningham, 2012a; Barlas, 2014; Ng et al., 2015; Chaudry, 2013)

Startup Registration Proces SEC

Initial Public Offering (IPO)

Uninformed
investor

Figure 13: Start-up selling securities to uninformed investors prior to JOBS Act

As a result of this act start-ups benefited a lot as they could save a lot of resources by avoiding the
IPO process. The criticism on the act usually points out that lowering the reporting requirements was
done at the expense of investor protection (Dorff, 2013) as less information is now provided for the
investors and the bought assets are more illiquid (Ng et al., 2015). Biggest concern appears not to be
whether the projects are frauds, but that so many bad projects are shown to investors compared to
IPOs where the expensive process keeps bad companies at bay (Dorff, 2013). There exist incentives

for the proper regulations for crowdfunding. Empirical evidence suggestst that the adaptability of a
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country’s legal system facilitates start-ups access to finance i.e. increases the amount of successful
campaigns. Both Beck et al. (2005) and Cumming and Johan (2008) suggest an approach where the
regulations should focus on not only strengthening the investor protection, but also educating

investors and the improving the integrity of platforms.

The current operating principle of crowdfunding which makes investors to invest via a platform is
widely seen better option than the companies directly seeking funds (Chaudry, 2013; Ley & Weaven,
2011). However, as the number of platforms has rapidly grown during the past few years, there is a
risk that the platform may not necessarily be legitimate (Taulli, 2012). To counter these fraud
platforms in U.S. the platforms are now required to register for SEC and provide information (Dorff,
2013). The platforms are required to take whatever steps SEC demands to: prevent fraud, prevent
conflicts of interest, protect investors’ information privacy, enforce the investment limits of each
investor and prevent the start-up from receiving any funds from the securities sale prior to the
campaign meeting its goal (Dorff, 2013; Chaudry, 2013). The registration process to SEC prior to
JOBS Act is demonstrated in figure 13 and after the same process after JOBS Act is demonstrated in

the figure 14

Startup

Crowdfunding Platform L Registration Process SEC

Public Campaign

Uninformed
investor

Informed investor

Figure 14: Start-up selling securities via crowdfunding platform post JOBS Act.
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Previously in chapter 3.4.4 the relationship between shared information and investment was
presented, this relationship presents a rather important part in this part. The amount of information
the start-ups are required to present is likely the most important legislative factor to maximize the
amount of successful crowdfunding campaigns. Unfortunately, the previous research suggests that
this dilemma hasn’t been solved yet and therefore the decision whether more or less information
should be required to be given remains unclear (Cumming & Johan, 2013). The previous studies have
not graphically shown this relationship, but based on their findings it could be assumed that shape of
the graphs would be somewhere near linear. Figure 15 is an illustrative drawing of this regulation
dilemma and should not be considered as an absolute truth. The blue line demonstrates how the
number of start-ups willing to use crowdfunding deteriorates when more information is required to
be shared and the red line demonstrates the number of investors growing when more information is
shared. The black lines demonstrate different levels of regulation and the points Ri-R3 demonstrate
the realised investment levels with respective amounts of regulation. The point R2 maximizes the
investments and should be desirable, but the dilemma of knowing whether the current situation is

closer to R1 or R3 exists.

The effect of information regulations on

investments
4}
c
(0]
E /
7
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>
£
%S R2
E R3
8 R1
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Information shared
Investors Startups Levels of regulation

Figure 15: The effect of information regulations on investment

One way to achieve the goal of saving uninformed investors from losing their money on bad projects
is the American example of limiting the amount investors are allowed to contribute (Ng et al., 2015).
In that model, the investors who earn or have net worth less $100 000 a year are allowed to invest

maximum of either $2000 or 5 % of their annual income or net worth annually and investors with
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more than that are allowed to invest 10% of their annual income or net worth up to $ 100 000 (Taulli,
2012; Ng et al., 2015; Barlas, 2014; Chaudry, 2013). Whereas this method prevents the investors
from losing their total wealth it doesn’t necessarily mean that the investors are better protected.
Another way to achieve this goal is to require informed investors to be on board prior to allowing
uninformed investors to invest. That kind of system is used for example in Italian regulatory
framework where a mandatory 5 percent of the goal is required to be funded by certificated investors
(Miglietta & Parisi, 2014). In the U.K., the investors are required to register and certify that they are
informed about the opportunities and risks and have received independent advice prior to investing
(Vismara, 2016) This U.K. model also has a 10 percent limitation of investment for the investors
investing (Vismara, 2016), but the approach is still more educational than the American or Italian

one.

Besides wanting to maximize the amount of new companies getting funded (and thus the economic
growth) another tool for public decision-makers should be optimizing the level and methods of taxes.
The decision makers can boost crowdfunding activities by giving tax incentives for investors (Ng et
al., 2015). However, the way the funds gathered has been rather unclear for many entrepreneurs and
for example the platforms Indiegogo and Kickstarter mention taxes for campaign creators, but refuse

to give any guidance on how to pay them (Metrejean & McKay, 2015).

One logical reason for these platforms restraining from giving guidance is probably the fact that these
are internationally operational platform and regulations in many countries are yet to be properly
established. Whereas the taxes might be complex in some countries they complicate things for
campaigns that cross national borders (Ng et al., 2015). As crowdfunding is effectively benefiting
from the Internet access it has ability to expand internationally, though the differences in regulations
still make it harder (Vismara, 2016). The international guidelines are yet to be implemented though
for example EU has acknowledged this and started working on respective regulations (Bessiere &
Stéphany, 2014). U.K. has solved this issue by requiring the investors in U.K based platforms to be
citizens of EU or another place where they can legally receive financial promotions (Vismara, 2016).

What happens to this regulation after the Brexit, is yet to be seen.

As their nature differs significantly, reward- and equity based crowdfunding methods are most often
taxed differently from each other. The reward based model is often taxed as gross income. In
American context, it is taxable as gross income under section 61. Other question arises about the
deductibility of the expenses. The immediate expenses most often can be deductible, but for example
in the American accounting the income is supposed to be written down for same taxable year, but the

expenses are only deductible the following year. This kind of arrangements may cause huge cash flow
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problems for start-ups as they are already operating with very low resources and may not have any
other cashflows. (Metrejean & McKay, 2015)

2.4.2 Current regulations in Finland
The Finnish regulations concerning crowdfunding have recently been under a lot of discussion and

the new crowdfunding law was implemented in the beginning of September 2016. Prior to this act

the different types of crowdfunding were controlled by the following laws shown in the Table 2:

Table 2: Types of crowdfunding and related laws (according to Finlex, 2016)

Type of

crowdfunding Related law

Donation based Money Collection Act

Reward based Consumer Protection Act and Sale of Goods Act
Equity based Financial market laws

Debt based Financial market laws & Consumer Protection Act

The new crowdfunding law was created in order to clarify the regulations based on crowdfunding and
especially on the rights to sell and deal securities via crowdfunding (the role of the platforms) (Finlex,
2016). This law is applied in cases where the unit selling the securities is not a credit institution,
payment institution, fund management company, investment service company or professional fund

management company (all of these examples are regulated by separate individual laws).

In order to operate as an intermediary in crowdfunding, the company (platform) must be registered
into a specific crowdfunding register of the Finnish Financial Supervisory Authority (later referred
as FSA) unless the company is based in another European economic area or ETA country and the
operations in Finland are temporary. In the registration process the company needs to provide the
FSA information about the key persons of the company whose reliability and knowledge about the
financial markets is then evaluated. The register holds the following information about the registered

company:

- The complete name of the trader, complete name and personal ID or date of birth, trade name,
auxiliary business name, business ID or similar relevant ID and the address of all the places
where crowdfunding securities are intermediated

- Names of the persons whose expertise has been evaluated

- Date of Registration
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- Date and reason for removal from the register

- Public warnings, fees, penalties and prohibitions with a periodic penalty payments

In order to be able to be accepted in the register, the company must have right to trade in Finland,
cannot have filed in bankruptcy or be in clearance process. Also, when an individual person is acting
in the role this role instead of a company, she must be at least 18 years old and her operational capacity
cannot be limited by the authority. She must also be considered reliable meaning she must fill the
following conditions: 1) haven’t been in jail within 5 years, 2) hasn’t been fined for any offences that
are considered harmful for the practice of this kind of activity. All these listed qualifications are also
applied to the persons in charge (such as the CEO, board members, vice board members and the
owners with at least 10% ownership of the company) if the registered entity is a company. The board
of the company and the persons who are involved in intermediating crowdfunding must also have the
necessary knowledge required for working as an intermediary such as the understanding of the most
important risk factors of the business. The amount of equity invested in the company must be at least
€ 50.000 or an amount FSA considers sufficient for the volume of the business. The company must
also be located in ETA country unless an exceptional permit is given. An insurance to cover the
potential losses for things in which the company is in charge of must also be bought to protect the
losses of other stakeholders. The company must also be capable of holding customers’ wealth in a

reliable way.

If the company is able to fill all the requirements listed above it is given the legal right to operate with
investment (mostly equity) and debt based crowdfunding. This right allows the company to receive
and deliver assignments for instruments which fill the criteria of investment service law 1 (chapter
11§ 1 &5). The company is then also allowed to give investment advice for investors. All these rights
also apply when the service is provided from Finland to another ETA-country unless it is prohibited

in that country by the local laws.

Besides clarifying the criteria to be allowed to operate as a platform, the new crowdfunding law also
assigns several responsibilities for the platforms. The platforms are required to operate honestly,
professionally, equally and for the interests of the customers. They must also follow the “good
crowdfunding practices”, investment service law 7 (chapter 10) regulations about the conflicts of
interest and investment service law 10 (chapter 4) about gathering information about the customers
who invest more than € 2000. If the platform is giving the investor investment advice, the platform
is not allowed to hold nor control the wealth of the customer. If the platform is in control of customers’

money it must organize it in a reliable way; separated from the money of the company, have a separate
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book keeping records where all the customers are separated and finally the wealth must be deposited

in a bank that has operating permit in Finland or another ETA country.

Rules about the information sharing are clarified as following: The platform is not allowed to give
false or misleading information about the investee company and if new information about the
reliability of the investee company is gained it must be revealed to the investors immediately. The
investee company must also publish all the necessary information which is relevant when considering
the investees ability to repay. The platform is in charge of ensuring the investee company provides
all this information. The relevant changes in the given information must also be announced
immediately to the investors. The investee companies are exempt from publishing a brochure which
is required from the companies issuing a public offering by the Financial market law 4 chapter 3§ if
the amount of offering is less than € 5000.000 within 12 months. The platform is also required to
know the investee company according to the Act on Detecting and Preventing Money Laundering
and Terrorist Financing 503/2008 in order to avoid funding terrorism, frauds or companies which
have filed bankruptcy. FSA oversees that these rules are followed and the Finnish consumer
protection agent is in charge of the cases where the customer is a consumer (reward based
crowdfunding) and has also right to access the criminal records of the related persons. The platform
is liable to pay indemnity in cases of negligence or intentionally causing damage for the customer,

this responsibility is further explained in the Tort Liability Act 412/1974.

A separate section about the “good crowdfunding practices” is included in the Crowdfunding act.
This § obligates all the platforms who intermediate crowdfunding to join a neutral organization that
represents the operators of crowdfunding industry, is founded in Finland or another ETA country and
has given a recommendation on how to improve the transparency or openness of the intermediation
of crowdfunding. The platforms can disregard this obligation if they pledge to follow the instructions
of this kind of organization or if they publish a reasoning on why they are not following these. The
platform is obligated to inform FSA about which organization they are members of or which

instructions are they following.

The employees and the key persons of the platform are also subjects to the confidentiality obligation
about all the trade secrets they might hear when operating with the investee companies and are not
allowed to spread this information even within the intermediary company unless they are given

permission by the initial holder of these secrets.

The adaptation of the new crowdfunding act naturally required adjustments of other related laws.

Investment Service Act (747/2012) was changed to allow the basically allow intermediating of
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crowdfunding for the institutions which already had been registered to FSA. The same act also
requires the crowdfunding platforms to provide non-professional investors with sufficient
information about the related financial instruments and their nature prior to the actual transaction. Act
on the Supervision Fees of the Financial Supervisory Authority (879/2008) sets the surveillance fee
of registered crowdfunding platforms to standard fee of € 2000. The Act on Credit Institutions has
been changed to require financial statements, interim report and financial statement announcement
according to The Securities Markets Act 7 chapter 5-13§ from the investee company when offering

securities via other than initial public offering.

This new crowdfunding law has already received some criticism and for example Samuli Simojoki,
lawyer from Borenius commented the law as a disappointment, because it didn’t really renew the
donation or reward based crowdfunding. He also suggested the removal of Money Collection Act and
the need of specific permits, because currently only non-profit organizations are given these permits
and thus donation based crowdfunding is practically impossible for Finnish start-ups. (Kauppalehti,

2016)

There indeed might be need for clarification of the rules for reward based crowdfunding. Currently
reward based crowdfunding is subject to the Consumer Protection Act if the service or product is
provided by a company to a consumer. There exists a certain grey zone in reward based and do
notation based crowdfunding as the value of the reward might be far less than the value of the
contribution or the reward can be difficult to valuate (intangible rewards). This regulation has been

attempted to be clarified several times since 2014, but is still unfinished. (Edilex, 2016)

2.5 Conclusions

This chapter summarizes the most relevant findings of the previous literature and to form conclusions
which will be used as hypotheses in empiric part of this study. The first part of this study, the
possibilities that crowdfunding can provide for Finnish start-up was analysed based on the previous
literature and the answers to the questions: “what incentives do the Finnish start-up companies have
to seek funds via crowdfunding?” and “Do Finnish start-ups find funds for their projects using
crowdfunding? were sought. Previous studies suggested that one of the main motivations for the use
of crowdfunding is the lack of other alternatives. Also, the importance of the feedback from the crowd
during the campaign to improve the product or service to better meet the demand was noted. The cost
of acquiring finance was also claimed to be smaller in crowdfunding than traditional methods and

crowdfunding was seen as a way to gain visibility for the start-up from bigger audiences. Also, the



57

existence of several other minor reasons such as the altruistic motives, fear of losing control of the
company and promoting female entrepreneurship were found as motives to prefer crowdfunding over
the traditional methods of start-up financing. The overall amount of Finnish equity and debt
crowdfunding available was suggested to be increasing and according to the previous studies, the

Finnish start-ups can find funds for their projects with crowdfunding.

Based on these findings four hypotheses were formed as preliminary answers to the first sub research
question: What incentives do the Finnish start-up companies have to seek funds via

crowdfunding?
H1: One of the main motivations for the use of crowdfunding is the lack of other alternatives

H?2: The feedback from the crowd can help the entrepreneurs to develop the product/service to better

meet the demand

H3: Using crowdfunding, the start-ups may reduce the costs of acquiring funds and get their product

known by bigger audience than with the traditional methods

H4: Besides the immediate motives of the entrepreneur there exist other reasons for crowdfunding
such as the benefits for the economic growth, entrepreneurs’ fear of losing control of the company

and promoting female entrepreneurship

The second sub research question: Do Finnish start-up find funds for their projects using

crowdfunding? was then answered by two Hypotheses:
H5: The amount of capital available in Finnish equity and debt crowdfunding is increasing
H6: Finnish start-ups can find funds for their projects using crowdfunding”

The second part of the study, the campaign itself and the guidelines on how to succeed with it
considered two sub research questions: “What kind of innovations typically received funds via
crowdfunding” and” What kind of factors affect the success of Finnish crowdfunding campaign?”.
The previous literature suggested that investors prefer investing in products they would also
personally want to own and products that generate them altruistic value. It was also pointed out that
in general technology based innovations have been more successfully funded than arts based
innovations. The previous literature also provided several key findings about the key factors for
succeeding in the crowdfunding campaign. Firstly, the goals of the campaigns were more often
reached when the sought amount was smaller and if bigger amount was sought it was pointed out to

be more effective if the campaign was staged into several sub-campaigns. Secondly, the retained
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equity by the entrepreneur was most often considered as a positive signal by the investors. Also, the
importance of preparation of the campaign by carefully planning at least the video pitch, different
scenario analyses, the corporate governance and the role of professional investors was found
extremely important for the success of the campaign. Previous studies also suggested that in order to
perform better, the start-ups should actively respond to the feedback they are given by the investors
and provide the investors with enough information about the project, involved resources, the
entrepreneurs themselves and the strengths and weaknesses of the project, being however cautious to
not to reveal too much crucial information outside the company. The importance of the right
crowdfunding platform was also pointed out and such platform was described as one with large base
of uninformed non-professional investors with several better known and more experienced informed
investors and a pool of campaigns in which several outstanding campaigns outshine bigger amount
of not so attractive campaigns. The importance of the social networks of the entrepreneur was also
emphasized in several of the previous studies. The last important finding based on the literature was
that in reward based crowdfunding the typically successful rewards given to the contributors provided
more value to them than simply waiting for the retail version of the product. Many of the studies
suggested a tiered reward system in which contributions of different values were compensated with

rewards of different value categories.

Based on these findings two hypotheses were formed as preliminary answers to the third sub research

question: What kind of innovations typically received funds via crowdfunding?

H7: Investors prefer investing in products they would also buy themselves and products that generate

them altruistic value

HS8: Crowds generally see more potential in technology based innovations than in arts based

innovations

And eight more hypotheses were formed as preliminary answers to the fourth sub research question:

What kind of factors affect the success of Finnish crowdfunding campaign?

HY9: Smaller goals are more likely reached than greater goals. In order to reach greater goal, the

campaign should be staged into several sub-campaigns

HI10: Entrepreneurs should retain substantial portion of the equity themselves in order to convince

the investors



59

HI11: To perform well, the campaign should be prepared well in advance including the video pitch,
decent scenario analysis all the way to the exit opportunity, corporate governance and the role of the

professional investors

H12: To maximize the amount of investment, the start-ups should actively respond to the feedback on
the campaign and keep the investors frequently informed about the progress without revealing too

much confidential information

H13: An ideal platform has large base of uninformed investors supported with several well-known
informed investors and has several outstanding campaigns amongst a larger amount of less attractive

investments opportunities

H14: Entrepreneurs with more personal connections or better reputation are more likely to succeed

with their campaigns

H15: The entrepreneurs should focus on providing the investors with enough information about the
entrepreneur(s) itself, the financial resources of the company and a profound analysis of the strengths

and weaknesses of the project

H16: the rewards should be something that gives the investor more value than waiting for the retail
product and the products should be tiered into different categories in order to maximize the amount

of money gathered”

The last part of this study, the current limitations for the use of crowdfunding in Finland was then
analysed by attempting to find answers to the sub research question: “what kind of restrictions for the
use of crowdfunding currently exist in Finland?” The role of public decision makers for encouraging
and limiting the realized crowdfunding was notified by the literature and further analysed. The
literature also suggested that currently there are local differences amongst the regulations of different
countries which limit the use of crowdfunding cross the borders. The literature then suggests that
globally standardized regulations could improve the overall efficiency of crowdfunding. The new
Finnish crowdfunding law and the related laws that control crowdfunding were analysed and based
on the new law it was assumed that the rules for equity crowdfunding are now clearer in Finland
which is expected to result in an increase of the amount of crowdfunding used in Finland, but more
professional opinions are still needed. The current literature also suggests that the laws considering

reward based crowdfunding are still unclear and outdated and should be developed further.

In order to provide preliminary answers to the last sub research question: What kind of restrictions

for the use of crowdfunding currently exist in Finland? four more hypotheses were founded.
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H17: Public decision makers can control the level of realised investments by setting the level of

information required to be shared. However, the understanding of the current level is limited

HI8: Crowdfunding would benefit from globally standardized regulations and if those will be
developed Finnish regulations should be adjusted accordingly.

H19: New crowdfunding act clarified the rules for equity based crowdfunding and thus will likely
increase the popularity of crowdfunding

H20: Reward based crowdfunding still needs clear rules to be effectively used in Finland

The connections between the scientific articles presented in the literature review and the formed

hypotheses can be seen in Table 3.

Table 3: Links between hypotheses and literature

Hypothesis

Scientific articles supporting the hypothesis

What incentives do the Finnish start-up companies hav

e to seek funds via crowdfunding?

HIi: One of the main motivations for the use of

crowdfunding is the lack of other alternatives

Cumming & Johan, 2013

H2: The feedback from the crowd can help the
entrepreneurs to develop the product/service to better

meet the demand

Ordanini et al., 2011

Getty, 2014

Belleflamme et al., 2014
Bessiére & Stéphany, 2014
Ley & Weaven, 2011

H3: Using crowdfunding, the start-ups may reduce the
costs of acquiring funds and get their product known by

bigger audience than with the traditional methods

Ngetal., 2015
Cumming & Johan, 2013

H4: Besides the immediate motives of the entrepreneur
there exist other reasons for crowdfunding such as the
benefits for the economic growth, entrepreneurs’ fear of
losing control of the company and promoting female

entrepreneurship

Ngetal., 2015
Smith & Green, 2015

Do Finnish start-up find funds for their projects using crowdfunding? was then answered by two Hypotheses:

H5: The amount of capital available in Finnish equity and

debt crowdfunding is increasing

HG6.: Finnish start-ups can find funds for their projects

using crowdfunding”

What kind of innovations typically received funds via crowdfunding?

H7: Investors prefer investing in products they would also
buy themselves and products that generate them altruistic

value

Ley & Weaven, 2011
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HS8: Crowds generally see more potential in technology

based innovations than in arts based innovations

Parker, 2014

What kind of factors affect the success of Finnish crowdfunding campaign?

HY9: Smaller goals are more likely reached than greater
goals. In order to reach greater goal, the campaign

should be staged into several sub-campaigns

Mollick, 2012
Antonenko et al, 2014

HI10: Entrepreneurs should retain substantial portion of

the equity themselves in order to convince the investors

Breadley et al., 1977
Cumming & Johan, 2013
Vismara, 2016

HI11: To perform well, the campaign should be prepared
well in advance including the video pitch, decent scenario
analysis all the way to the exit opportunity, corporate

governance and the role of the professional investors

Vismara, 2016

Miglietta and Parisi, 2014
Abhlers et al., 2015
Cumming & Johan. 2013

H12: To maximize the amount of investment, the start-ups
should actively respond to the feedback on the campaign
and keep the investors frequently informed about the
progress without revealing too much confidential

information

Miglietta and Parisi, 2014
Antonenko et al, 2014
Kuppuswamy & Baryus, 2015
Vismara, 2016

Davila et al., 2003

Ley & Weaven, 2011

HIi3: An ideal platform has large base of uninformed
investors supported with several well-known informed
investors and has several outstanding campaigns amongst
of less attractive investments

a larger amount

opportunities

Parker, 2014

H14: Entrepreneurs with more personal connections or
better reputation are more likely to succeed with their

campaigns

Colombo et al., 2016
Vismara, 2016

Ngetal., 2015

Saxton & Wang, 2013
Zheng et al, 2014
Antonenko et al., 2014
Parker, 2014

Shane and Cable (2002),
Shane and Stuart (2002)
Zhang and Wong, (2008)

H15: The entrepreneurs should focus on providing the
investors with enough information about themselves, the
financial resources of the company and a profound

analysis of the strengths and weaknesses of the project

Nahata, 2008
Kuppuswamy & Baryus, 2015
Bessiére & Stéphany, 2014

HI16: the rewards should be something that gives the

investor more value than waiting for the retail product

Chaudry, 2013
Antonenko et al., 2014




62

and the products should be tiered into different categories

in order to maximize the amount of money gathered”

Dorff, 2013
Mollick, 2012

What kind of restrictions for the use of crowdfunding currently exist in Finland?

H17: Public decision makers can control the level of
realised investments by setting the level of information
required to be shared. However, the understanding of

the current level is limited

Cumming & Johan, 2013

HI18: Crowdfunding would benefit from globally
standardized regulations and if those will be developed

Finnish regulations should be adjusted accordingly.

Vismara, 2016
Bessi¢re & Stéphany, 2014

H19: new crowdfunding act clarified the rules for equity
based crowdfunding and thus will likely increase the

popularity of crowdfunding

Finland specific: discussion on Media

H20: Reward based crowdfunding still needs clear rules
to be effectively used in Finland

Finland specific: discussion on Media
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3 Interviews

This chapter examines the findings of the empiric part of this study: the interviews. The gathering of
data and the background of the interviewees are first described in the chapter 3.1. The content of the
three main topics of the interviews are then described in the chapters 3.2-3.4. Finally, chapter 3.5
focuses on comparing the findings of the literature review and the interviews by testing the hypotheses

formed in chapter 2.

3.1 Description of the data

The data of the empirical part consists of total of seven interviews of which five were with the
representatives of Finnish start-up companies and two with the representatives of Finnish

crowdfunding platforms.

The start-up companies were selected from the lists of crowdfunding campaigns published by
Invesdor Oy and Kansalaisrahoitus Oy based on two criteria: the company had to be a start-up and it
had to be Finnish. The definitions of these criteria are further explained in chapter 1.2. Total of 11
companies were contacted via email and six of them responded, five accepting the request and one
company rejecting the request, rest of the contacted companies did not answer anything. In addition
to the start-up companies, total of three platforms were contacted based on the listing of government
bill related to the new crowdfunding law. Two of them accepted the request right away. The third
platform was re-connected by another email, emails to other representatives and finally by phone call
due to it being rather important player in the Finnish crowdfunding scene. However, the

representative of this platform could not be reached.

The interviews were conducted between 26 January 2017 and 7 April 2017. All the interviews were
held in Finnish, but the methods varied from phone and skype interviews to a face-to-face interview.
The duration of the interviews varied between 30 and 48 minutes. The Methods and durations by

interviews are explained further in table 4.

The companies come from rather diverse backgrounds. The first interviewee company Heimo is a
company offering a social media service for people with challenges in their lives. The social media
service is built around community thinking and aims to provide peer support for people facing (mainly
mental) challenges in their lives. The representative of the company, Jarno Alastalo is the CEO of the

company and has over 15 years of experience in developing social medias. His previous experience
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includes managing the biggest Finnish web community Suomi24. (Heimo, 2017). Heimo could gather

€170,357 via campaign on Invesdor early 2016 (Invesdor, 2017a)

The second interviewee company Stupid Stupid Games is a game developing company founded by
group of Haaga-Helia students in 2013. Their product is currently a PC game called “Johnny Graves
— The Unchosen One”, but according to their CEO Jussi Kyronseppé they have founded the company
based on the idea that the game will be later expanded in to a product family (Stupid Stupid Games,
2017) Jussi Kyronseppa acted also as the representative of the company in this study. According to
him they had one investors on board prior to the crowdfunding campaign. Stupid stupid games

managed to gather €33,932 early 2016 (Invesdor, 2017b).

The third interviewee company WeTask!t operates as an intermediary in freelancer recruitment
services. Their product is a web service called “Skillfied” which allows companies to recruit
freelancers for short term jobs. The representative of the company is the CEO Tuomas Tiilikainen.
WeTask!t attempted to gather funding via Invesdor in 2016, but failed to reach their goal. They had

several professional investors on board prior to the campaign.

The fourth interviewee company Tosibox provides flexible and expandable VPN technology
solutions for companies. Tosibox was founded in 2011 (Tosibox, 2017) and has already been able to
arrange two successful closed equity crowdfunding campaigns via Kansalaisrahoitus, first of which
took place in late 2013/early 2014 and latter in Fall 2016 totalling €3,812,086 (Kansalaisrahoitus,
2017a) The representative of the company interviewed was the CEO Tero Lepistd. According to
Lepistd the company had previously been funded by a support money from Nuoret Innovatiiviset
Yrittdjat (Young innovative entrepreneurs) and TEKES (Finnish Funding Agency for Technology

and Innovation).

The fifth interviewee company Uplause provides interactive entertainment such as various crowd
games for spectator events. Their clients include large sports organizations such as several NHL
teams, NFL teams and Formula One organization. (Uplause, 2017). The representative of the
company, Heikki Aura is the Executive Vice President, Head of Sales & Marketing and Co-founder.
Uplause was able to gather €1,499,000 via Kansalaisrahoitus in early 2014 (Kansalaisrahoitus,
2017a). According to Aura, the first financing round was organized by friends and family, second

involved Vera Ventures and Lifeline Ventures and crowdfunding round was the third.

The first interviewee platform Kansalaisrahoitus is an investment service company organizing closed

equity crowdfunding rounds since 2012. Total of 30 successful campaigns have been launched on the
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platform ever since. The representative of the company Toni Lahti is the CEO of the platform.

(Kansalaisrahoitus, 2017b)

The second interviewee platform Mesenaatti is the first and the biggest Finnish reward based
crowdfunding platform. Mesenaatti hosts campaigns launched by private persons, communities, non-
profit organizations, start-ups and public organizations. (Mesenaatti, 2017) The representative of the

company is Pauliina Seppéld Co-owner and producer (Linkedin, 2017)

Table 4: Interviews summarized

Platforms Type
Mesenaatti Pauliina Seppadla  7.4. phone 48:09 Closed
Equity based
Kansalais- Toni Lahti 9.3. skype 40:31 Reward
rahoitus Oy based
Start-ups Goal Gathered Platform
Uplause Heikki Aura 23.2. skype 35:11 1,499,000 1,499,000 Kansalais-
Rahoitus Oy
Tosibox Tero Lepistd 23.2. phone 30:37 2,313,086 2,313,086 Kansalais-
Rahoitus Oy
1,499,000 1,499,000 Kansalais-
Rahoitus Oy
WeTask!t Tuomas 2.2. face-to- 38:24 120,000 49,504 Invesdor
Tiilikainen face
Stupid stupid  Jussi 31.1. phone 40:37 25,000 33,932 Invesdor
games Kyronseppa
Heimo Jarno Alastalo 26.1. face-to- 39:58 50,012 170,357 Invesdor
face

3.2 Motivations for the use of crowdfunding

The first key theme of the interviews was to find out the motivations and reasons Start-ups had used
crowdfunding instead of traditional methods of financing. The start-ups were asked whether they
believe crowdfunding was the only available financing method for them in that stage. Most of the
start-ups had identified also other alternatives, but ended up with crowdfunding, because of other
motives than the lack of alternatives. The only one who admitted crowdfunding being probably the
only viable option during that time was Jussi Kyronseppé of Stupid Stupid Games. “We were still

students and needed money to rent office space for running our business. We had one existing investor
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on board and saw that crowdfunding would most likely be the only available option prior to

institutional investors.”

Jarno Alastalo of Heimo saw business angel financing as an alternative for crowdfunding. “For us
crowdfunding was a mix of angel investors and non-professional investors investing via the platform.
So basically, Angel investing could have been also possible”. According to Heikki Aura of Uplause
and Tero Lepistd of Tosibox crowdfunding had plenty of alternatives, but was selected simply,
because it was the most convenient way to gather financing while the entrepreneurs could still focus
on developing the core business meanwhile. Heikki Aura describes selecting crowdfunding as
follows: “Crowdfunding came to us as a new possibility. Another company we knew had used
crowdfunding before us and their founders told us they had been working on it with
Kansalaisrahoitus. We then decided to check this out and everything seemed to good. We had been
meeting Venture Capitalists prior to that, but we found the terms of the crowdfunding fairer than what
Venture Capitalists had offered.” Toni Lahti of Kansalaisrahoitus believed that all the campaigns
selected for their platform are good enough to gather funds elsewhere and the key reason for choosing
to operate with them is the convenience that the entrepreneurs can focus on their core business mean

while the platform does the “selling”.

Whereas the lack of other alternatives was not the main motivation for most of the interviewed start-
ups they were asked whether other reasons such as media visibility, efficiency (saving time and effort)
or retaining control in the company were the main motives for the choice. Alastalo estimated the main
reason to be marketing related visibility. “Our choice was roughly 60% based on the money and 40%
about the marketing” In addition to marketing related reasons Alastalo listed also utilization of
Invesdor’s networks and that Invesdor was committed to deal with the paper work as reasons to
choose the crowdfunding. Alastalo also stated that they did commit thoroughly into the campaign and
thus cannot tell whether it was less time consuming than what traditional methods would have been.
“We combined pitching to angels in the silent phase before the campaign. You cannot simply trust

the platform; own effort is needed as well”.

Also, Kyronseppé and Tiilikainen both agree with media visibility being one key reason to select
crowdfunding. “We used to be a just a group of students doing our thing. Invesdor really helped us
to develop our message and promote it outwards” says Kyronseppd. Kyronseppd also considers the
campaign successful in that sense: “People started noticing us. Pelaaja (game magazine) noted us in
an article and several magazines started asking for interviews”. Tiilikainen states that crowdfunding
is all about the hype and bringing up the current media visibility of the company especially towards

other companies (users of the product of WeTask!t) and investors.
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Whereas all three (Kyronseppa, Tiilikainen and Alastalo) agreed that media visibility and marketing
related goals played a significant role in choosing crowdfunding they also stated that being successful
to reach those goals requires lot of effort from the start-up. Alastalo describes this effort as follows:
“During the campaign we posted more than 500 tweets, hundreds of Facebook updates and tens of
LinkedIn messages to our connections”. Tiilikainen describes failing at this part being the one critical
factor for the failure in the entire campaign. “We were too late with the communicating and thus
didn’t receive as good visibility as we wished”. He however also pointed out that more visibility
doesn’t necessarily provide more funds. “Media visibility of course correlates with success, but there
are still several things that need to happen before crowdfunding actually becomes more beneficial

than visiting business angels.

In closed equity crowdfunding however, the visibility or marketing related things were not seen as
important. Instead, doing a lot of marketing related “field work” that kind of processes are outsourced
to the platform. Toni Lahti of Kansalaisrahoitus also points out that the companies looking for funds
in closed crowdfunding are typically selling business to business products or services and thus do not
benefit as much from the media visibility. However, he also believes that the investors at the platform
form a large network and thus can also prove to be useful in marketing sense. Tero Lepisto also states
that Tosibox didn’t really consider media visibility when considering crowdfunding: “We didn’t

specifically put much effort to that during the campaign

Considering the cost- and time efficiency of crowdfunding compared to other financing methods, the
start-ups which had used open equity crowdfunding couldn’t make a clear comparison as they had
simultaneously kept meeting business angels hoping to make them join into the campaign. Tiilikainen
believes that whereas crowdfunding platform can definitely reach more people, it is not necessarily
simply a good thing. “Angels are likely to invest bigger amounts for example €25,000, so it takes
quite many smaller investments to make up the same sums which in our campaign were maximum of
€5,000.” He also stated that in order to succeed they would have had to get 100-150 new investors on

board whereas only 4-5 angels would have been sufficient for them.

The start-ups in closed equity crowdfunding believed that especially the time saving aspect was
important. “It didn’t take very many months to get things started with the campaign which we found
very convenient in our situation” says Aura. Lepistd on the other hand explains the choice by previous
experience with the same platform. “It was our second crowdfunding round already so it was easy to
turn to crowdfunding. During the first round, we had put a little more effort in pitching our idea, but
this second time we could better focus on our core business. Kansalaisrahoitus had also followed us

between the campaigns and thus made it very cost efficient for us”. He also pointed out that they did
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think about other platforms as well, but in the end, saw no additional value in it. The views of Lahti
also support this statement: “When we collect the money the company can focus on their core business
which results into time savings for the company. The traditional financing methods may take months

which is always time taken away from the core business development”.

The interviewees were also asked whether retaining control of the start-up was an important motive
in selecting crowdfunding. Tiilikainen agrees with the importance: “We knew we are willing to give
a certain percentage for angels. We then set the company valuation a bit higher and expected the hype
effect. The new investments are often so small that they are not likely to provide the investors with
much voting rights”. Lepistd and Lahti also considered retaining control very important in selecting
the financing method. “It is one big motivation to work with us, because typical investors in our
platform are not too actively involved in the business of the company which helps the entrepreneurs
keep it under control”. Aura, on the other hand believes that they would have ended up with rather
similar amount of control if they had selected venture capital financing instead. Kyronseppa didn’t
see retaining equity as a deciding factor either: “We didn’t really think about losing control very
much. We still wanted to retain 51% together with the other owner, but that was not considered too

much in the selection phase”.

In addition to the mentioned reasons, the interviewees also pointed out several reasons to select
crowdfunding. “On top of the money and marketing reasons we also thought about forming new
connections” described Alastalo. Lahti also suggests that the contacts have sometimes even provided
co-operation networks, synergies and various skills for the company to benefit from. Lahti also
pointed out that the financing rounds In Kansalaisrahoitus are typically very large (even up to €5
million) and very few operators in Finland can provide such amounts in one place (not likely even
the largest business angel syndicates). “We also have 100% success rate so far so there is very big

chance of us being able to deliver the financing” he reveals.

Also, testing the demand of the product was seen somewhat important in some cases. Pauliina Seppéla
of Mesenaatti suggests that crowdfunding can also works as a place to see whether the product works
or not and that companies can then draw their own conclusions about the product. “Clearly
crowdfunding (in Finland) is not very often used just for being the testing grounds even though
globally that is a significant part of reward based crowdfunding”. Aura believes that open
crowdfunding works best for start-ups that are in early phase and have a prototype or proof of concept
and need the “hype”. Mainly this kind of companies would have Business-to-Customer product or

service and can benefit from the new “ambassadors” (the investors). Closed crowdfunding on the
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other hand in his opinion requires to be able to prove the investors that they have high growth

potential. He still believes that any start-up should at least consider crowdfunding at some point.

3.3 Key factors in the successful campaign

The second main topic in the interviews was the campaign itself and the factors which are the most
critical in order to succeed with the campaign. The interviewees were asked to describe several

different aspects of the campaign and their own efforts during it.

The interviewees were asked to describe the thoughts behind setting the goal (target amount to be
gathered) for the campaign. Alastalo described the goal of €50,000 was being used as a marketing
trick “It could have been higher as we reached it so easily within just 3 days as hype brings more
hype”. Kyronseppé on the other hand told that the goal was set to the absolute minimum money they
needed and that the idea was to use the gathered sum as a leverage when seeking funds from TEKES
(the Finnish Funding Agency for Innovation). According to him Stupid Stupid games managed to get
funded by TEKES after the successful crowdfunding campaign.

Tiilikainen wanted to emphasize the psychological effect of the goal. “We think our goal was
probably too low, because for such business as ours, €120,000 is not enough to cover 2 years of
development. Also, setting the goal any lower than that would not have helped us at all with the

current cash burn rates”

Aura and Lepistd found it rather hard to define the impact of the goal for the success as they both
managed to gather the absolute legal maximum allowed at the time of their campaigns. “Both times
we were able to get the maximum amount the law allowed so any staging was not needed and bigger
amounts were not possible to gather. The next financing round is not possible to organize with
crowdfunding anymore.” Lepistd described. According to Aura the platform (Kansalaisrahoitus)
promised them that they would be able to gather the legal maximum so they believed in their

experience and didn’t consider any lower amounts.

As both closed crowdfunding campaigns were able to gather the legal maximum amount, Lahti
(Kansalaisrahoitus) was asked whether all the campaigns in the platform always aim for the legal
maximum. “Depends on the company of course. Not always the legal maximum amount as it is not
always reasonable to gather that much. Also, the dilution effect must be understood by the
entrepreneurs, because the valuation must be reasonable”. He emphasized that the optimal amount is
very much company specific and biggest factor determining the amount is the cash burn rate. “Smaller

goals do better if the start-up is selling business-to-customer products. In that case, the first phase is
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more about getting the product known, the second phase is about scaling the business up and third

phase is finally most likely about internalization of the company”.

Seppiléd of Mesenaatti on the other hand did not believe in the importance of the goal size very much.
“I would not agree with that (campaigns with smaller goals are more likely to be successful). The
success is mainly driven by the networks of the entrepreneur. The biggest campaigns have actually
been successful as the campaigns have included reliable content and been professional”. She did
however point out that the bigger the sought amount is, the more professional everything related to it

must seem.

In addition to discussing the actual goal amounts, the interviewees were asked to describe whether
they considered staging the initial goal into smaller rounds to be more likely to succeed. Kyronseppé
admitted straight away that they had done plans for multiple stage financing though they had not
really decided whether the other rounds would necessarily have to be crowdfunding rounds.
Tiilikainen described crowdfunding to be simply a bridge financing between the business angel stage
and bigger institutional investors and that it was definitely supposed to be a “one-time thing”.
Seppild’s view on staging also supported that it might in some cases be a better way to organize
financing. “Some entrepreneurs have sought funds several times (via Mesenaatti). Staging has likely
been better way for them. If the sum looks too big the crowds may be hesitant to invest as they might
not believe the campaign to be successful.” She also wanted to point out that not only the goal itself,
but also the minimum amount that can be invested should be considered: “If the target group of the
campaign is not students or people with low income, the lowest investment sum could easily be more

than €10. The money will then be gathered from fewer investors”.

The importance of answering to the feedback and questions of the potential investors were also
discussed with the interviewees. In general, it appeared to be the case that rather few comments were
actually given via the commenting function of the platform. Alastalo of Heimo described the received
feedback as follows: “We didn’t receive any questions via the platform which might be, because we
did have a strong message involved in our marketing and it might already have answered to the
questions. We however did have some conversations, but it was mainly about spreading our message
further. The feedback was mainly given to us from the previous users and previous investors (already
on board) instead of the new potential investors and thus we didn’t really change anything based on
that.” He also mentioned that they had had face-to-face discussions with the bigger investors about
the business models. “We did answer to everything we received, but the comments were mainly more

like encouragement for us rather than critic”.
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Kyronseppd also mentioned that the feedback they received was mainly not related to giving the
entrepreneurs new ideas for development or business plan. “We didn’t notice such behaviour that the
investors would have really been interested to participate in the development, but afterwards we were
able to identify such cases where the people who had invested in us had some special know-how
which could prove useful for us. We have asked advice from some of them to help in for example
marketing, but in all of the cases we were the ones to initiate the interaction”. Whereas Stupid Stupid
games did not change their product based on feedback they did indeed slightly improve the actual
campaign based on feedback. “Some investors were asking whether our pitch was available in Finnish
and we responded to it and translated our pitch”. He also mentioned that while the campaign was in
progress it was seen as the most important thing at the time and they tried to answer the questions as
quickly as possible. “The development was basically stopped for the time of the campaign. We
communicated with the people in every single communication channel available and spent significant

amount of time doing so”.

According to Tiilikainen the feedback they received was also mainly face-to-face and not via the
platform. “We received only 2-3 questions via the platform and some back and forth commenting
related to that. We received more feedback when we were visiting venture capitalists and business
angels at the same time. Only a few questions about the scalability and earnings logic were asked via
the platform. Majority of questions in general, were about the calculation method of our valuation
and the competitive advantages we had compared to our competition” He also denied having changed
anything based on the feedback. “We had not so long ago prior to the campaign changed our business
model and changing it again would have destroyed the credibility of our campaign. Also, changing

the pitch during the campaign was not possible in the platform we used”.

Seppéld of Mesenaatti also agreed that the feedback and discussion is often held outside of the
platform’s functions. “We do have a commenting section available in each campaign. Big part of the
commenting however happens elsewhere in social media, because the existing networks are very
important and they exist in the social media.” According to her the earliest platforms such as
Kickstarter and Indiegogo have way more social media embedded to them, but nowadays the
discussions simply happen elsewhere. She also wanted to point out that most of the discussions are
probably already held between the entrepreneurs and investors before the investors find the need to
even visit the platform. When discussing about whether the entrepreneurs make any changes on the
campaigns based on the feedback she pointed out that sometimes the rewards are changed based on

it.
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In closed equity crowdfunding the responsibility for taking care of the feedback and answering the
questions is outsourced to the platform describes Lepistd. “We went there (to the office of
Kansalaisrahoitus) to present our idea and provide the materials and they then organized the
answering to the comments themselves”. Also, Aura had similar thoughts: “We trained the sales
people in Kansalaisrahoitus to promote our company. If they were not able to answer the questions
of the potential investors, they forwarded them to us. Maybe a total of 10 questions was sent to us

and we didn’t have any problems dealing with this amount of questions.

The next factor discussed about the success of the campaign was the planning phase of the campaign.

All the interviewees agreed that the campaign should be thoroughly planned prior to launching.

Alastalo emphasized the importance of so-called “silent phase” meaning the work that happens before
the launch of the actual campaign. “We used that time to gather our existing connections together and
negotiating substantial portion of the financing beforehand”. According to him they spend the time
to identify what kind of investors would be willing to fund them and then decided the message they
wanted to deliver for the investors. “In our case, it turned out to be altruistic message: we are working
for a good cause”. Alastalo mentioned that they had prepared all the necessary financials about how
they would spend the money and what they were going to do after the campaign, but most of the
investors most likely didn’t spend any time reading them, the investments were done in more
emotional basis. “The key thing in our case was the story telling, we were able to tell our story keeping

it consistent and interesting throughout the campaign”.

Kyronseppi also emphasized the importance of gathering all the existing connections prior to the
campaign. “We made a list of people and places to contact based on whatever popped into our minds
and just sent them “cold emails”. We didn’t really ask anyone directly to invest, but instead to spread
our message.” He mentions that with this kind of strategy they could gain two times bigger organic
visibility. It also proved to be very useful for them as when they had afterwards gone through the
people who had invested in them, majority of them had had common connection with them (meaning

they had most likely been reached by their existing connections).

The campaign of Stupid Stupid Games also shared other similar aspects to the one of Heimo. They
had managed to gather extensive portion of the financing during the silent phase and Kyronseppd also
agreed that even though they had prepared a business plan they didn’t believe that it would be the
determining factor for any of the investors. “Everybody was telling us that the video is the most
important thing so we thought we really needed to have a good video pitch and spent a lot of time in

it. We ended up writing it around ten times together with us entrepreneurs, our advisor and a



73

marketing advisor. However, in the end when we met with the investors, some of them had not even
watched the video. Our presence in Facebook had left the investors with the biggest impression as we
had had it going on for years even though we didn’t basically have any budget for that” On top of
that Kyronseppé also agreed that a lot of investing is done based on emotions. “People want to invest
in something they have a connection with, if you disagree with the thought even if it seems like really

profitable idea, you won’t invest in it”.

Tiilikainen of WeTask!t believes the lack of preparation being one of the main reasons for the
unsuccessful campaign “We did not use video pitch at all, instead we provided the investors with
scientific research and statistics proving them why our idea works. Thinking about it afterwards we
should have had a video pitch, but I do not think that was the main reason we failed. Instead we ran
out of time and didn’t do enough background work for the campaign”. When asked about financial
planning he described that they had had some different scenarios calculated, but pointed out that the
scenario analyses for start-ups are always highly hypothetic and thus most of the people won’t believe
in them anyways. “We should already have had revenues and better example cases of similar
businesses succeeding”. He also mentioned that the investors were not directly disclosed any exit
alternatives, rather how big the company can grow in the next five years and the exit opportunities
were left to the imagination of the investors. “Some companies have provided very detailed exit paths
for investors, but we didn’t”. The amount of pre-negotiated financing was also something in which
according to Tiilikainen there was room for improvement. “We aimed to gather 50-60% of the
financing beforehand, but when the campaign started we only had 30%” He suspected the lack of

sales skills as one reason why they failed to reach their goal.

Also, Seppdld emphasized the amount of effort needed for the preparation of the campaign.
“Statistically campaigns with a video have been more successful, but I cannot guarantee it is just
about that, because It might simply be that those campaigns have in general put more effort into the
campaign rather just the video. In front of camera a person can seem more reliable and convince
people to invest in their idea”. She also pointed out that they have had also multiple successful
campaigns which didn’t have video pitch. About budgeting she mentioned that it is usually rather
good idea to tell the investors how are you going to use the money. However, she also pointed out
that it might sometimes be better to “glorify” the message just a little bit. About this she mentioned
an example where a group of people were filming a skateboarding related movie and they required
money for post-mastering the film. Instead of asking money for post-mastering they simply asked

money for production of a skateboarding movie, because it was more attractive product to invest in.
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The start-ups which had used closed equity crowdfunding on the other hand focused on providing
high quality investor materials rather like the ones required for initial public offering. Aura described
these materials as follows: “Kansalaisrahoitus had a clear list of information we had to prepare such
as where is the business going and analysis of related risks. We did provide a long Power Point
presentation, case-studies and a video pitch.” He also found the campaign very successful. “Very
little room of improvement was left. The people and organization with Kansalaisrahoitus was
incredible. Hard to name anything that we should have done differently”. Also, Lepistd described
their campaign highly successful. “We basically did the maximal success, also thanks to
Kansalaisrahoitus.” When asked about if there was any room for improvement he mentioned that
whereas the campaign itself was nearly perfect considering the future they should focus on developing
the communication towards the new investors to better benefit from the new network of shareholders.
“We ended up with roughly 350 new investors. It is an extensive network of professionals of different

fields. We aim to encourage them to help us”.

Lahti also wanted to emphasize the importance of high quality investor materials. “We require high
quality investor materials similar to IPO, roughly 100 pages. It is also matter of the credibility”.
According to him the materials must include all the relevant financial information and lot of
information about the team and the product. About the importance of video pitch, he commented the
following: “Recently we have had few companies with videos which have proven to be useful. It is

not a necessity, but it certainly helps”.

The next topic in the key factors of a successful campaign was the social capital and reputation of the
key persons. Alastalo of Heimo thought this was a very critical factor determining the success of their
campaign. He told that they had used all the existing connections they had in social media to spread
their message further which eventually led to more visibility and investments. “We sent our message
straight via LinkedIn messages. The message was not about “please invest in us”, but rather “please

9999

spread our message™”. In addition to using their existing connection Heimo also benefited from the
reputation of the entrepreneurs. “Team has a big importance and we did share information of our own
backgrounds. People recognize the services we have been already involved with (IRC-Galleria and

Suomi24, both social media services.)”.

Kyronseppi of Stupid Stupid Games agrees with the importance of utilizing the existing connections.
They however did not benefit from the reputation of the entrepreneurs as much. “We didn’t have a
recognizable entrepreneur name to rely on, but would probably have used the name in our campaign
if we did have one. There are a lot of start-ups in the field and we didn’t really have anyone with

previous experience. If we did another round we could possibly get a professional lead investor on
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board as we would then already have some track record”. Tiilikainen of WeTask!t was also rather
critical about the importance of social capital. “Our team was probably the biggest reason we failed.
We were all young with no references and we didn’t point out enough how much our advisors (with
better credentials) were actually involved in our business”. He however mentions that they did try to
use the names of existing equity investors as references to provide the investors with some reliability.
“Even though the names we had on board were good it didn’t make up for perhaps too high valuation

and not sufficiently good business plan”.

According to Lepistd of Tosibox, they did provide investors with all the information about the
backgrounds of the investors they had already on board, but they didn’t put too much emphasis on
them. “We relied on our own success rather than the investors. We had been nominated 16™ on
Deloitte’s list of fastest growing companies and also received other awards which worked as a
reference”. Lahti of Kansalaisrahoitus believes that it is beneficial thing to reveal who have already
invested in the company in previous rounds, but he also points out that in their platform they

nevertheless require all companies to provide such information.

Seppild on the other hand describes a typical failed campaign to be a result of passiveness and lack
of social capital. “Majority of failed campaigns have not received any investments or just have one
investor. They have no contacts who could finance them. They in general just think that some
unknown persons would invest in them. Neither do they actually do any promoting for the campaign.
For such campaign to succeed they would have to have a celebrity like Elastinen (Finnish rap artist)
on board.” She also pointed out that the platform does provide advice and a “necessary kick in the
ass” for extra motivation, but they cannot provide the start-up with guaranteed investors. “You need

to bring in your own crowds”.

Another factor in the successful campaigns: the product/service of the company suitable for
crowdfunding, was mainly discussed with the representatives of the platforms, because the start-ups
might have limited view on other products besides their own. In Lahti’s opinion, the start-ups which
have technology related product are by default much more successful than art related. He also pointed
out that currently especially health technology is popular and successful. Seppild of Mesenaatti
describes that most successful campaigns in their platform have been different kind of publications
such as books, photobooks, various medias and journalistic projects. She however wanted to
emphasize that the success is not too much related to the product category, but rather to the quality

of the campaign and that the goal amount is reasonable considering the product.
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Tiilikainen of WeTask!t believed that in open crowdfunding business to customer products are likely
more successful as the investors will consider whether they would buy the product themselves and
that there are better ways of financing for business to business products/services. “(Open equity)
Crowdfunding works especially when the product is a software designed to be a B2C (business-to-

customer), because in that case you can not only gather investors, but also new users”.

The next topic “rewards” was almost solely discussed with Seppélé as she was only representative of
reward based crowdfunding. When discussing about the most suitable rewards, according to her
identification of your typical investors is important. “Some people would be content enough to get
some t-shirt and then again there are people who just want to finance without getting some “unneeded
rubbish”. In these cases, intangible rewards work better.” She pointed out that for campaigns with
good cause, symbolic gifts work better as they are not taking too much money away from supporting
the actual cause. She gave “invite to the launch event” as an example of such symbolic reward. “It
works well for the start-up, because most people will likely not even go the event, they are just happy
to have made the world better”. She pointed out that in case the campaign feels important the rewards

can be bigger.

When discussing about the tiered reward system Seppild agreed that it is often beneficial to have
“different rewards for different wallets”. She didn’t however want to rule out that the tiered reward
system is a necessity. “Most of the campaigns, likely 95% do have such reward system, but I really
cannot compare if it is better to have one or not to, because there are so few examples of campaigns
with just a single reward. However, there have been also successful campaigns with just a single
reward.” She pointed out also that the tier system should not be too complicated as investors need to
be able to do the decision fast. According to her if the investor needs to spend too much time selecting
they will likely not invest to the campaign. When asked about whether the end product is a good
reward for the campaign she simply stated that “if the end product is good such as a CD it is a good

reward for the campaign as such”.

The last bigger topic about the success factors of the campaign was information sharing with the
investors. In general, most of the interviewees agreed that is better to share as much information as
possible. Kyronseppd described his thoughts as follows: “I have always thought that we should
provide as much information as possible. Almost always companies are sharing too little information
rather than too much. People have thought that their core knowledge is stealable in 15 minutes... If
the idea really is that weak, it is definitely not a good idea”. Some of the interviewees however raised
a concern about the risks of the idea getting stolen. Alastalo pointed out that: “There is definitely a

limit what some technological companies can share and what not. There have been cases in which
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prototypes have been copied from Kickstarter by some Chinese companies before the initial product
has been launched. Some companies need to have trade secrets, but it is very company specific. |
think it is totally understandable in cases where the technology is developed for many years”. Also,
Tiilikainen agreed that similar threats exist for some companies that have intellectual property rights
involved in the business idea, according to him that was not the case with their campaign: “This
question would probably be more relevant for some companies with actual intellectual property
rights. For us it was important to share as much information as possible, because how else would we
have been else to prove that we know our things. In several companies, I know there is this dilemma
that companies would like to share more information including their trade secrets, but in
crowdfunding where this information is public you must be careful with what you share. In my
opinion business angels could be better option, because it is safer to talk with angels. They are angels,
not entrepreneurs for a reason”. Tiilikainen was then asked whether they themselves shared all the
information available in their campaign. “We didn’t disclose everything, but I do not believe that was

the issue”.

Whereas Tiilikainen emphasized that business angels have selected to be investors rather than
entrepreneurs and thus are very unlikely going to steal the idea for themselves, Kyronseppé expanded
this kind of thinking even further: “Not a single serious investor is willing to sign any non-disclosure
agreements with the start-up and the juridistical gain for someone stealing the idea would still be
marginal in Finland. In reality, most people just simply do not care about what you are exactly doing
so if there are people interested, you should always share the information.” He also mentioned that
there are very few things he would not share along with the campaign which are mostly personal
things of the people working for the company “Maybe we would not share all the information about
the publishing dates or so, not because we need to protect the idea, but rather so that if we fail to

deliver the product on the exact deadline there will be no additional stress on us”.

Aura of Uplause and Lepisto of Tosibox also agreed with the importance of transparency in the
campaign. Aura pointed out that whereas every company is willing to talk about the potential, the
investors should also be provided with profound information about the risks. “We didn’t really have
anything to hide”. When asked about whether he could consider cases where sharing too much
information could be harmful for the company he thought about it as follows: “If you have a very
secret intellectual property that you cannot reveal to the big crowds that might be the case. I am
probably just having paranoid thoughts here, perhaps if the intellectual property can be stolen that
easily it is not that valuable anyways” He also believed that even if they had had an open equity

crowdfunding round instead they would still have shared the same amount of information. He did
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however agree that when the start-up is still in very early proto-type stage it might be more relevant
to protect the information, but when the company is more mature and already has revenues the threat
is non-existent. He also agreed with the thoughts of Tiilikainen that crowdfunding might not be the
best option for start-ups which really feel like their intellectual property is top secret. Also, Lepistd
described the information package they provided for investors as profound. “Sufficient information

and transparency is needed both during and after the campaign. Openness is very important here”.

Lahti of Kansalaisrahoitus agreed with the previous thoughts that all the information should be shared.
“We are expecting very profound investor materials. Preferably too wide than too limited. Trade
secrets however are never revealed and confidential information must be hidden as the campaigns are
public either way.” He also pointed out that the companies in their platform are generally experienced
enough to know what to leave out from the materials. “All of our companies have a legal advisor

helping them”.

Seppild of Mesenaatti partially agreed with the thoughts of transparency. “We see a lot of campaigns
that are way too roundabout and share not enough information. They just fail to express their idea
well enough to get anyone on board”. However, she also pointed out that it is important to know
what motivates people. “You cannot lie, but you do not have to tell everything” she said referring to

the earlier skateboarding example.

3.4 Current limitations for the use of crowdfunding

The last theme of the interviews was about the current situation of crowdfunding in Finland including
the factors limiting the use of crowdfunding and the future views on where the industry is going. First
topic under this theme was expanded on the information sharing discussed in the previous theme. The
interviewees were asked to give their opinions on whether the current legislation was too strict or too

lenient regarding the information sharing.

Alastalo of Heimo didn’t think that the regulation is currently too tight, but he also emphasized that
investors typically invest based on their emotions rather than the financial information shared and
thus strictening the rules would not increase the amount of investments via crowdfunding. He
however wanted to point out that there needs to be checking mechanism for the campaigns so that the
scams and money laundering will be kept at minimum amount. According to him they also didn’t
really check the legal minimum amounts of information required to share, but rather trusted the
platform (Invesdor) to deal with the legal aspects and provided the all the information the platform

required them to provide “We are already very transparent other than maybe the personal salaries of
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the owners”. Lepisto of Tosibox also had rather similar thoughts: “We relied on Kansalaisrahoitus
and provided them with all the information they wanted from us. It definitely was not too much to
ask”. In general, it seemed that the minimum amount of information required to share was not
considered too much by the start-ups and most of the start-ups had provided investors with more than

the current minimum amount.

When asked about the new crowdfunding law most of the interviewees didn’t have strong opinions
about it even though most of them thought that it generally is a good thing that the legislation has
been developed to consider the existence of crowdfunding. Tiilikanen of WeTask!t pointed out that
the law is not the key issue in the development of Crowdfunding “Even if the law opened all the
closed doors around crowdfunding it would still be better from investor’s point of view to invest in
puplicly traded stocks.” He also agreed with the importance of the control mechanisms “Due
Diligence should be conducted by the platform and they should be in control of the investments,
because there is naturally a risk of companies that are just looking for quick access to funds”. Lahti

of Kansalaisrahoitus also believed that the recent changes in legislation have supported the growth.

When asked to define whether there are any problems arising from the current legal framework of
crowdfunding the interviewees pointed out several things. Seppéld, Alastalo and Kyronseppé all
pointed out the issue that the campaigns cannot gather donations if some of the investors would be
willing to support them without getting anything in exchange. Alastalo described this problem as
follows: “We always need to give collateral. If the company is about social impact it would be
beneficial to be able to also accept donations, but the companies cannot currently do that. It is always
seen as supporting a company where as it could also be seen as supporting a cause”. Seppéld described
this problem with even further details: “Because of the current Money Collection Act, the start-ups
cannot even say that if you donate €10 or more you will get a certain reward, because the “or more...”
part is considered donation which is not legal to be asked by a company. Relating to Money Collection
Act Kyronseppd and Alastalo also pointed out that there are currently ways for the start-ups to go
around the law. Alastalo mentioned start-ups selling €100 t-shirts and Kyronseppa pointed out that it
would be hard to determine whether the overpriced products simply have a highly valuable brand (if
people are willing to pay that much for the product) or whether the start-up is simply trying to go
around the law on purpose. Kyronseppd pointed out a case in which an artist seeks funding for an
album, but then releases it in Spotify where it is available for everyone. In such cases, it will definitely
be hard to determine whether it is a donation or a trade. Intangible rewards are also very complicated
to categorize. Kyronseppa believes there is still room for improvement related in the legislation

related to these cases.
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Seppilé also mentioned that the current laws require perhaps too much investor protection in the cases
of smaller equity crowdfunding campaigns. “Security side is much more regulated (compared to
reward based crowdfunding) and for really small campaigns this is a limiting factor.” She however
doesn’t expect there to be any major changes in legislation in the near future related to this. Also,

Alastalo emphasized the need of more flexibility with smaller campaigns.

Finally, Seppéld also pointed out current problems with the unemployment law. “Are you
automatically an entrepreneur if succeed to get funds in one campaign. Also, if you gather more than
€10.000 you must register for VAT.” In addition, she explained that the fear of losing unemployment

benefits discourages some individuals from proceeding with their ideas.

The next topic was about the current state of crowdfunding in Finland. Lahti of Kansalaisrahoitus
described crowdfunding to be mostly seen as a growing phenomenon and that it is becoming more
and more acceptable and “salon eligible”. “We have several thousand investors and the amount is
constantly growing. People want to be involved in the new success stories, creating jobs and so on...”.
Tiilikainen also thought that crowdfunding had recently increased its profile. “Such big player as
Nordea coming to the market has been interesting to follow. It will definitely result into regular people
becoming more interested in crowdfunding”. Seppild of Mesenaatti described that crowdfunding is
already an understandable concept for the crowds. “You get the money back if the campaign fails and

investing is basically just a click on the website”.

About the current availability of funds via crowdfunding Tiilikainen described the current situation
to be already rather good. “There are different types of crowdfunding available for companies in
different stages. I really like the “pre-sales model” provided by Kickstarter, it also works as a good
reference for business angels or venture capital.” Seppéld on the other hand described there to be a
funding gap for smaller equity based campaigns. “There is no money available for smaller equity
based campaigns which are smaller than Invesdor’s scope. We cannot currently support such
campaigns.” Seppéld also believes that currently the biggest limiting factor for new crowdfunding
platforms being born is the small size of the national markets. “It is not likely a good business to

found a platform in Finland. Targeting global markets on the other hand is a much better idea”.

After discussing the law aspects, the interviewees were asked to describe whether there are currently
also other factors such as negative attitudes limiting the use of crowdfunding in Finland. Seppélé had
identified such attitudes: “There are cautious attitudes towards crowdfunding. Some entrepreneurs
need to put too much effort in explaining why are they using crowdfunding”. Tiilikainen had also

faced negative attitudes towards crowdfunding. “Professional investors currently think of
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crowdfunding as a joke. They think that companies are cheating normal people by putting the
valuation too high, getting one article published about the company and suddenly everyone believes
we have the next Nokia ready”. Tiilikainen mentioned that he partly agrees with such thoughts about
the higher valuation, but he emphasizes that investors that invest via crowdfunding are less likely to
provide the company with anything more than money. He also pointed out that currently the start-ups
are facing problems to find financing after crowdfunding round, because the ownership has then been
divided between tens or hundreds of investors. “We faced one investor who didn’t want to invest in

us, because we had a crowdfunding round going on”.

On the other hand, most of the interviewees hadn’t faced such attitudes and believed that
crowdfunding is becoming more and more widely accepted. Lahti of Kansalaisrahoitus described the
situation as follows: “Attitudes towards crowdfunding have become better. The situation has
significantly changed to better during the last few years. It is now the operators’ responsibility to keep
up the good quality and make sure every investor understands where he is investing and the risks
related to it”. Alastalo of Heimo also agreed that the attitudes have become better as more and more
success stories are gaining publicity. Aura of Uplause pointed out the success stories as well. “New

phenomenon is always limited by the lack of positive evidence”.

Lepistd of Tosibox believed that there are currently no “glass ceilings” for the growth and no negative
attitudes though he admitted that as their own campaign was highly successful the view might be a
little biased. “We had such positive experiences so it is hard to define. Currently crowdfunding is for
start-ups and not for the biggest companies which is probably a good idea, but for example we cannot

benefit from it anymore”.

The next topic of interviews was about international rules for crowdfunding. Most of the interviewees
believed that such rules could be beneficial for crowdfunding. Alastalo of Heimo commented the idea
as follows: “We already compete against international companies so our legislation should provide
us with similar possibilities. Such rules would naturally help us with this”. He however also wanted
to point out that such rules would probably increase the risk of scamming and that it is especially
important that the entrepreneurs are always responsible with their own names. Kyroénseppéa of Stupid
Stupid Games pointed out that common rules would increase the investors trust and naturally clarify

the legal framework. “Sometimes people do not understand the rules”.

According to Tiilikainen of WeTask!t there are already lot of investors in U.S. interested to invest in

the Nordics as the Nordic technology is highly appreciated. He also pointed out that lot of the start-
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ups are anyway aiming for international markets and crowdfunding could provide them with

international contacts.

Some of the interviewees were very sceptical about globally accepted rules however, they pointed
out that international rules could work in a smaller context. Aura of Uplause believes that
crowdfunding would benefit such rules on European level. “It would be good if investors came from
various areas and also that they could invest into wider portfolios. I would see this more of an
opportunity than a risk. It would provide investors with better access to international cases and they
could invest in those in a more reliable way”. Lahti and Lepisto also had similar thoughts of European
or Scandinavian harmonized rules. They however also emphasized that whenever investors are
investing across the national borders they are taking a higher risk and must be more cautious. About
the rule set which would apply to an area wider than Europe, Lepistd was rather sceptical. “It could
be beneficial, but for example Scandinavia compared to U.S... they are too different. Linguistic and
cultural differences may turn out to be an issue. Information sharing to investors especially might be

too different in diverse cultures”.

In reward based crowdfunding the situation seems rather different. According to Seppild reward
based crowdfunding is already working efficiently internationally. “Currently reward based
crowdfunding is close to shopping online in foreign websites which has basically no problems other
than some practicalities. There might however be some trade policies that block some packages at the

customs”.

Finally, the interviewees were asked to describe their views and thoughts of the future of
Crowdfunding in Finland. Aura of Uplause believed that crowdfunding will continue to be a growing
trend “It will be bigger in 5-10 years. More money will be available on the equity side”. He also
earlier pointed out that when better and better cases start to appear, the overall quality of the
campaigns increases, and people become more aware of this possibility which then again improves
the quality. This kind of loop of information spreading is according to him likely going to result into
more companies trying crowdfunding. Aura would also be willing to see more celebrities involved in

the launches of campaigns and thus to see them have increased visibility.

According to Lepistd the future of crowdfunding seems bright in Finland. “It is an excellent channel
to ease the pain of the early phases of the company”. Tiilikainen also sees the early phase
crowdfunding such as reward based crowdfunding to have the brightest future in resolving the

existing funding gap of the early phase start-ups. “Reward based crowdfunding is an effective way
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for companies to test the demand of product and thus works as a good reference when seeking more

funding.

When discussing about the things the interviewees wished to improve concerning the future,
Tiilikainen wished that crowdfunding would be better integrated with other methods of financing.
“Equity based crowdfunding itself is not enough, but it works well together with other methods”.
According to him the first steps to promote crowdfunding should be providing the crowds with more
information about “what crowdfunding actually is”. He thinks that Nordea entering the markets will
probably solve this problem partially as it is such a big and well known operator in the Finnish
context. He also wishes that there would be more specialized platforms for different industries.
Seppéld’s view related to that is completely different. “We want to have very wide range of campaigns
in our platform simply, because Finland is such a small market. It is easier for the investors if they
are able to find what they are looking for in one place”. She however admitted that globally more and
more platforms are being born and that for example Kickstarter had finally for the first time not grown

during the previous year, because of additional competitors.

Related to other thing, Seppild found room for improvement in entrepreneurs themselves.
“Entrepreneurs have currently tendency to under-price the products as they have in general not very
good understanding of the actual costs related to producing something, especially about the labour
costs”. According to her if the estimations were more reasonable the campaigns would be more often
successful to deliver the products in time and thus would improve the reliability of crowdfunding
from investors’ point of view. She was also hoping for the legislation to ease the possibility for smaller
equity based campaigns “It should be made easier for intermediaries to operate with smaller equity
campaigns, especially when it is about co-ownership of a non-profit matter such as a playground for

kids or something similar where there is no need for that strict investor protection laws”.

Most of the interviewees believed that crowdfunding would not only grow, but also change form in
the future. It was suggested as one way to develop crowdfunding to increase the co-operation with
the state and municipality. Aura of Uplause described this possibility as follows: “The municipality
could put part of the money via crowdfunding for cultural projects. For example, projects that succeed
to gather a certain amount of money would gain the remainder of financing from the municipality.”
Kyronseppi totally agreed with these thoughts and pointed out that similar campaigns are already
done in the U.S. “The success of the campaign simply means that this is something that people want”.
Also, Seppild would like to see more co-operation between municipalities, companies, non-profit

organisations, state and charities happening on their platform.
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In the end the interviewees were asked whether their start-ups would use crowdfunding again.
Kyronseppd and Alastalo answered that their start-ups are seriously considering another round.
According to Alastalo the next round is possible, but it would hopefully be done more internationally.
Kyronseppd on the other hand pointed out that they would ask their existing investors first. Both

however saw that crowdfunding would not be their first choice anymore.

Tiilikainen on the other hand didn’t see WeTask!t trying crowdfunding again. “It was anyways
supposed to be a one-time thing and now that it failed I do not see us trying it again”. He however
mentioned that he would perhaps be interested to try reward based crowdfunding in the future with

another start-up.

Lepiso and Aura both had a similar situation with their start-ups. The companies had grown past that
phase. Both of them however agreed that crowdfunding was a viable alternative for them in the phase
they were in and that their companies growing past it is the only reason why they would not try

crowdfunding again.

3.5 Testing the hypotheses against the new findings.

In this chapter, the previously presented hypotheses were tested based on the answers of the
interviews. The first hypothesis: H1: One of the main motivations for the use of crowdfunding is the
lack of other alternatives could be rejected as most of the interviewed start-ups did have other

financing available and ended up selecting crowdfunding based on other reasons.

The second hypothesis: H2: The feedback from the crowd can help the entrepreneurs to develop the
product/service to better meet the demand cannot be rejected based on the data from the interviews
as even though the entrepreneurs themselves didn’t feel like they benefited from the feedback neither
did they deny that it could be beneficial. As a guideline however, based on the data of the interviews

the companies seeking crowdfunding in Finland should not be expecting to benefit from the feedback.

The third hypothesis: H3: Using crowdfunding, the start-ups may reduce the costs of acquiring funds
and get their product known by bigger audience than with the traditional methods can be partially
rejected in the Finnish context. In open equity crowdfunding the start-ups ended up putting a lot of
effort and couldn’t distinguish whether the financing was more cost efficient, however they did
receive much more visibility and thus got their product known by bigger audience than with the
traditional methods. In closed equity crowdfunding on the other hand the setting was completely

opposite. The start-ups felt like they saved lot of time and money, because they could focus on their
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core business when the platform was sourcing the finance and as opposed to open equity

crowdfunding, the start-ups didn’t gain nearly any additional visibility.

The fourth hypothesis: H4: Besides the immediate motives of the entrepreneur there exist other
reasons for crowdfunding such as the benefits for the economic growth, entrepreneurs’ fear of losing
control of the company and promoting female entrepreneurship can be accepted with ease as most of
the start-ups had been motivated by at least retaining the control of the company or getting new

contacts.

The fifth hypothesis: HS5: the amount of capital available in Finnish equity and debt crowdfunding is
increasing was supported by the data as all of the interviewees agreed that crowdfunding is currently

a growing trend and will very likely be bigger in Finland that what it currently is.

The sixth hypothesis: H6. Finnish start-ups can find funds for their projects using crowdfunding”
was also supported by the fact that four out of five start-ups had received financing via crowdfunding,
two of the companies even twice. Also, both platforms had lot of examples of successful cases where

the start-ups had managed to gather financing via crowdfunding.

The seventh hypothesis: H7: Investors prefer investing in products they would also buy themselves
and products that generate them altruistic value was also supported by the data as most of the
interviewees either pointed out that crowdfunding is an effective way to test the demand of the product
(see whether people would buy the product/service themselves) or agreed that the investing is done

on an emotional basis/ with altruistic motives.

The eighth hypothesis: HS8: Crowds generally see more potential in technology based innovations
than in arts based innovations was supported by the views of Lahti and likely apply to closed equity
crowdfunding. On the reward based crowdfunding however, Seppild couldn’t distinguish a clear

difference whether technology based products would have been seen to have more potential.

The ninth hypothesis: H9: Smaller goals are more likely reached than greater goals. In order to reach
greater goal, the campaign should be staged into several sub-campaigns couldn’t be directly
supported by the data. Most of the interviewees agreed that staging might be good if the company has
no previous track record and that it can prove to the investors by staging that it is able to meet the
goals. However, both representatives of the pointed out that the optimal goal amount is very much
company specific and must be reasonable compared to the business. Also, even though Alastalo

agreed that their goal was set low for psychological reason, Tiilikainen also assumed completely the
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opposite (that their goal was too low) which was then interpret as a bad sign by the crowd. Whereas

the evidence is contradictory this hypothesis cannot be accepted.

The tenth hypothesis: H10: Entrepreneurs should retain substantial portion of the equity themselves
in order to convince the investors. Could not be rejected nor accepted based on the interviews. Most
of the interviewees agreed that if the entrepreneur has a key role in the start-up it is important that
they stay on board however the data was inconclusive about whether the retained equity would

correlate with the success in a crowdfunding campaign.

The eleventh hypothesis H11: To perform well, the campaign should be prepared well in advance
including the video pitch, decent scenario analysis all the way to the exit opportunity, corporate
governance and the role of the professional investors was supported by the data. All the interviewees
emphasized the importance of preparation work before the launch of the campaign and quality of the
investor materials. The Video pitch was mostly found beneficial and sharing of all kinds of other

information was also seen important by all the interviewees.

The twelfth hypothesis H12: To maximize the amount of investment, the start-ups should actively
respond to the feedback on the campaign and keep the investors frequently informed about the
progress without revealing too much confidential information can be accepted based on the data. All
the interviewees saw it important that start-ups actively respond to the feedback and act as
transparently as possible so that investors can rely on that the start-ups are operating with good
conscience. However, as mentioned earlier the amount of feedback and comments received by the

start-ups seems immaterial compared to the amounts in international context.

The thirteenth hypothesis H13: An ideal platform has large base of uninformed investors supported
with several well-known informed investors and has several outstanding campaigns amongst a larger
amount of less attractive investments opportunities cannot be accepted based on the data. The
interviewees saw an ideal platform either as a platform with large base of investors in general to gain
as good visibility as possible or as a platform where all the investors are informed and know the risks
they are taking when investing. Also, none of the interviewees believed that the amount of bad

campaigns would affect the success of good campaigns.

The fourteenth hypothesis H14: Entrepreneurs with more personal connections or better reputation
are more likely to succeed with their campaigns can be supported by the evidence. Most of the
interviewees emphasized the importance of using personal connections to spread the message of the

campaign and thus reach bigger visibility. Also, investors had experienced investments from the
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second-degree connections which were likely a result of their existing connections spreading the

message.

The fifteenth hypothesis H15: The entrepreneurs should focus on providing the investors with enough
information about the entrepreneur(s) itself, the financial resources of the company and a profound
analysis of the strengths and weaknesses of the project was supported by the data as all the

interviewees agreed with the importance of transparency and information sharing with investors.

The sixteenth hypothesis H16. the rewards should be something that gives the investor more value
than waiting for the retail product and the products should be tiered into different categories in order
to maximize the amount of money gathered” was partially supported by the data. Seppéld emphasized
the importance of identifying the target investor profile and selecting the reward based on that and
thus right kind of value adding reward should be selected. However even though tiered reward system
were considered a market practice, no reliable evidence of it being better than single category rewards
could not be identified. Also, the whether the reward should be a special version of the retail product

was considered to be dependent on the target investor profile.

The seventeenth hypothesis H17: Public decision makers can control the level of realised investments
by setting the level of information required to be shared. However, the understanding of the current
level is limited couldn’t be supported by the data as none of the interviewees believed the information

sharing regulations to be a limiting factor for crowdfunding in Finland.

The eighteenth hypothesis H18: Crowdfunding would benefit from globally standardized regulations
and if those will be developed Finnish regulations should be adjusted accordingly. Was partially
supported by the data. Most of the interviewees saw this as a good thing, but were a little sceptical
about the fraud detection and cultural differences related to especially information sharing practices.
However, common rule set for smaller (yet international) geographic areas such as the Nordics or

Europe was supported by all of the interviewees.

The nineteenth hypothesis H19: new crowdfunding act clarified the rules for equity based
crowdfunding and thus will likely increase the popularity of crowdfunding was rather inconclusive
based on the data as most of the interviewees were not too familiar with the new crowdfunding law.
However, most of the interviewees believed that the legislation in Finland has been moving to right
direction and that popularity of crowdfunding will increase in the future (all though clear causality-

relationship between these two could not be identified)
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The last hypothesis H20. reward based crowdfunding still needs clear rules to be effectively used in
Finland was supported by the data. The interviewees believed that there is room for improvement in
legislation especially related to Money Collecting Act allowing campaigns to gather also donations

and Unemployment benefit related regulations for part-time entrepreneurs.
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4 Summary of findings

4.1 Summary of the study

The goal of this study was to analyse the current situation and potential of crowdfunding in Finland
as an alternative method of financing for start-ups. Previous studies were consulted in order to reach
an understanding of the phenomenon in general and to create a framework of guidelines for successful
campaign. Total of 20 hypotheses were then formed based on these studies and tested against the data

gathered from five Finnish start-ups and two Finnish platforms

4.2 Research questions and findings

The aim of this study was to provide answer to the main research question: How do Finnish start-up
companies currently use crowdfunding to attract financing? This main research question was

attempted to answer with the help of following sub research questions:

- What incentives do the Finnish start-up companies have to seek funds via crowdfunding?
- What kind of innovations have typically received funds via crowdfunding in Finland?

- What kind of factors affect the success of a Finnish crowdfunding campaign?

- Do Finnish start-ups find funds for their projects using crowdfunding?

- What kind of restrictions for the use of crowdfunding currently exist in Finland?

4.2.1 What incentives do the Finnish start-up companies have to seek funds via crowdfunding?

The first sub research question was about finding the reasons why would a Finnish start-up end up
using crowdfunding instead of other financing methods such as business angel or venture capital
financing. As the scope of this study included reward and equity based crowdfunding a clear
distinction between these was made. Also, equity based crowdfunding was then further divided into

open and closed equity crowdfunding which both had rather distinct characteristics.

In the chapter 2.1 Start-up financing environment was described and different types of crowdfunding
were positioned on the start-up development path reward based crowdfunding being the earliest and
debt based being the last available crowdfunding type for the start-up. Based on the interviews the

closed based equity crowdfunding was also identified to take place later than open equity based
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crowdfunding. The motivations and incentives to use crowdfunding by the start-up varied among

these types and the findings are summarized in the table 5

Table 5: Motivations to use crowdfunding

Reward based | Open equity Closed equity
crowdfunding | based based
crowdfunding crowdfunding
Lack of alternatives |f‘>
Gained visibility
Time savings / Cost efficiency |$

Getting new connections

Testing the demand of the product ﬁ / |$

Sy

Outsourcing bureaucracy ﬁ

Retaining ownership

U an

/D

i | Key motivation |$ Considered . Not seen as motivation Inconclusive

For reward based crowdfunding the biggest incentive appeared to be outsourcing of the bureaucracy
for the platform as the start-ups in reward based crowdfunding are typically rather small and do not
often have the required know-how to deal with the legal and practical things related to gathering
financing. Also, testing the demand of the product is currently used only a little in Finland, but there

1s enormous potential seen in this field and it is already used in the international context.

Open equity based crowdfunding, on the other hand is often motivated by the hype it can create and
the visibility it can give. The same thoughts about the outsourcing of bureaucracy apply also for this
method as most of the start-ups do not necessarily have the know-how already and by using
crowdfunding via the platform they gain access to the legal experts of the platform. However, as
crowdfunding is sometimes seen to be convenient way to save time and acquire financing cheaper by
spreading the message quickly to larger audiences, it is not really seen that way in Finland. Whereas
the start-ups can save time on the legal issues they must still spend significant amount of time to

marketing and maintaining the campaign.
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Closed equity based crowdfunding usually deals with start-ups which are much more mature and have
already been able to generate revenues. These start-ups are often seen much more attractive to finance
compared to the typical start-ups of reward- or open equity based crowdfunding and thus have much
more options for financing. They are also rather unlikely to gain much visibility nor testing the
demand of their product as they must already have proven the investors that there is demand for the
product. On the other hand, these start-ups are more concerned about time savings. In closed
crowdfunding the search effort is outsourced almost completely to the platform and the start-ups may
focus on the core business and thus save significant amount of time. This also applies to the
outsourcing of the bureaucracy. These start-ups typically are also more concerned about retaining the
control of the company even though the terms would not necessarily require them to lose less equity
than for example venture capital, they would still probably gain more control as the owner base would

be more diverse and passive.

4.2.2 What kind of innovations have typically received funds via crowdfunding in Finland?

Similar to the first sub research question, the different types of crowdfunding have different kind of
characteristics. In reward based crowdfunding the most successful products often are publications or
more art related products such as music albums or books. On the other hand, in closed equity
crowdfunding the products/services of the start-ups are mainly technology based (in case of
Kansalaisrahoitus especially healthcare technology) and related to business to business type of
business model. The open equity crowdfunding can be positioned somewhere in the middle of these
two. The change of suitable products from reward based crowdfunding to closed equity

crowdfunding is demonstrated in Figure 16.

Reward based
crowdfunding

Open equity based
crowdfunding

Total
amount of
successful
products

Business-to-
Customer \

Figure 16: The most suitable products for different types of crowdfunding
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4.2.3 What kind of factors affect the success of a Finnish crowdfunding campaign?

The third sub research question, was set in order to gain understanding about the key factors to be
considered in the campaign from the start-ups point of view. In this part, yet again the different types
of crowdfunding were considered separately. However, compared to the two earlier questions, the

findings related to this question were much more similar between the different types of crowdfunding.

The Goal of the campaign was found critical in all the types. It must be set reasonably related to the
nature of the business i.e. the goal must be thought thoroughly considering the cash-burn rate of the
company and the actual need of money related to the operations the campaign is supposed to finance.
The psychological effect of the goal was noted and that if the goal is set too high there can be negative
impact on the success, but also if the goal is set too low the investors might doubt that the money is

going to be enough for the company to go through with the items promised in the campaign.

The most crucial factor affecting the success of the campaign was identified to be the preparation
effort in order to provide the investors with high quality materials and the information sharing related
to both the materials and the feedback via social media. The companies could benefit from video
pitch, but it is not identified as a necessity for success. The information sharing aspect of the materials
becomes more and more critical when more money is sought with the campaigns, smaller reward
based campaigns may get away with sharing less information if the quality of the materials is good

in other terms.

Another very important factor considering the success of the campaign is the social capital of the
entrepreneurs and their ability to use this asset to spread the idea and to gain visibility and pre-
negotiate financing for the campaign. This is especially important in reward and open equity based
crowdfunding types, but cannot be belittled for closed equity crowdfunding either. The impact of the
key factors to the success of the campaign is further demonstrated in the Figure 17 for reward based
and open equity based crowdfunding and in the Figure 18 for closed equity based crowdfunding. The
differences between these is the outsourcing of the search of investors for the platform which requires
less effort from the start-up after the campaign has started, but as much or even more when preparing

the materials.
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Figure 17: Key factors of successful reward or open equity based crowdfunding campaign
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Figure 18: Key factors of successful closed equity based crowdfunding campaign
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4.2.4 Do Finnish start-ups find funds for their projects using crowdfunding?

The fourth sub research question was set in order to better understand the current efficiency of
crowdfunding. As of 24 April 2017, the largest open equity crowdfunding website Invesdor had
hosted 185 campaigns of which 79 had been successful. Out of these campaigns roughly half fulfil
the characteristics of a Finnish start-up. Via the largest Finnish closed equity crowdfunding site
Kansalaisrahoitus all 30 campaigns out of 30 had been successful and could be classified as Finnish
start-ups. All the interviewees also expected the amount of successful campaigns to increase in the
future so it can definitely be said that currently Finnish start-ups do find funds via crowdfunding with

similar or better rates of success as Internationally is expected of crowdfunding (50%).

4.2.5 What kind of restrictions for the use of crowdfunding currently exist in Finland?

The purpose of this fifth sub research question was to chart the factors currently limiting or restricting
the use of crowdfunding. As opposed to the theory, the information sharing rules being too strict or
too loose was not seen as a factor currently limiting the use of crowdfunding. On the other hand, the
limitations of money collection act for the companies accepting donations or paying extra for the
product currently limit especially the use of crowdfunding for start-ups using reward based
crowdfunding or start-ups with altruistic mission. The fear of losing unemployment benefit was also
seen as a limiting factor for the use of crowdfunding as it is also for all the kinds of financing for very
early phase start-ups (The entrepreneur doesn’t create the campaign to try if the demand is good and

thus many potentially innovative ideas do not get financed).

In addition, the lack of internationally accepted rules is currently seen as a limiting factor for the start-
ups gaining finance as it in many cases restricts foreign investors from investing in a promising
campaign. The effect of this is both about regulations and attitudes as even if the legislation would
allow investments abroad the investors cannot rely on their knowledge about the law and do not want

to spend too much effort in the Due Diligence.

In addition to legal aspects the current cautious and negative additions were seen to limit
crowdfunding currently to some extent. Crowdfunding being such a new method, it lacks evidence
from the success cases from the investors’ point of view (very little profitable exits have been

advertised) even though from start-ups point of view, success stories of getting funded exist.
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Figure 19: Limiting factors for crowdfunding currently in Finland

4.2.6 Concluded findings on the main research question:

The aim of this study was to gain an understanding how do the Finnish start-ups currently use
crowdfunding to attract financing. Crowdfunding was first analysed within international context by
examining the findings of the previous studies about it. These findings where then tested against using
a sample from the Finnish context gathered from interviews with five Finnish start-ups and two
Finnish crowdfunding platforms. The most important findings of this study are presented in Figure

20.

Based on the findings of this study, Finnish start-ups are motivated to use crowdfunding by
outsourcing the bureaucracy, retaining the ownership (equity based crowdfunding) and either with
the possibility to gain visibility (open equity crowdfunding) or the time savings as the process is
outsourced to the platform (closed equity crowdfunding). The most typical innovations to succeed in
Finnish crowdfunding campaigns vary a lot based on the type of crowdfunding used, being more art-
based business-to-customer products in reward based crowdfunding and more technology based
business-to-business products in closed equity crowdfunding. Open equity crowdfunding represents

a mixture of both.

The most critical success factors in the campaign for Finnish start-ups appeared to be the high-quality
investor materials (transparent information sharing), social capital and connections of the
entrepreneurs, putting lot of effort to promote the campaign and adjusting the goal amount at a

reasonable level based on the needs of the project.
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Based on the sample of this study, the success rates of Finnish crowdfunding campaigns appear to be
rather similar compared to the international rates of success. The amount of campaigns can be
considered rather low but the trend appears to be increasing. The popularity of crowdfunding is
currently limited by both legal factors (lack of internationally accepted common ruleset, Money

collection act for reward based crowdfunding and unemployment benefit rules) and attitudes (lack of

positive evidence and lack of information
Incentives What kind of innovations
. . Technology
Art-based :
m?g:ﬁ: Gained visibility Time savings hﬁféﬁﬂﬁ?ﬁ, rleaée LA i 'b;;;d

Y Y

How do Finnish startup companies currently use crowdfunding to attract financing?

Success factors of the campaign Efficiency of Crowdfunding Limiting factors
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Figure 20: How do Finnish start-up companies currently use crowdfunding to attract financing

Start-ups thinking about the suitability of crowdfunding for their financing purposes or start-ups
which have already decided to use crowdfunding and need guidelines to succeed in the campaign can
benefit from the findings of this study. Also, the regulatory authorities can utilize the findings of this
study in order to develop the legislation further to maximize the benefits of crowdfunding and

minimize the risks.
4.3 Reliability of the results and suggestions for further research
The limitations in reliability of this study should also be considered. This study examines a rather

new phenomenon of which the gathered data is currently very limited. Also, as the phenomenon is

new it is likely under a constant change of form and characteristic before reaching its final form.
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The sample of the data is also rather limited as only five start-ups and two platforms have been
interviewed. Biggest short coming of the data set is that the biggest open equity crowdfunding
platform Invesdor couldn’t be reached for the interview, also 6 out of 7 interviewees represent equity
based crowdfunding and none reward based crowdfunding so the finding about reward based

crowdfunding can be considered rather limited.

All the interviews were also held in Finnish so there is a slight chance of translation errors. In addition,
as in every human-to-human interaction, a chance of misinterpretation exists. The interviewees were
also selected based on the companies they represent rather than their role in the organization which
may have also resulted in asking the questions from the wrong persons. However, all the interviewees
were in important positions related to subject and thus is rather unlikely that significantly better

persons to respond the interview questions could have been found from the organizations.

Further research related to this subject could be done for example by simply repeating this study in 5
to 10 year when there will be more data available on the successful and unsuccessful campaigns. The
number of interviews can be increased to consist also representatives of reward based crowdfunding
platforms. In addition, follow up research could be conducted from the regulatory authorities’ point

of view to further understand the economic benefits of crowdfunding.

In summary, this subject is rather challenging to study very accurately and the findings of the study
may contain high amount of subjectivity of the interviewees. However, as part of the findings
correlate with the previous research those parts can be considered rather reliable in the current

situation.
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Appendices

APPENDIX 1

Questions for the platforms

Motivations for the use of crowdfunding (1/3)

Is crowdfunding selected because it is the only reasonable alternative for the start-ups?

Do the start-ups actively manage the feedback while the campaign is on?

- should they?
Is it common for start-ups to prefer crowdfunding just because of the increased media visibility?
Do the start-ups save money when preferring crowdfunding over private equity?
Is crowdfunding used because the entrepreneurs want to retain more control of the company?

What other benefits are there to use crowdfunding?

108



Key elements for the success of the campaign (2/3)

What kind of products/services are the most successful on your platform?

- Technology vs Arts?

Are campaigns with smaller target amounts typically more successful?

- should the bigger amount be staged into smaller sub campaigns?

Are entrepreneurs who retain more equity more successful?

- 1is there a tipping point for this?
- 1s there even a distinctive correlation?

How well should the campaign be planned before hand?

- video pitch

- budget

- scenario analysis

- exit opportunity

- role of professional investors

An ideal platform has...

large base of uninformed investors?
several well-known informed investors?
several outstanding campaigns?

- big pool of bad campaigns?
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Entrepreneur should provide as much information as possible from the project, entrepreneurs themselves, and

financial resources without revealing the key competitive advantage of the business

The amount of capital available in Finnish equity and debt crowdfunding is increasing

- do start-ups find funding in your platform?
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Limitations (3/3)

Do the current regulations limit the amount of new crowdfunding platforms being created?

If the regulations would require the companies to share more information for the investors than what currently
is required, the total amount of investments would...

- increase?
- decrease?

Would crowdfunding benefit from universal regulations or does it need to be locally specific?

Did the new crowdfunding campaign clarify the rules of equity crowdfunding?

- is there room for improvement — where?

Are there currently any other factors limiting the use of crowdfunding besides the regulations?
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APPENDIX 2

Questions for the start-ups

Motivations for the use of crowdfunding (1/3)
Did you have other reasonable alternatives for crowdfunding?

Did you actively manage and respond to the feedback on the campaign?

- would you do it now if you got another chance
Did you use crowdfunding to gain more media visibility?
What do you think about the cost-efficiency of crowdfunding compared to private equity?
Was retaining more control on the company a motivation to use crowdfunding for you?

What other benefits did you gain or plan to gain by using crowdfunding?
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Key elements for the success of the campaign (2/3)

What kind of rewards were offered for the investors (or)

How much equity was offered?

What was the target amount?

- did you plan to stage the investment into smaller steps?

How much effort was put into the campaign beforehand?

- video pitch

- budget

- scenario analysis

- exit opportunity

- role of professional investors

Could you have done something (of the previous points) better?

Entrepreneur should provide as much information as possible from the project, entrepreneurs
themselves, and financial resources without revealing the key competitive advantage of the business —
do you agree?

Would you consider crowdfunding as a viable alternative to fund your start-up in the future?
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Limitations (3/3)

If the regulations would require the companies to share more information for the investors than what currently
is required, the total amount of investments would...

- increase?
- decrease?

Would crowdfunding benefit from universal regulations or does it need to be locally specific?

Did the new crowdfunding campaign clarify the rules of equity crowdfunding?

- is there room for improvement — where?

Are there currently any other factors limiting the use of crowdfunding besides the regulations?



