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Introduction

The ability of Internet and social networks to easily cluster large numbers of individuals around projects or
ideas explains the recent development of web based platforms dedicated to projects funding: this is called
CrowdFunding. These platforms build groups of individuals that agree to fund selected humanitarian, artistic,
cultural, or business projects.

CrowdFunding is an emerging activity, with M$ 1400 raised worldwide in 2011 and M$ 2800 forecasted in
2012, according to research firm Massolution.

This document aims to circumscribe the framework of crowdfunding activities in Europe and in France.

Characteristics of crowdfunding activities

CrowdFunding main ingredients are :

Projects of any kind (cultural, political, humanitarian, sports, entrepreneurial, etc.), that are selected by
the crowdfunding platform,
Project leaders, who are individuals or legal entities,
Funders, ie individuals who decide to fund a project ,
Crowfunding platforms: they use internet to organize deals between Funders and Projects,
Counterparts, for funders : counterpart can be symbolic (like contributing to a humanitarian cause or
to a sporting venture), material (products, a meeting with the artist, the right to use the logo of a high
profile project) or financial: shares of the holding company that controls a start-up, contribution to
future profits, interest on loans,
Deals, where funders and project leaders agree to fund a project at the end of a funding process driven
by the platform.

Terms of the deal are:



The total amount to be funded
The deadline for the funding
The amount funded by each funder
The counterpart for each funder
The remuneration of the Platform

Overview of European and French regulation and legislation

Crowdfunding platforms do not have a specific status in Europe. Their activities are essentially ruled by the
legal frameworks for financial institutions.

1. General case

Crowdfunding platforms do collect and retain funds ahead of the realization of the Deal. They must
consequently comply with the European Directives 2006/48/EC & 2009/110/EC and their transpositions
into national laws. They have to comply with the requirements stated by banking authorities to obtain a
payment agency agreement. In France, the required agreement is “the agreement for the collection and
preservation of funds”. It establishes strong control requirements on clients’ identification (Art L563-1of the
Monetary and Financial Code) and origin of financial transactions. Most French platforms are not agreed and
therefore will be backed by traditional banks. Transaction cost for CrowdFunding (n to one payment) remains
higher than e-commerce transaction cost (one to one payment).

2. Lending platforms

The legal framework may significantly vary from one country to another. In France only banks can lend to
companies, whereas in nearby Belgium even individuals can do it. French lending platforms have to comply
with the specifications established by the control authorities to be agreed as credit institution, which include
a minimum capital threshold than can run up to M€ 5. French crowdlending actors argue that this M€ 5
threshold is not compatible with their financial resources as emerging players, and not relevant because the
deals they intend to promote are typically small deals. So far, while Prêt d’Union is agreed, his competitor
Friends Clear has established a partnership with the Credit Agricole bank to comply with the legal
requirements.

3. Equity platforms

Equity platforms have to : * Be agreed as Investment Service Providers. In France, a € 730 000 minimum
capital is required to get this agreement. This threshold is currently been discussed with the authorities. *
Comply with the “Prospectus” European Directive (2003/71/EC amended by 2010/73/EC). This directive
specifies the information that has to be transmitted to investors for funding over 5 M€. It exempts
investment service providers from any information constraints for funding under € 100 000, and let national
authorities specify the rules in the € 100 000 to M€ 5 range.

In France authorities (AMF) have introduced another kind of threshold: a normalized prospectus has to be
approved by the AMF for any equity funding involving more than 99 investors.

In most cases start-ups have over € 100 000 funding needs but cannot comply with the prospectus
requirements: they are just emerging from scratch and do not have the required data, or cannot afford the
costs and loss of time involved in the process of issuing an approved prospectus. In France this € 100 000
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barrier is even lower due to the specific “99 investors” maximum threshold to avoid the prospectus hassle.
This is perceived by the European and French CrowdFunding players as a major restriction to the
development of equity CrowdFunding.

Trends

Current discussions in Europe and France focus on equity or lending platforms issues. Internet and social
networks make it dramatically easier to gather crowds of small investors willing to support emerging
European businesses. Crowdfunding, then, could be the expected complementary answer to the 1M€ or less
funding needs of those companies.

But the prudential rules in Europe and especially in France greatly restrict the ability of equity or lending
crowdfunding platforms to fulfill this need. In the US, as part of the Jobs Act, legislation has indeed changed
in 2012: the new legal framework allows an issuer to fund up to $ 1 million from an unlimited number of
investors, each of them investing less than $ 2000. It also creates a specific status of Funding Portal for
crowdfunding platforms. In Europe the European Network CrowdFunding proposes to harmonize and adapt
the existing rules without reducing the level of control, transparency and risk assessment by investors. In
France, the “Manifeste pour la finance participative” proposes a “legislative and regulatory framework that
would take a clear position in favor of direct funding.” In June FinPart calls for well balanced evolution of
rules applied to CrowdFunding activities, enabling a high level of control and protection while increasing the
potential to fund innovative companies.

Conclusion

CrowdFunding establishes a direct connection between a given project and its many funders. This link is
what makes CrowdFunding so different from any other classical way for people to deal with their savings : it
means that the funders, individually but also as a crowd, are committed with the project that, indeed, they
have elected. What is involved when people elect and fund a CrowdFunding project is more than just getting
valuable rewards or returns on their investment. This commitment dimension explains the success of cultural
CrowdFunding projects. In the near future it could lead to the strong development of presale CrowdFunding
or equity CrowdFunding. In presale CrowdFunding consumers do elect at a very early stage the product that
they really desire and will eventually support. In equity CrowdFunding the business angels model is enlarged
to crowds of investors that are fully involved in the business project that they support. In Europe and
especially in France the framework of CrowdFunding activities is not yet fully adapted to this “committed
funding” dimension, but discussions are underway to adjust it.
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