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ABOUT THIS
REPORT

This report outlines our research exploring the
potential of equity crowdfunding for the arts and
the creative industries during the period September
2012 - June 2013.

This is not a study on crowdfunding or equity
crowdfunding in general which has already been
covered extensively elsewhere.

Crowdfunding is described in greater detail in the
introduction but, for the purposes of this report, it

is defined as the collective effort of individuals who
network and pool their money, usually through the
internet, to support efforts initiated by other people or
organisations.!



Our research primarily set out to investigate:

» the potential of equity crowdfunding for both

arts professionals and investors

» the potential nuances of equity crowdfunding
when applied to the arts and the creative
industries

The research considered equity crowdfunding

in the context of the arts and creative industries.
As such, and where appropriate, we focused on
two art forms which we felt would benefit most
immediately as they already offer types of equity

to investors: commercial theatre and film.

This paper does not purport to give a definitive
answer to the question of whether the arts and
creative industries would benefit from equity
crowdfunding: this was beyond the scope of this
research. Itisalsoimportant to note that that this
is not a definitive guide to commercial theatre

or film in the context of equity crowdfunding

as there are many industry specific nuances
which require further consideration. The aim

of this research is to offer an overview of how
equity crowdfunding might work for the arts and
creative industries and to act as a starting point
for further development and research. This report
also focuses on the UK because this is where,
uniquely in the world, equity crowdfunding is
already successfully working in a regulated

environment for other industries.

The research was primarily based on interviews
with a number of relevant professionals who we
felt were best placed to comment on the potential
of equity crowdfunding for the arts and creative
industries. These included crowdfunding platform
operators; existing arts investors; investment

bankers; entrepreneurs; arts leaders; and theatre

5
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and film producers. In addition, we interrogated
research material regarding crowdfunding and
equity crowdfunding available at the time of
writing.

For clarity, please note the following:

» this research investigated investment
opportunities with a potential financial return
for the investor.

»  thisis not ‘investor’ as a philanthropist
or donor although these areas may be
referenced. ‘Investor’ here means someone
taking a financial risk by giving money to a

project with the prospect of a financial return.

»  this research did not consider debt
investment methods; i.e. investment through

the purchase of bonds or debentures

» itisimportant to distinguish between
reward-based crowdfunding and equity
crowdfunding; this research focused on the
latter.

»  for the purposes of this document, the arts
and creative industries is defined broadly and
will cover any artistic and creative discipline

both commercial and nhon-commercial.

»  the bulk of this report was written prior to May
2013, but some later additions have been
made or referred to. Detail, further analysis
and an opportunity for you to comment is
available at the website www.culturecrowd.
co.uk



CultureCrowd.co.uk | EQUITY CROWDFUNDING FOR THE ARTS & CREATIVE INDUSTRIES

INTRODUCTION
TO EQUITY
CROWDFUNDING

Crowdfunding has attracted a lot of attention
over the past five years.

Since Barack Obama’s presidential campaign
mobilised millions of small donors to fund his
campaign, people have realised the power of
crowdfunding.

Many stories, like the one of Ouya, a game
console developer that raised $950,000 in just
8 hours on Kickstarter, have also highlighted
the potential of crowdfunding for creative
projects?.



Crowdfunding globally is predicted to raise as
much as $6 billion in 2013 3, according to Forbes
Magazine 4. Reward-based crowdfunding, which
makes up a sizeable percentage of this figure, is
based on donation where funders give money to
projects with no prospect of enjoying the financial
upside of a successfully funded project.

However, with equity crowdfunding, rather than
donate money to a business, the funders invest
money in the business and, in return, receive
shares or equity in the business, with the prospect
of sharing in the financial upside, further down the

line.

In the UK, raising money from investors requires
crowdfunding platforms to comply with complex
laws regulated by the Financial Conduct
Authority (FCA). At the time of writing, two equity
crowdfunding platforms in the UK have FCA
approval’: Crowdcube and Seedrs. The UK is
ahead of every other country in the world in
having created a legitimate environment where
equity crowdfunding investors are protected by
a national financial regulatory body and where
equity crowdfunding platforms can operate

successfully.

This research proposes that equity crowdfunding
offers the arts sector and the creative industries
a significant new investment tool that has the

following potential:

»  to encourage existing arts investors to invest

further in the arts

» to attract and encourage new atypical arts

investors to begin investing in the arts

» torequire the arts sector to consider arts
projects, where appropriate, as sustainable

financial ventures

7
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“All told, if equity crowdfunding
lives up to just a fraction of its
potential, the finance markets
will experience a level of
disruption that almost no other
industry has ever experienced.’”
Ryan Caldbeck
CEO of CircleUp

“I would say that for now the
areas where [crowdfunding]
has the most opportunity

to disrupt is by taking root

in those undeserved areas
that traditional financiers
have traditionally found
unattractive. This is a classic
entry point for disruption -
expand participation in the
market by lowering cost at the
low end of the market, where
incumbents don't see profit
opportunities.””

Professor Clayton

Christiansen

Harvard Business School,

Author “Innovator’s Dilemma”
and investor in CircleUp, an equity
crowdfunding platform in the USA
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SUMMARY



New Investment Opportunities
Equity crowdfunding has the potential to attract new investors to the arts
and creative industries while encouraging existing investors to expand

their portfolio into a new area.

Democratising Investment

Equity crowdfunding democratises investment by reducing investment
overheads and facilitating accessible and transparent investment. This
has the potential to encourage atypical investors in the arts because

people can invest as little as £10.

UK as an International Hub for Equity Crowdfunding for the Arts
The UK has stolen a march on the rest of the world by creating a
legitimate environment where equity crowdfunding investors are
protected by the Financial Conduct Authority (FCA). This has created a
unique opportunity to position the UK as an international hub for equity

crowdfunding for the arts.

More Suitable for Big Budget Productions
Equity Crowdfunding is currently more suitable for big budget
productions and projects than reward-based crowdfunding which is

more suited to smaller campaigns.

Equity plus Rewards for the Arts

A hybrid crowdfunding model of equity plus rewards, or return on
investment (ROI) plus ‘soft’ benefits, mitigates the fact that there may not
be an immediate exit strategy or financial return. This model provides
investors with the perks more typically associated with arts investment.

A New Model at a Nascent Stage of Development

Given that regulated crowdfunding platforms in the UK are still less than
a year old and that these platforms are currently primarily used to enable
small numbers of investors to invest large amounts of money in new

business, the market is open to develop in a myriad of ways.

An Opportunity for Matched Funding

Crowdfunding provides arts funders with an opportunity to evaluate
projects that have acquired both an audience and some funding through
crowdfunding, for the purposes of matched funding. This could be

a new way for publicly-funded arts organisations to raise additional

money.

S4ILINNLAOddO.
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No Successfully Funded Arts Projects in the UK
As a nascent investment model, there is, at the time of writing, no
successful case of equity crowdfunding applied to the arts or creative
industries in the UK &,

Ensuring Intellectual Property Protection
Protecting the intellectual property (IP) of projects exposed on an equity
crowdfunding platform requires each project to indemnify and ensure

their own copyright protection before exposure.

Maintaining Control

Businesses are typically governed to maximise profit for shareholders.
Arts projects require the preservation of artistic control and creative
leadership. Equity crowdfunding in the arts may highlight the tension
between these two positions.

Unsuitable for the Amateur Entrepreneur

Unlike reward-based crowdfunding, equity crowdfunding platforms
require experienced arts entrepreneurs, producers and practitioners.
Soliciting investment in commercial arts projects is always high risk and
complex.

Experienced Arts Investors Required

One view is that an equity crowdfunding platform for the arts requires
expertise on the investor level so that active angel investors with

an interest in the arts migrate to the platform and give the platform
legitimacy. An alternative view is that such a platform encourages
new investors to participate in arts investment. Whilst there may be
value in having traditional arts investors on board, this is about new

opportunities, new funding models and new investors.

Costs of Compliance and Danger of Litigation from Smaller Investors

Costs of compliance could be disproportionately high and there will be a

higher risk of litigation from smaller investors who do not understand the

risks of investing in private companies. Further work is required into the
legal and accounting specifics of equity crowdfunding for the arts.

—
—

SAON4TIVHI
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OPPORTUNITY/

NEW
INVESTMENT
OPPORTUNITIES

Equity crowdfunding has the potential to attract
new investors to the arts and creative industries
while encouraging existing investors to make
further investments.




It is difficult to attract new investors to the arts
through traditional risk capital investment
methods as the arts are considered a high

risk investment. In addition, it can be difficult to
describe the investment and profitability potential
that some arts projects provide.

"It's not like investing in cans of
beans or widgets. Thereis such a
high human risk factor, that even
if you have the biggest star in the
world, and a huge production
budget, a film can still be a flopG
Look at Waterworld with Kevin
Costner.”

Conrad Levy

Chief Operating Officer of
Benros Capital Partners LLP.

However, it is attractive to donate to the arts; the
success of reward-based crowdfunding platforms
in raising funding for creative projects is proof.
For example, to date Kickstarter, a reward-

based crowdfunding platform, has raised over
$457 million for creative projects worldwide *°.
Interestingly, at the time of writing there is no
equity crowdfunding platform dedicated to the

arts and creative industries.

Equity crowdfunding platforms have typically
focused on projects that can easily be described
on the Internet. For example, equity crowdfunding
platforms perform well for software, Internet, high-
tech and media businesses, and it is estimated
that equity crowdfunding will have raised $472

million in 2012 worldwide. *

13
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A BREAKDOWN OF THE TYPES
OF PROJECTS AND BUSINESSES
THAT HAVE SUCCESSFULLY
RAISED FUNDING THROUGH
EQUITY CROWDFUNDING *

SOFTWARE, INTERNET 43 %
]

COMPUTERS, TELECOM 14 %
MEDIA 7%

ENVIRONMENT 6 %

CONSUMER PRODUCTS 5%

OTHER 24 %
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However, the arts and creative industries overall
is a profitable sector within UK PLC. For instance,
the global success of the film and theatre
production of War Horse and the film The
King’s Speech are examples of publicly funded
and highly profitable arts projects which have
generated jobs, income and wealth for the UK.

The primary benefit of equity crowdfunding
platforms is that they automate and standardise
the process of investing while making the
process more transparent. This creates a

number of benefits including:

»  simplifying the process of investment and
enabling investors to make investments

without the usual fixed cost overheads

»  providing investors with a range of projects
available for investment through one

platform

» providing investors with an opportunity to
discover projects in which other investors

are currently investing

Our research suggests that equity crowdfunding
has the potential to attract new investors to the
arts, while encouraging existing investors to

make further investments by,

» reducing the barriers to entry for potential
new investors and existing arts investors,

and

»  providing the arts sector with an opportunity
to present the profitability of certain art
projects to investors both nationally and

internationally

“Don’t worry
about the old
hats, look to the
new.

You may not
know what new
investors you
might get.”

Sir John Tusa

Chairman of the University of the Arts
London, Chairman of the Wigmore
Hall, London, Chairman of the Clore
Leadership Programme.
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OPPORTUNITY/

DEMOCRATISING
INVESTMENT

Equity crowdfunding democratises investment
by reducing investment overheads and
facilitating accessible and transparent
investment.

This has the potential to encourage atypical
investors in the arts because people can invest
as little as £10.



Crowdfunding enables large groups of people
collectively to contribute different amounts
of money to raise funds for a project, cause
or activity. Equity crowdfunding enables an
entrepreneur to solicit investment from large

groups of investors in return for equity.

Equity crowdfunding platforms automate the
process of investment and provide entrepreneurs
with opportunities to solicit investment from

a large number of investors without some of

the administrative overheads associated with
investment. Similarly, equity crowdfunding
platforms enable investors to make investments
without some of their associated administrative
overheads.

This automated process enables investors
to make small investments and enables

entrepreneurs to solicit small investments.

Reducing the cost to invest reduces the barriers
to entry for potential investors.

As such, equity crowdfunding enables individuals
without access to large amounts of capital to
invest. This enables arts entrepreneurs to take
investments, for example, for as little as £10, from
a large number of investors. This significantly
extends the network of potential investors for an
arts entrepreneur and provides arts entrepreneurs
with access to an investment network outside of
the traditional closed investment network typical of
the arts.

There are, however, costs associated with equity
crowdfunding investment. The typical equity
crowdfunding platform business model is based
on taking a percentage of the amount raised if

a project has been successful in raising funds. In
addition, some platforms take a percentage

from the investors’ return on investment, if the

“We want to
enable more
people to back
UK businesses.

Luke Lang
CEO Crowdcube

”
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been profitable. However, this model still
eliminates both the initial cost to invest and the
associated risks as investment fees are claimed
only if a project has been successful in raising

funds.

In addition, equity crowdfunding platforms

are typically open platforms with the same
information regarding investors and investment
opportunities available to everybody on the
platform.

A potential investor has access to the same
information regarding an investment opportunity
that all other investors have access. This
provides greater transparency for potential
investors and provides arts entrepreneurs with
opportunities to solicit investment from an open
network of investors, providing those interested
in arts investment with access to investment
opportunities. Also, on the equity crowdfunding
platforms which are FCA regulated in the UK,

the Enterprise Investment Scheme (EIS) and Seed
Enterprise Investment Scheme (SEIS) are both
applicable, meaning that there are tax incentives
to investing. For more analysis please go to www.

culturecrowd.co.uk

The low cost of investment and the transparent
nature of equity crowdfunding provides
opportunities for arts entrepreneurs to attract
investors not typically associated with arts
investment and provides potential investors,
with and without large amounts of capital, with
opportunities to invest in the arts.


http://www/
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BUSINESS MODEL OF FIVE EQUITY CROWDFUNDING PLATFORMS"

Bank to the future

Crowdcube

innovestment

Seedrs

Symbid

£10

£10

N/A

£10

€20

5% of amount raised + £1750
Company Secretarial fee

5% of amount raised + £1750
legal fees if successful

10% of amount raised if
successful

7.5% of amount raised if
successful

€250 up front for existing
businesses (start—up ideas can
place for free) + 5% of amount
raised + legal fees — only payable
if successful

N/A

N/A

N/A

7.5% of profit from
investment

2.5% of investment
amount + transaction
costs
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OPPORTUNITY/

THE UK AS AN
INTERNATIONAL
HUB

The UK has stolen a march on the rest of the
world by creating a legitimate environment
where equity crowdfunding investors are

protected by the Financial Conduct Authority
(FCA) 4.

This has created a unique opportunity to
position the UK as an international hub for
equity crowdfunding for the arts.



In 2011 the number of equity crowdfunding
platforms worldwide was 21 and growing at a

rate of 114% per year. ©*

In March 2012 Seedrs, the London-based equity
crowdfunding platform, received approval from
the Financial Services Authority (FSA) to facilitate
equity trading in private companies. The approval
allowed the company to claim it was the first
equity crowdfunding to be sanctioned by a
national financial regulator anywhere in the

world.

In February 2013 the FSA approved Crowdcube as
the first equity crowdfunding platform in the UK
to let users invest directly in companies from its

platform. ¥’

The passing of the Jumpstart Our Business
Startups (JOBS) act in April 2012 *® paved the way
for equity crowdfunding platforms in the USA, by
enabling the public to receive company equity

in exchange for funding. However, the Securities
Act of 1933 states that companies cannot sell
securities to the public unless there is an available
exemption from the US Securities and Exchange
Commission (SEC) [ i.e. it requires that investors
be high net-worth individuals] . The crowdfunding
exemption introduced by the JOBS Act will not be
available until the SEC issues its regulations. It had

yet to do this at the time of writing.

In the EU, equity crowdfunding platforms must
comply with EU regulations; each individual
country’s regulations; and each individual
country’s interpretations of EU regulations. This
complicates and obstructs equity crowdfunding
regulation in the EU.

"I think that innovative
regulation can be a very
effective driver of new
business innovation in
areas such as this.

The FCA example is
clearly a good one and

potentially gives the UK
a lead - which seems
appropriate given the
strength and innovation
(and global export
success) of our arts and
creative industries.”

Anthony Lilley
CCO and CEO Magic Lantern
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The FCA now provides UK entrepreneurs and
investors with legitimate and protected equity
crowdfunding platforms. Considering ongoing
delays and complications in the USA and the EU,
the UK is now a leader in equity crowdfunding
worldwide.

The position of the UK as a leader in equity
crowdfunding worldwide provides the potential
for art entrepreneurs to solicit investment from

international investors.

International investment is subject to regulatory
restrictions *; however, there is a significant
opportunity to facilitate worldwide investment
in UK arts projects, as well to encourage
international arts projects to be launched to the
market in the UK.

This would strengthen the UK as an
international hub for both the arts and arts
investment.

"The official backing
of the Prudential
Regulations Authority
(PRA) and the FCA for
equity crowdfunding
platforms will facilitate
the acceptance of those
platforms as a viable
investment option to a
broad investor base.

The arts sector now

needs to step up and take
advantage of this funding
mechanism and potential
international investor
base, to bridge the funding
gaps they are currently
experiencing. The survival
of the strong and diverse
arts backbone in the UK is
what the people want, and
society demands."

Cian Murchu

Strategy & Business
Development, Deutsche
Bank and board member
Theatre Peckham



THE POSITION OF

THE UK AS A LEADER IN
EQUITY CROWDFUNDING
WORLDWIDE PROVIDES
THE POTENTIAL FOR ART
ENTREPRENEURS TO
SOLICIT INVESTMENT
FROM INTERNATIONAL
INVESTORS.
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OPPORTUNITY/

MORE SUITABLE
FOR BIG BUDGET
PRODUCTIONS

Equity Crowdfunding is currently more suitable
for big budget productions and projects than
reward-based crowdfunding which is more
suited to smaller campaigns.

Equity-based crowdfunding campaigns raise
much larger amounts in comparison to other
crowdfunding models, with an average
campaign size of US$84,597 ¥



6% of the funds raised on equity crowdfunding
platforms were for projects that drew less than
$10,000 of funding in total while 21% of the funds
raised by equity platforms were raised for projects
that drew $250,000 or more in funding.?* [ see
chart page 26 ]

For comparison purposes, at the time of writing
Kickstarter, the reward-based crowdfunding
platform that specialises in raising funding for
creative projects, has successfully funded 2,144
theatre projects worth $1,000 - $10,000, yet only
three worth $100,000 - $1 million and none worth
over $1 million. 2 [ see table page 27 ]

Considering the investment size typical of equity
crowdfunding, it follows that equity crowdfunding
is more suitable to large productions and arts
projects where there is a clear potential return on
the investment. However, at the time of writing
and to the authors’ knowledge, no arts project
has successfully raised funding through equity
crowdfunding in the UK. It should be noted that
The Waterbabies musical has just launched July
19, 2013 on Crowdcube, having raised £800K
offline, they are now asking for a further £1 million
through the platform. For further analysis please
see www.culturecrowd.co.uk

The Appendix includes a reference to Broadway
Producer Ken Davenport’s success in raising
just over $2.5 million (55%), using equity
crowdfunding, to fund his recent production of the
musical Godspell in New York.

As noted previously, in the USA, until the law
changes, investors can only participate in equity
crowdfunding if they are “accredited investors” i.e.
high net-worth individuals.

Ken Davenport’s crowdfunding was enabled
simply through his own social media channels
and other traditional communication channels.
His lawyers and accountants created the structure
for investment, much in the way that Broadway
producers have been doing for many years. In
his example, there was no technology platform

as intermediary and none of the benefits that
technology offers.

25

CROWDFUND
MODEL

AVERAGE
CAMPAIGN SIZE

DONATION
$ 664

REWARD
$4,076
LENDING
$ 5,587

EQUITY
$ 84,597


http://www.culturecrowd.co.uk/
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FUNDS PAID OUT PER
EQUITY-BASED PROJECT

B <$10,000 6%
™ $10,000 - $25,000 10%
$25,001 - $50,000 16%
$50,001 - $100,000 26%
m $100,001 - $250,000 21%
m > $250,001 21%

PERCENTAGE BASED ON

SAMPLE OF 10 CROWD
FUNDING PLATFORMS, 2011
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COMPARISON OF PROJECTS FUNDED
THROUGH KICKSTARTER PLATFORM

Al 41,336 |4,837 |27,260 |5140 (3,512 |556 |31
Technology [720 41 276 98 197 102 6
Fashion 897 100 552 128 101 15 1
Dance 903 79 762 49 13 0 0
Photography | 1,092 178 730 130 54 0 0
Comics 1,163 172 729 146 100 15 1
Food 1379 71 741 339 221 7

Design 1469 112 549 272 396 137

Games 1696 97 714 309 415 143 18
Theatre 2831 399 2144 201 84 3 0
Publishing 3401 553 2267 363 205 13 0
Art 4165 805 2919 316 121 4 0
Film & Video 10007 1029 6193 1533 1150 101 1
Music 11613 1201 8684 1256 455 16 1
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OPPORTUNITY/

EQUITY PLUS
REWARDS FOR
THE ARTS

A hybrid crowdfunding model of equity plus
rewards, or return on investment (ROI) plus ‘soft’
benefits, mitigates the fact that there may not be
an immediate exit strategy or financial return.

This model provides investors with the

perks more typically associated with arts
investment.



Crowdfunding for the arts is typically associated

with reward-based platforms.

For example, Kickstarter, a reward-based
crowdfunding platform, describes itself as ‘a

funding platform for creative projects’.

Since its launch in
2009 and at the time
of writing, Kickstarter
has raised $422
million for creative
projects.

Reward-based platforms typically reward
individual funders with perks associated with the

project.

For example, a film maker might offer tickets to
premieres, signed copies of the original film script
and a credit listing. The value of the rewards
offered are typically comparable to the value of

the contribution.

As an example, in return for a US$20 donation
to Charlie Kaufman’s Anomalisa project on
Kickstarter, donators received a digital download
of the film.=

Kickstarter proves that arts and creative projects
attract individual funders who are not typically
seeking long term investment or a monetary
return.

However, reward-based platforms are not

usually associated with big budget projects

29
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or productions - for example, out of the
36,617 successfully funded projects listed on
Kickstarter, only 434 have managed to raise
over $100K. 2

Relative to reward-based platforms, equity
crowdfunding platforms are usually associated
with projects that require large sums of
investment, by offering a monetary return

as opposed to a non-monetary return i.e. a

reward.

This provides an opportunity to develop a
hybrid crowdfunding model of equity plus
rewards for arts and creative projects.
Considering the high risk nature of arts
investment, a hybrid model mitigates the fact
that there may not be an immediate return or
exit for investors, providing investors with the
typical perks associated with arts, as well as a

potential financial return.
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“There is no
technical or
regulatory
reason why
Seedrs couldn’t
offer rewards
as well as
equity to
investors”

"In the end, investment
in these kinds of areas
is a high risk, specialist
activity --- and people
like to mitigate that risk

Jeff Lynn
CEO Seedrs

(although not always in
simply financial terms) -
so the risk plus rewards
model is attractive.

That said, meeting
famous people and going
to glamorous events
doesn't make up for a
bad financial investment
--- but it does help with
the overall feeling of
benefit and might tip the
balance.”

Anthony Lilley
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OPPORTUNITY/

A NEW MODEL
AT A NASCENT
STAGE OF

DEVELOPMENT

Given that regulated crowdfunding platforms
in the UK are still less than a year old and that
these platforms are currently primarily used
to enable small numbers of investors to invest
large amounts of money in new business, the
market is open to develop in a myriad of
ways.



Seedrs was the first regulated equity

crowdfunding platform in the UK. Launched in July

2012, the site had over 10,000 investors at the

time of writing.

Crowdcube, the second UK-based, regulated
equity crowdfunding platform, approved in
February 2013, had over 30,000 investors at the

time of writing.

Nobody knows whether equity crowdfunding will
remain the preserve of relatively few experienced
investors with thousands of pounds at their
disposal, as is the current trend across both
Crowdcube and Seedrs, or whether a wider

audience will be attracted to invest at lower levels,

across a wider number of projects.

The platforms are cautiously pragmatic that the
former is currently the case and should remain so
for the immediate future, whilst being aware that

there is nothing to stop the latter from happening.

Reward crowdfunding
has evolved rapidly
over the past five
years.

Reward-based crowdfunding currently enables
relatively small scale projects to obtain funding
through the use of extended social networks on

social media.

Funders become “ambassadors” or “advocates”
for a project. It extends and enhances a

traditional form of patronage in the arts.

35

“At the
moment, equity
crowdfunding
is much less a
“Kickstarter”

than a version
of traditional
investing.”

Jeff Lynn
CEO of Seedrs
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To date in the UK, Seedrs and Crowdcube have
offered three arts projects to investors. Two have " .
been unsuccessful. This is discussed further in the Onlme market places

Appendix and the City of Sin case study. The third have already eliminated
arts project is currently live on Crowdcube - The so much ineﬁ‘iciency
in our world (dating,

restaurant reservations,
Predictions of how equity crowdfunding platforms

will develop vary. As yet, equity crowdfunding has buymg second QOOdS)'

not used the same extension of social networks

Waterbabies. More analysis is available at www.

culturecrowd.co.uk.

to create “advocates” for a project to encourage

Finance is one of the
last major marketplaces
to be largely free from

should be considered as a necessary next-step dlsruptlon. Angel
in developing an arts-based equity crowdfunding investing still relies

other investors.

Given the successful use of social media by

reward-based platforms, this type of activity

platform and attracting new investors to the arts.

on old-boy-networks
and closed door
conversations.” ¢

Ryan Caldbeck
CEO of CircleUp


http://www/
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OPPORTUNITY/

OPPORTUNITY
FOR MATCHED
FUNDING

Crowdfunding provides arts funders with an
opportunity to evaluate projects that have
acquired both an audience and some funding
through crowdfunding, for the purposes of
matched funding.

This could be a new way for publicly-funded
arts organisations to raise additional money.



Several commentators noted that matched
funding for publicly subsidised arts organisations
would be worth further consideration in the
context of crowdfunding, as it demonstrates
that there is an existing audience and funding
available for a project.

In addition, matched funding could provide an
opportunity for a publicly subsidised organisation
to use its more popular projects to raise additional
money, freeing up more of their subsidised
allocation for riskier, smaller projects.

“Matched funding for
the right projects,
using equity
crowdfunding, could
be a very useful
additional approach
for fundraising.

For example, when I was at the
Barbican we did an exhibition
called The Art of Star Wars
which was hugely popular with
a wider audience than might not
ordinarily come to the Barbican,

and might be the sort of project
which could have been matched

funded.”

Sir John Tusa

Chair of the University of the
Arts London, Chair of The
Wigmore Hall.

“Matched funding is a
really interesting part
of the fundraising
model which needs

to be explored more,
given the reducing
amount of publicly
available funds for
the arts and the
requirement for
organisations to find
new ways of raising
money"

Michelle Wright
CEO of Cause4
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CHALLENGES/

NO SUCCESSFULLY
FUNDED ARTS
PROJECTS IN UK

As a nascent investment model, there is, at the
time of writing, no successful case of equity
crowdfunding applied to the arts or creative
industries in the UK. ?’




.|
The Dutch equity crowdfunding platform Symbid,

is a blended version or hybrid model of equity
crowdfunding, which CEO Korstiaan Zandvliet

calls “Return on Engagement”.

" We have had an online
independent film producer
join Seedrs to raise money for
an ambitious online content
community.

Unfortunately, that business
did not reach its target,

but I'm not sure if that was
because our platform was
still quite new at the time or
if that type of business didn't
appeal to investors.”

Alysia Wanczyk
Marketing Director at
Seedrs.

The “Return on Engagement” concept that

the platform promotes encourages investors
to become advocates or ambassadors for a
project. Interestingly, Symbid is the only equity
crowdfunding platform identified at the time of
writing as having successfully funded an arts
project.

Notably, Symbid also operates the video gaming
equity crowdfunding site “Gamebitious” and
as such has experience raising investment for

creative projects.
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CHALLENGES/

ENSURING
INTELLECTUAL
PROPERTY
PROTECTION

Protecting the intellectual property (IP) of
projects exposed on an equity crowdfunding
platform requires each project to indemnify and
ensure their own copyright protection before
exposure.



“As a producer you should
require a warranty and
indemnity with authors
and similar creative talents
contracting with you. This
has to be the basis of any
commercial approach to
fundraising, regardless of
where it is.

If they are in breach of libel or
copyright laws of course it's

a problem (particularly if it's
unlikely that they have funds to
indemnify you with). In such
cases, you may require them

to be insured as Hollywood
producers do. You just have to
be commercial about it"

Ian Albery
Theatre Consultant

Copyright or patent protection is a requirement
of any due diligence process. In offering shares
to potentially large numbers of the public,
companies may have to undergo more expensive
due diligence processes than they otherwise
might with a small number of angel investors or
venture capitalists, simply by virtue of the volume

of contracts generated.
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These costs will be in addition to the fees which
the equity crowdfunding platform deducts
from successfully funded projects. Whilst many
producers have said that copyright protection is
sufficient in terms of a warranty and indemnity
from the creators of the project, there could be
concerns that whilst this is sufficient for high
net-worth individuals who can manage their
own risk, there needs to be greater protection
for smaller investors who are less familiar with
the risk of investment.

All of this should be considered against a
backdrop of potential fraud or copyright

infringement.
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CHALLENGES/

MAINTAINING
CONTROL

Businesses are typically governed to maximise
profit for shareholders. Arts projects require
the preservation of artistic control and creative
leadership.

Equity crowdfunding in the arts may highlight
the tension between these two positions.



A solution to this potential problem could lie in

a simple commercial decision regarding how
much equity is handed over to the crowdfunding
investor group as a whole from the outset, but

if there are several funding rounds and artistic

control is compromised this may cause problems.

In addition, managing hundreds, or potentially
thousands, of shareholders is fraught with
difficulty. How does the company communicate
with this number of shareholders, particularly
when it comes to corporate requirements such as

annual general meetings?

Publicly listed companies are increasingly using
social media and other online technologies to
supplement their communications with their
stakeholders. However, companies that manage
thousands of shareholders tend to have a high
market capitalisation, with the accompanying
infrastructure to support and manage investor
relations. Small companies are going to struggle
with the governance aspects of large numbers of

shareholders.

Public Limited Companies have been addressing
these issues of governance for years, and one
solution could be to issue shares which either
allow voting rights or do not. All of this has to be
worked out in the context of the offering for each
project.

It has also been noted that serious venture capital
or angel investors might be less likely to invest in
a company which has hundreds or thousands of
existing shareholders because they could “queer
the pitch” for control and potentially affect the type
of growth or investment required for later stages
of investment. The counter argument is that if you
already have 20,000 investors, they should, in
any case, be your first-port-of-call in raising more

money.
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Sir John Tusa

Chairman of the University

of the Arts, Chairman of the
Wigmore Hall, Chairman of the
Clore Leadership Programme
|

“All of these technology
platforms simply enable
markets to work better. It
should not be beyond the
wit of a good lawyer or
accountant to assess and
resolve these issues.”

Conrad Levy
Chief Operating Officer of
Benros Capital Partners LLP
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CHALLENGES/

UNSUITABLE FOR
THE AMATEUR
ENTREPRENEUR

Unlike reward-based crowdfunding, equity
crowdfunding platforms require experienced
arts entrepreneurs, producers and practitioners.

Soliciting investment in commercial arts projects
is always high risk and complex.



“The main reason
why some projects fail
on equity platforms is
that people launching
the pitches don’t
realise that the
platform is a place

to monetise a good
following, not a place
to build a following.”

Simon Dixon
CEO of banktothefuture.com

Whilst part of the attraction of crowdfunding is the
ability to develop an audience as well as a pool of
funders, at this early stage of a project’s lifecycle at
least, equity crowdfunding is not an appropriate
model to build an audience. Rather, as Simon
Dixon of Banktothefuture.com says, “to monetise
a [existing] following”. This is discussed in further
detail in the Appendix | case studies.
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Martijn Arets
CEO of Brand Expedition
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CHALLENGES/

EXPERIENCED
ARTS INVESTORS
REQUIRED

One view is that an equity crowdfunding
platform for the arts requires expertise on the
investor level so that active angel investors with
an interest in the arts migrate to the platform
and give the platform legitimacy.

An alternative view is that such a platform
encourages new investors to participate in arts
investment. Whilst there may be value in having
traditional arts investors on board, this is about
new opportunities, new funding models and
new investors.



“One of the issues is that our
investors generally do not come
from an arts background, and
so it would be helpful to create
some case studies on why there
is a financial opportunity in
investing in the arts. We could
use Warhorse as an example, but
usually investors require some
greater depth of understanding,
so it would be most helpful if
existing arts investors joined the
platform.”

Jeff Lynn
CEO of Seedrs

However, opinion is divided as to:

» how much equity crowdfunding platforms can

rely on their existing investors,

» how much equity crowdfunding platforms can
rely on a completely new breed of small time

investors to invest in arts-based projects, and

»  whether traditional arts investors need to
migrate first and act as “guiding lights” in
investing in arts projects, which smaller

investors could then follow.

Reward-based crowdfunding has already
attracted new funders to the arts but it has yet
to be established if new arts investors can be
attracted to equity platforms over time.

Thomas Herzog, from Innovestment in Germany,
hits a cautionary note when he says that his
investors failed to register “social payoff” as any
incentive to investing in a project, as his investors

“are in it for the money” only.

Sir John Tusa

Chairman of the University of the Arts,
Chairman of the Wigmore Hall, Chairman of
the Clore Leadership Programme
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CHALLENGES/

COSTS OF
COMPLIANCE
AND DANGER
OF LITIGATION
FROM SMALLER
INVESTORS

Costs of compliance could be disproportionately
high and there will be a higher risk of litigation
from smaller investors who do not understand
the risks of investing in private companies.

Further work is required into the legal and
accounting specifics of equity crowdfunding for
the arts.
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"I don't know what due diligence
the platforms will undertake,
but I would need to know before
I planned for my show, as if it

is a big musical, my legal and
accountancy fees can be as much
as £75,000.”

Matthew Gale
Producer West End
(A Chorus Line 2013)

"Smaller investors do need to
be protected more than larger
ones. They just don't know that
most small start-up companies
are likely to fail, and will feel

disgruntled when it doesn't end Jeff Lynn

like it does on Dragon's Den - CEO of Seedrs
with everyone happy on a high

note.”

Conrad Levy

Chief Operating Officer of
Benros Capital Partners LLP
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FUTURE TRENDS

$472 MILLION
EXPECTED

TO HAVE

BEEN RAISED
BY EQUITY
CROWDFUNDING




(D In 2011 the amount of investment raised
through equity-based crowdfunding platforms
was growing at an annual rate of 114%. $472
million is expected to be raised by equity
crowdfunding in 2012 globally %

@ As a consequence of regulatory restrictions,
at the time of writing, equity crowdfunding
platforms are primarily based in Europe while
two in the UK are unique in having received

national financial regulatory approval

@ According to the platform operators
interviewed for this research, reward-based
crowdfunding platforms are already starting
to consolidate after four years of existence

(D Equity crowdfunding platforms may attract
a whole new breed of small time investor

investing as little as £10 at a time

@There will be a growth of niche platforms
aimed at specific industries and
demographics e.g. gender and nationality.
The internet is beautifully blind to issues such

as these.?

@ There will be greater use of data analysis,
online sentiment and social media to inform
investments and determine successful
projects e.g Bank to the Future, Social Capital
Score *°

@ Platforms become “mini-markets”, with
investors able to buy and sell shares in their
projects through the platform. Symbid already
enables a form of share trading.

@ As reward-based crowdfunding projects start
to raise large amounts, such as the Veronica
Mars Film, questions may be raised by
investors as to why they have taken all the risk
for a large multinational to own 100% of the

Intellectual Property and profit in the film.
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(D Tax Issues will become a real focus for any
platform offering rewards (both equity and
reward based) as the Inland Revenue starts
to take interest in the value of “perks” which
are offered to investors by producers.

@ As public funding for the arts is reduced
in the UK, attention will be focused on
alternative business models which harness
the power of the audience as well as offer
a better rate of return (albeit with more risk)
than that currently on offer by any bank.
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N
A NEW
BUSINESS
MODEL FOR
COMMERCIAL
THEATRE
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There are a number of potential nuances @There will be tax implications for both
associated with equity crowdfunding for the arts. investors and producers on any mixed
The list below examines some that are specific to offering of equity + reward for the theatre
theatre: industry. How to value the taxable benefit

to an investor of an opening night may
@ Migrating existing arts investors to

become a very real issue.
crowdfunding platforms may prove time

consuming - having approval from industry

bodies may enable both experienced

and inexperienced arts investors to feel

comfortable and confident with the mechanics

of the platform.

@ Privacy is an issue in the traditional West End
theatre model - it’s possible that traditional
theatre producers will not be as willing to
work on a transparent internet platform as it
reveals too much about the process of theatre
investment i.e. who is investing in whom, and

how much they are investing.

(D It’s likely that theatre entrepreneurs and
producers would require some additional
form of insurance to be in place with the
platform, over and above public liability.
This is to protect arts investors from fraud,
particularly if they are not high net-worth
individuals.

@ If theatre producers decide to end a show,
they may have to pay money back to investors
which could necessitate an additional cost
of administration through the technology

platform.

@ Theatre investment commonly works on
the debenture model 3!, whereas equity
investment is more normal for other industries
and art forms e.g. film. There is work to be
done on the tax implications of how theatre
investment might work better if equity models
are used, and conversely whether debenture
models might work for technology platforms.
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At the end of 2011, Martijn
Arets raised €20,000
through the Dutch equity
crowdfunding platform
Symbid, to fund his
already successful book
regarding European
brands.

Symbid is not financially regulated but it
is able to offer shares under the Dutch
cooperative system originally set up by
farmers in the 16th century, and now
used by a variety of organisations.

Arets gave away 20% of the new
company, Brand Expedition Book
Cooperative UA, to 171 investors, and
his company Forget The Box BV owns
the remaining 80%. He says that up
until now he has not paid a dividend
to his investors because it has not yet
made a profit, but the investors have
become even better ambassadors
for his book, and have received
different perks like books, ebooks,
presentations, and even strategic

advice.

In 2011, Arets was named Dutch
Entrepreneur of the Year by the

magazine Sprout.

[ raised 20,000 euros, which
was 100% of the investment
I needed to start the project
(translation, design, print
and legal costs).
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UNSUCCESSFUL
FUNDING

David Baker 32 is a British
filmmaker who decided that he
would like to secure investment
in his production company for
his next film, rather than the
individual film project.

In 2012, he offered Seedrs investors 30% equity,
in return for£75,000..He was-unsuccessful in

raising'that money and givessix reasons why:

He had built a community of 7,000
supporters on Twitter, but 70% of his
supporters were based in the USA and
were unable to invest through the Seedrs
platform because they could not invest in
the UK.

He had asked for too much money upfront
with £75,000 - he felt he might have
managed it with.a lesser amount, say £10-
20,000.

He realised that people invest in films at
the £10-£100 mark (on Kickstarter) because
“they want to be part of the project in some
way. It’s fun to them to get an update and

perks from a film.”

Currently on Seedrs, there’s no way for

small time investors to become “advocates”

of your project through their social networks

in the way that you can on Kickstarter

57

»  The time period to raise £75K was too long.
It should have been no more than 30 days
“People get sick of your project on social

media if you push it for that long”.

»  People follow the crowd. “They could see a
gold bar in the street, but if nobody touches
it, they won’t either. Crowd mentality sets

”

in”.

The City of Sin case underscores three key

challenges -

»  Territorial restrictions may be an issue if the
majority of your fan-base cannot invest in

your project because they live abroad.

»  Equity crowdfunding platforms need to
consider how they bring in new investors by
creating “advocates” and making better use

of social media.

» Itisimportant that producers of projects
pragmatically assess the commercial
offering to the market and gauge the

appetite to invest from their audience.
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FUNDING SUCCESS

GODSPELL

In April 2012, a Broadway
producer, Ken Davenport,
raised 55% of his show’s S5
million budget through equity
crowdfunding.

Roughly half of those 700 investors contributed
$1000 each, while the remaining ranged up to
$25,000.

What’s notable is that Davenport did not use any
internet intermediary or platform — he used his
own lawyers, accountants, and social media to
raise the money directly from investors. There
was no equity crowdfunding platform used and
it should be noted that at the time of writing,
there is no regulated equity crowdfunding
platform available in the USA.

There was also an interesting exchange
highlighted in the New York Times article,
between Davenport and one of his $1000
investors, who asked why he hadn’t used the
traditional Godspell poster image. At the end
of the discussion, Davenport agreed to use
the image in the corner of the poster.3* This
highlights the potential challenge regarding
the protection of artistic control through equity

crowdfunding.
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17 Seedrs manages investments on behalf of investors as opposed to investors investing directly via
Seedrs

18 http://www.forbes.com/sites/tanyaprive/2012/11/06/inside-the-jobs-act-equity-crowdfunding-2/
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http://www.nesta.org.uk/home1/assets/features/the_venture_crowd
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Currently FCA regulations restrict investment from investors outside of the UK

Crowdfunding Industry Report - crowdsourcing.org
http://www.crowdsourcing.org/document/crowdfunding-industry-report-abridged-version-market-
trends-composition-and-crowdfunding-platforms/14277

Crowdfunding Industry Report - crowdsourcing.org
http://www.crowdsourcing.org/document/crowdfunding-industry-report-abridged-version-market-
trends-composition-and-crowdfunding-platforms/14277

Kickstarter Stats

http://www.kickstarter.com/help/stats
http://www.kickstarter.com/projects/anomalisa/charlie-kaufmans-anomalisa

Kickstarter Stats

http://www.kickstarter.com/help/stats

Symbid, a Dutch based equity crowdfunding platform, already offers investors rewards plus
ownership in a company.
http://www.forbes.com/sites/ryancaldbeck/2013/03/01/the-disruptive-power-of-equity-
crowdfunding/

For analysis of Waterbabies The Musical launched July 19 2013 on Crowdcube go to www.
culturecrowd.co.uk

Crowdfunding Industry Report - crowdsourcing.org
http://www.crowdsourcing.org/document/crowdfunding-industry-report-abridged-version-market-
trends-composition-and-crowdfunding-platforms/14277
http://www.crowdsourcing.org/editorial/the-crowdfunding-revolution-will-democratize-venture-
investing/3126

https://banktothefuture.com/crowd-funding/raising-finance/social-capital/

A Debenture is a document which either creates or acknowledges a debt. It is a type of “bond”.

Debentures are freely transferable, have no voting rights, and the interest paid on them is chargeable

against profits in the company’s financial statements. There are some other features such as a
“sinking fund” which mean that the debtor must pay some part of the debt within a period of time,
which will make them lower risk.

https://twitter.com/davidpbaker
http://theater.nytimes.com/2012/04/19/theater/for-godspell-on-broadway-crowd-sourced-
producers.html?_r=0
http://theater.nytimes.com/2012/04/19/theater/for-godspell-on-broadway-crowd-sourced-
producers.html?
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