
Last week, the Securities and Ex-
change Commission released a 
landmark proposal for rules gov-

erning equity crowdfunding in the U.S., 
allowing entrepreneurs to use the Inter-
net to build a small pool of investors for 
project financing and capital raising. 

What is crowdfunding? 
Similar to micro-lending 
(a process made famous 
by microloan sites such as 
kiva.org), crowdfunding is 
Internet-based financing 
of a venture by raising rel-
atively small amounts of 
money from a large number 
of people.

Up until now, invest-
ment in crowdfunded ac-
tivities was little more than 
a donation — crowdfund 
contributors could receive 
a token gift, such as a coffee mug, but 
were not permitted to obtain any kind 
of security granting them a monetary 
return on their investment. The reason? 
Conventional wisdom errs on the side 
of consumer protection, reasoning that 
individual consumers are more suscepti-
ble to fraud, and more vulnerable to poor 
investment choices, than “accredited 
investors” (having a net worth of more 
than $1 million or earnings more than 
$200,000). Thus, in an effort to protect 
unsophisticated individuals, crowdfund-
ing sites were not permitted to list any 
contribution opportunity that purport-
ed to provide an equity stake in a new 
business. In other words, donations only 
(mugs and tote bags notwithstanding). 

The lack of financial return effec-
tively limited crowdfunding efforts to 
the online equivalent of a volunteer car 
wash: contributions for activities such as 
disaster relief, artistic patronage and lo-
cal community efforts. But even limited 
to the status of a virtual car wash, there 
was a river of money flowing through 
crowdfunding: In 2011, Kickstarter.com 
(one of the most popular crowdfunding 

can invest up to 10 percent of their in-
come or net worth, up to $100,000. 
Additionally, all securities purchased 
through crowdfunding portals would be 
subject to certain transfer restrictions, 
such as being held for a year before be-
ing resold. 

Timing of implementation of the 
proposed rules is still nebulous. The 
proposed rules, released Oct. 23 by the 
SEC, are nearly 600 pages long and are 
subject to public comment for the next 
90 days; after that, there will be a review 
period where comments are considered 
and revisions are made, making imple-
mentation unlikely to occur before the 
second half of 2014. 

Will the implementation of permissi-
ble crowdfunding provide a much-need-
ed shot in the arm to emerging growth 
companies? Some skeptics worry about 
the risks, likening crowdfunding to 
speculation and even gambling. Clear-
ly, an unregulated crowdfunding system 
could leave widows and orphans vulner-
able to losing their savings, even in the 
absence of fraud or recklessness. Nev-
ertheless, crowdfunding, when properly 

sites) reportedly raised more than $99 
million for 11,000 small projects. Since 
then, these numbers have gone up dra-
matically — Kickstarter reports an ag-
gregate $786 million raised — and new 
crowdfunding sites pop up regularly. 

Recognizing the value of crowd-
funding as a potential revenue stream 
to small businesses in a tight traditional 

credit market, Congress 
passed the Jumpstart Our 
Business Startups (JOBS) 
Act in 2012. The JOBS Act 
is a bipartisan effort encour-
aging the funding of emerg-
ing growth companies by 
easing securities regula-
tions. Since the passage of 
the JOBS Act, the SEC has 
been working to modify its 
existing rules and to de-
velop new rules relating to 
the issuing of securities in 
small businesses. 

For example, earlier this year, the 
SEC lifted its ban on general solicitation 
by making sweeping changes to Rule 
506, permitting issuers to use general 
solicitation and advertising to offer their 
securities for sale to certain accredited 
investors. Because of these changes, 
companies seeking private investors 
could issue press releases or leverage 
social networks, for example, to solicit 
capital. 

Now, the SEC has gone one step fur-
ther: In addition to being able to post 
new investment opportunities en masse 
via Twitter and Facebook, a startup can 
soon provide a link to a funding portal 
where an investor can make an invest-
ment online.

The proposed rules, if enacted with-
out changes, will allow entrepreneurs to 
seek up to $1 million per year on crowd-
funding sites (regulated by the federal 
government) that serve as portals or 
broker/dealers. Individuals with income 
or net worth under $100,000 can invest 
up to 5 percent of the greater of their in-
come or net worth, and individuals with 
income or net worth more than $100,000 
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Crowdfunding, when properly regulated, could provide a bridge between new sources of 
capital and America’s emerging growth companies.
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regulated and monitored, could provide 
a much-needed bridge between new 
sources of capital and America’s emerg-
ing growth companies. 
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