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An SEC Rule Change Opens a New Era for Crowdfunding
A recent rule change will allow entrepreneurs seeking investors to reach a much broader
audience.
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By JONATHAN MEDVED

Potential investors will soon begin seeing opportunities pop up in their Facebook
news feeds and in their email inboxes thanks to a major rule change from the
Securities and Exchange Commission. In September, the agency removed the
decades­old ban on public solicitation for private investments. This means private
investments can now be marketed to the general public, which will allow
entrepreneurs to reach a much broader audience than securities law used to allow.

The nascent crowdfunding market, which uses the Internet to pool small investments
from many investors, stands to benefit significantly from this rule change. Right now,
crowdfunding sites like Kickstarter and Indiegogo are not subject to securities laws
because they allow people to give money to support projects and individual initiatives,
not invest in them. In the roughly four years they've been in existence, these two sites
have raised close to $1 billion in contributions for thousands of projects.

Startups and businesses have taken notice. They have begun to use similar online
crowdfunding platforms—but to gather investments. And thanks in part to the SEC's
new rule, the equity crowdfunding market is poised for rapid growth over the next
decade. Deloitte expects all forms of crowdfunding to hit $3 billion globally this year
and to grow at a compound annual growth rate of 100% over the near term. Equity
crowdfunding is expected to perform even better, with a compound annual growth rate
of 114%, according to the crowdfunding advisory firm Massolution.

To be sure, the SEC's change to Rule 506 doesn't allow just anyone to invest. Only
"accredited" investors—with a net worth of more than $1 million, or who earn at least
$200,000 a year—can continue to participate in equity crowdfunding. The new rules
require proof, whereas self­attestment sufficed previously. Many hope that the SEC
will issue additional regulations that would let smaller investors get in on the action.

Meanwhile, accredited investors are responding. Equity crowdfunders for accredited
investors—including FundersClub, Angelist, CircleUp and my company, OurCrowd—
are bringing in tens of millions of dollars for private investments through online
platforms. And now that the SEC has removed restrictions on the companies' public
advertising, sites will at last be able to speak directly to customers.

The resources that might be tapped are staggering. The Royal Bank of Canada
estimates that more than $45 trillion of capital sits in the pockets of high­net­worth
individuals world­wide. Roughly $10 trillion is held by about five million U.S.
households, according to the private­equity firm Carlyle estimates. Without public
solicitation or Web­based crowdfunding portals, there was no way to reach beyond a
small percentage of investors.
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This money wants to move. According to April's Northern Trust survey of high­net­
worth investors, more than half of them are actively seeking new investments. And
30% are more inclined to consider alternative investments than they were five years
ago.

A new class of angel investors, affluent individuals who invest personal funds in
companies, is another byproduct of the burgeoning crowdfunding movement. These
angel investors are no longer just former startup founders. They're a younger, broader
class of Internet­savvy investors ready to evaluate and pick deals online.

Managing these new angels will require "venture education." Some crowdfunders post
numerous deals and rely on the wisdom of the crowd to weed out the bad ones. Other
platforms offer limited options to maintain credibility with potential investors. This
presents some challenges for sound portfolio management. Should angels invest in
multiple private deals to spread out risk and retain enough capital to cover losses?
Those running crowdfunding platforms will need to give advice and support to angels
to help them avoid taking big losses on one or two opportunities.

Professional investors know that they must provide value to companies beyond the
capital they invest. Inexperienced angel investors may be less aware of that
obligation. The equity crowdfunding portals will need to facilitate investor involvement.
Investors have to find ways to sit on boards and become mentors to help companies
handle growth, hire the right people and make good strategic decisions.

The crowdfunding model allows investing to move beyond Silicon Valley and Wall
Street to Main Street. The next generation of angels is likely to include successful
doctors, lawyers, contractors and real­estate professionals who want their share of
the next Apple or Microsoft. The real question is if government regulation can continue
to keep up with this rapid innovation.

Mr. Medved is the CEO of OurCrowd, an equity­based crowdfunding platform based
in Israel.

A version of this article appeared October 9, 2013, on page A17 in the U.S. edition of The Wall Street
Journal, with the headline: An SEC Rule Change Opens a New Era for Crowdfunding.

Warren Buffett Confesses
Warren Buffetts Shocking Confession Will Change your Investing Strategy
www.MarketTrendSignal.com

New Rule in TEXAS:
(OCT 2013): If You Pay For Car Insurance You Better Read This...
www.ConsumerFinanceDaily.com

The End Of Obama?
This looming scandal could ruin the 44th President and disrupt the...
StansberryResearch.com

Bright News
For Military, Police, Firefighters and all First Responders
www.TheBright.com

Don't Miss
Opinion: Face it
GOP, You’re Losing
the Shutdown
Showdown

Five Things
Obamacare Won’t
Tell You

A Closer Look at the
World's Largest

Vicious Turtle on the
Loose in Germany?

Email Print Order Reprints

http://online.wsj.com/article/SB10001424052702303442004579123943669167898.html#articleTabs%3Dcomments
http://online.wsj.com/article/SB10001424052702303382004579125314224477426.html#articleTabs%3Dcomments
http://online.wsj.com/article/SB10001424127887323527004579079673280705960.html#articleTabs%3Dcomments
http://online.wsj.com/article/SB10001424052702303442004579123860978924356.html#articleTabs%3Dcomments
http://924661.r.msn.com/?ld=7vaL82jXqDLLFiDFZYu0X2sTVUCUwdRG4zx-nkYNjyLACrGGeOHfUDOgVWCT1kwdBZHgyfjUdye2jBu4_cG29iAcXjCbT5DhGvQ9QSvGrEnykTd77EwtNp21MCVHaxtslHQ61_zg&u=https%3a%2f%2fwww.seerefinancerates.com%2flending%2fhome-refinance%2f%3fmoid%3d39623%26sourceid%3dseomsnlre092813tcad882
http://924661.r.msn.com/?ld=7vaL82jXqDLLFiDFZYu0X2sTVUCUwdRG4zx-nkYNjyLACrGGeOHfUDOgVWCT1kwdBZHgyfjUdye2jBu4_cG29iAcXjCbT5DhGvQ9QSvGrEnykTd77EwtNp21MCVHaxtslHQ61_zg&u=https%3a%2f%2fwww.seerefinancerates.com%2flending%2fhome-refinance%2f%3fmoid%3d39623%26sourceid%3dseomsnlre092813tcad882
http://924661.r.msn.com/?ld=7vaL82jXqDLLFiDFZYu0X2sTVUCUwdRG4zx-nkYNjyLACrGGeOHfUDOgVWCT1kwdBZHgyfjUdye2jBu4_cG29iAcXjCbT5DhGvQ9QSvGrEnykTd77EwtNp21MCVHaxtslHQ61_zg&u=https%3a%2f%2fwww.seerefinancerates.com%2flending%2fhome-refinance%2f%3fmoid%3d39623%26sourceid%3dseomsnlre092813tcad882
http://0.r.msn.com/?ld=7vszLJpgYuHEAxMjLyZre7zjVUCUwJCfBhuQVBbnWFHkbMPzJFn-WpZkB7mSQqzx6aPfiN4xhzwi_EQM5sktafGp9NQTr9La-o-kSyP9-yWpqUC-40hNbi-1jNs1GarWWT4YJWeA&u=www.jbpicks.com
http://0.r.msn.com/?ld=7vszLJpgYuHEAxMjLyZre7zjVUCUwJCfBhuQVBbnWFHkbMPzJFn-WpZkB7mSQqzx6aPfiN4xhzwi_EQM5sktafGp9NQTr9La-o-kSyP9-yWpqUC-40hNbi-1jNs1GarWWT4YJWeA&u=www.jbpicks.com
http://0.r.msn.com/?ld=7vszLJpgYuHEAxMjLyZre7zjVUCUwJCfBhuQVBbnWFHkbMPzJFn-WpZkB7mSQqzx6aPfiN4xhzwi_EQM5sktafGp9NQTr9La-o-kSyP9-yWpqUC-40hNbi-1jNs1GarWWT4YJWeA&u=www.jbpicks.com
http://2433046.r.msn.com/?ld=7v0x6C1vcgHTQvCJ7arU3Z9zVUCUz4VumgVwzpXG9CzJ6Qmep9_DeK4CyXCCBsr8ByrKEwxUiDrH4pgoiBQ5c9NlWl6_ckeh27NxlIMDJXW1Kg6cyfyzznX61cRmLng8xZXRgdCQ&u=http%3a%2f%2fwww.winning-numbers.us
http://2433046.r.msn.com/?ld=7v0x6C1vcgHTQvCJ7arU3Z9zVUCUz4VumgVwzpXG9CzJ6Qmep9_DeK4CyXCCBsr8ByrKEwxUiDrH4pgoiBQ5c9NlWl6_ckeh27NxlIMDJXW1Kg6cyfyzznX61cRmLng8xZXRgdCQ&u=http%3a%2f%2fwww.winning-numbers.us
http://2433046.r.msn.com/?ld=7v0x6C1vcgHTQvCJ7arU3Z9zVUCUz4VumgVwzpXG9CzJ6Qmep9_DeK4CyXCCBsr8ByrKEwxUiDrH4pgoiBQ5c9NlWl6_ckeh27NxlIMDJXW1Kg6cyfyzznX61cRmLng8xZXRgdCQ&u=http%3a%2f%2fwww.winning-numbers.us
http://online.wsj.com/article/SB10001424052702303382004579125314224477426.html?mod=trending_now_2
http://online.wsj.com/article/SB10001424127887323527004579079673280705960.html?mod=trending_now_3
http://online.wsj.com/article/SB10001424052702303442004579123860978924356.html?mod=trending_now_5
http://online.wsj.com/article/SB10001424052702304441404579123604287854862.html#articleTabs%3Dcomments
http://online.wsj.com/article/SB10001424052702304441404579123604287854862.html?mod=trending_now_4
http://online.wsj.com/public/page/news-opinion-commentary.html?mod=WSJ_article_moreinsecfooter
http://789677.r.msn.com/?ld=7vgCH17D1YwLQea-X3l0ZM4TVUCUx8Z0BVL0K4LjVQA2H0TjCqRhTpKpxOdqtr-7ftSFci-Bv91LemdQITJ92X2mvVdCqy9-giHYA8PjzatvuPuz2yln6gMzbrmSG41PEnlTRsYg&u=www.markettrendsignal.com%2fsecure%2frc3.php%3fa%3dC-MSNBUFF%26p%3dMTS
http://789677.r.msn.com/?ld=7vgCH17D1YwLQea-X3l0ZM4TVUCUx8Z0BVL0K4LjVQA2H0TjCqRhTpKpxOdqtr-7ftSFci-Bv91LemdQITJ92X2mvVdCqy9-giHYA8PjzatvuPuz2yln6gMzbrmSG41PEnlTRsYg&u=www.markettrendsignal.com%2fsecure%2frc3.php%3fa%3dC-MSNBUFF%26p%3dMTS
http://789677.r.msn.com/?ld=7vgCH17D1YwLQea-X3l0ZM4TVUCUx8Z0BVL0K4LjVQA2H0TjCqRhTpKpxOdqtr-7ftSFci-Bv91LemdQITJ92X2mvVdCqy9-giHYA8PjzatvuPuz2yln6gMzbrmSG41PEnlTRsYg&u=www.markettrendsignal.com%2fsecure%2frc3.php%3fa%3dC-MSNBUFF%26p%3dMTS
http://2299454.r.msn.com/?ld=7vDcOvGLk05WwGPX-94aICZTVUCUzvqQ32frq_G-uKZVY1GpfwysBQsnavLO9--rN9P_G1ewZn2JTyO60f_egjPRz_kAADdasOm4UasqK0tUU5X1aULmrPUIS3w0LD66o8ibcucg&u=www.consumerfinancedaily.com%2fcarinsurance-msn.php%3fc1%3dad1%26c2%3dTX%26t202kw%3dworld+news
http://2299454.r.msn.com/?ld=7vDcOvGLk05WwGPX-94aICZTVUCUzvqQ32frq_G-uKZVY1GpfwysBQsnavLO9--rN9P_G1ewZn2JTyO60f_egjPRz_kAADdasOm4UasqK0tUU5X1aULmrPUIS3w0LD66o8ibcucg&u=www.consumerfinancedaily.com%2fcarinsurance-msn.php%3fc1%3dad1%26c2%3dTX%26t202kw%3dworld+news
http://2299454.r.msn.com/?ld=7vDcOvGLk05WwGPX-94aICZTVUCUzvqQ32frq_G-uKZVY1GpfwysBQsnavLO9--rN9P_G1ewZn2JTyO60f_egjPRz_kAADdasOm4UasqK0tUU5X1aULmrPUIS3w0LD66o8ibcucg&u=www.consumerfinancedaily.com%2fcarinsurance-msn.php%3fc1%3dad1%26c2%3dTX%26t202kw%3dworld+news
http://468140.r.msn.com/?ld=7vqM9xcTZ6u3wKNxeQpLpdKDVUCUy_nfsvR8NL-wZrrxPy0I00DTRNoqTWXoP7p8awyONZsaIYwvB70VKm3jTGz94qn9007GunAu43TmkLsTUljkzeXjpgUuFNREorjilErYfNog&u=mediaforceltd.go2jump.org%2faff_c%3foffer_id%3d195%26aff_id%3d1084%26url_id%3d149%26aff_sub%3demes1
http://468140.r.msn.com/?ld=7vqM9xcTZ6u3wKNxeQpLpdKDVUCUy_nfsvR8NL-wZrrxPy0I00DTRNoqTWXoP7p8awyONZsaIYwvB70VKm3jTGz94qn9007GunAu43TmkLsTUljkzeXjpgUuFNREorjilErYfNog&u=mediaforceltd.go2jump.org%2faff_c%3foffer_id%3d195%26aff_id%3d1084%26url_id%3d149%26aff_sub%3demes1
http://468140.r.msn.com/?ld=7vqM9xcTZ6u3wKNxeQpLpdKDVUCUy_nfsvR8NL-wZrrxPy0I00DTRNoqTWXoP7p8awyONZsaIYwvB70VKm3jTGz94qn9007GunAu43TmkLsTUljkzeXjpgUuFNREorjilErYfNog&u=mediaforceltd.go2jump.org%2faff_c%3foffer_id%3d195%26aff_id%3d1084%26url_id%3d149%26aff_sub%3demes1
http://1935845.r.msn.com/?ld=7vshy4wbAbPlIvyRafh-EeRzVUCUwNvkqAcMhsxPdokOlypA_3DDG2qiPSFBFXyI4yLh6QpPd0klIcnFywtfs0pp0WZ2Sq0osOXSo7pkVRHEIeKLmNbSLO_A3lviPCm6q5i9Puhg&u=www.TheBright.com%2f%3futm_source%3dCPCBing-TheBrightHP-Jan2013%26utm_medium%3dCPCBing-TheBrightHP-Jan2013%26utm_campaign%3dCPCBing-TheBrightHP-Jan2013
http://1935845.r.msn.com/?ld=7vshy4wbAbPlIvyRafh-EeRzVUCUwNvkqAcMhsxPdokOlypA_3DDG2qiPSFBFXyI4yLh6QpPd0klIcnFywtfs0pp0WZ2Sq0osOXSo7pkVRHEIeKLmNbSLO_A3lviPCm6q5i9Puhg&u=www.TheBright.com%2f%3futm_source%3dCPCBing-TheBrightHP-Jan2013%26utm_medium%3dCPCBing-TheBrightHP-Jan2013%26utm_campaign%3dCPCBing-TheBrightHP-Jan2013
http://1935845.r.msn.com/?ld=7vshy4wbAbPlIvyRafh-EeRzVUCUwNvkqAcMhsxPdokOlypA_3DDG2qiPSFBFXyI4yLh6QpPd0klIcnFywtfs0pp0WZ2Sq0osOXSo7pkVRHEIeKLmNbSLO_A3lviPCm6q5i9Puhg&u=www.TheBright.com%2f%3futm_source%3dCPCBing-TheBrightHP-Jan2013%26utm_medium%3dCPCBing-TheBrightHP-Jan2013%26utm_campaign%3dCPCBing-TheBrightHP-Jan2013
http://portfolio.wsj.com/?mod=djm_hsad44_wsjportfolio_adnetwork_27feb13
javascript:void(0)
javascript:void(0)
javascript:void(0)
javascript:void(0)


Wall Street JournalFacebookTwitter LinkedInFourSquareGoogle+YouTubePodcastsRSS Feed AppStore
Back to Top

Customer Service
Customer Center

New! Live Help

Contact Us

WSJ Weekend

Contact Directory

Corrections

Policy
Privacy Policy

Data Policy

Copyright Policy

Subscriber Agreement
& Terms of Use

Your Ad Choices

Advertise
Advertise

Place a Classified Ad

Sell Your Home

Sell Your Business

Commercial Real Estate Ads

Recruitment & Career Ads

Franchising

Advertise Locally

Tools & Features
Apps

Newsletters and Alerts

Graphics & Photos

Columns

Topics

Guides

Portfolio

Old Portfolio

More
Reprints

Content Partnerships

Conferences

SafeHouse

Mobile Site

Price & Volume

Keyword & Symbol

News Archive

Jobs at WSJ Copyright ©2013 Dow Jones & Company, Inc. All Rights Reserved.

Editors' Picks

Shutdown Mars Obama
Kin's Trip

In China, Nothing Says 'I
Love You' Like Matching
Smiley­Face Shirts

Coffee Market Braces for
Venti Bags

When Flying Commercial
Seemed Groovier

Bill Comes Due for Brazil's
Middle Class

You Might Like
This week thousands of small businesses
launched public marketing blitzes to raise
funds

Carlyle buys $2.6 billion real-estate fund of
funds

Weekend Read: The Trojan Horse of
Accredited-Investor Verification

Letters: Strangling Ventures With Red Tape

The Daily Startup: U.K. Contact Center Co.
NewVoiceMedia to Expand

Content from our Sponsors
What's this?

Why Californians Paid 80 Cents More Per
Gallon of Gas (ExxonMobil Perspectives Blog)

DC Wants Your 401(k) Money (FOX News)

Wells Fargo and Accion Build 'Eagle Ford' to
Redevelop Abandoned Land in Dallas (Wells
Fargo)

The Big Winner From the Financial Crisis
(The Economist)

Don't Let Old Retirement Advice Jeopardize
Your Financial Future (Forbes.com)

Community rules

JOURNAL COMMUNITYAdd a Comment

Track replies to my comment

CLEAR POST Login with Facebook

View All Comments (2)

All comments will display your real name. Start typing your comments here...

Container Ship

http://online.wsj.com/?mod=WSJDE_footer
http://www.facebook.com/wsj
http://twitter.com/WSJ
http://www.linkedin.com/today/online.wsj.com
https://foursquare.com/wsj
https://plus.google.com/117720626238470886461/posts
http://www.youtube.com/user/WSJDigitalNetwork
http://online.wsj.com/public/page/podcast.html?mod=WSJ_footer
http://online.wsj.com/public/page/rss_news_and_feeds.html?mod=WSJ_footer
http://itunes.apple.com/us/app/the-wall-street-journal./id364387007?mt=8
http://help.wsj.com/customer-service/?mod=WSJ_footer
https://customercenter.wsj.com/view/contactus.html?mod=WSJ_footer
http://www.subscribe.wsj.com/getweekendnow?mod=WSJ_footer
https://customercenter.wsj.com/view/ctdir/contactdirectory.html?mod=WSJ_footer
http://online.wsj.com/article/Corrections.html?mod=WSJ_footer
http://online.wsj.com/public/page/privacy-policy.html?mod=WSJ_footer
http://online.wsj.com/public/page/data-policy.html?mod=WSJ_footer
http://online.wsj.com/public/page/copyright_policy.html?mod=WSJ_footer
http://online.wsj.com/public/page/subscriber_agreement.html?mod=WSJ_footer
http://online.wsj.com/public/page/privacy-policy.html?mod=WSJ_footer#ad_choices
http://www.wsjdigital.com/?mod=WSJ_footer
http://classifieds.wsj.com/?mod=WSJ_footer
https://classifieds.wsj.com/ad/Residential-Real-Estate-Ads?mod=WSJ_footer
https://classifieds.wsj.com/ad/Business-For-Sale-Ads?mod=WSJ_footer
https://classifieds.wsj.com/ad/Commercial-Real-Estate-Ads?mod=WSJ_footer
https://classifieds.wsj.com/ad/Job-Ads?mod=WSJ_footer
https://classifieds.wsj.com/ad/Franchise-For-Sale-Ads?mod=WSJ_footer
http://www.wsjlocal.com/?mod=WSJ_footer
http://online.wsj.com/public/page/designtech-wsjModuleHome.html?mod=WSJ_footer
http://online.wsj.com/public/page/email-setup.html?mod=WSJ_footer
http://online.wsj.com/public/page/news-interactive-features-trends.html?mod=WSJ_footer
http://online.wsj.com/page/columnists.html?mod=WSJ_footer
http://topics.wsj.com/?mod=WSJ_footer
http://online.wsj.com/public/page/guides.html?mod=WSJ_footer
http://portfolio.wsj.com/?mod=wsj_port_foot
http://ds.wsj.com/wsjportfolio/portfolio?cmd=mainwindow&mod=wsj_portold_foot
http://www.djreprints.com/?mod=WSJ_footer
http://wsj.com/partner/?mod=WSJ_footer
http://online.wsj.com/conferences?mod=WSJ_footer
https://www.wsjsafehouse.com/
http://m.wsj.com/
http://setup1.wsj.com/pznsetup/sub/pvemail/setup.html?mod=WSJ_footer
http://setup1.wsj.com/pznsetup/sub/ksemail/setup.html?mod=WSJ_footer
http://online.wsj.com/public/page/archive.html?mod=WSJ_footer
http://www.dowjones.com/careers.asp?mod=WSJ_footer
http://online.wsj.com/article/SB10001424052702303722604579111852526014742.html?mod=WSJ_article_comments
http://online.wsj.com/article/SB10001424052702304500404579125933333728274.html?mod=WSJ_article_EditorsPicks
http://online.wsj.com/article/SB10001424052702304500404579125933333728274.html?mod=WSJ_article_EditorsPicks
http://online.wsj.com/article/SB10001424052702304906704579115703622821392.html?mod=WSJ_article_EditorsPicks
http://online.wsj.com/article/SB10001424052702304906704579115703622821392.html?mod=WSJ_article_EditorsPicks
http://online.wsj.com/article/SB10001424052702304441404579121550388599872.html?mod=WSJ_article_EditorsPicks
http://online.wsj.com/article/SB10001424052702304441404579121550388599872.html?mod=WSJ_article_EditorsPicks
http://online.wsj.com/article/SB10001424052702304066404579125453036598882.html?mod=WSJ_article_EditorsPicks
http://online.wsj.com/article/SB10001424052702304066404579125453036598882.html?mod=WSJ_article_EditorsPicks
http://online.wsj.com/article/SB10001424052702304795804579097412611960306.html?mod=WSJ_article_EditorsPicks
http://online.wsj.com/article/SB10001424052702304795804579097412611960306.html?mod=WSJ_article_EditorsPicks
http://online.wsj.com/article/SB10001424052702304795804579097500555715202.html
http://online.wsj.com/article/SB10001424052702304526204579096862080040666.html
http://blogs.wsj.com/accelerators/2013/09/27/weekend-read-the-trojan-horse-of-accredited-investor-verification/
http://online.wsj.com/article/SB10001424052702303918804579109712460586016.html
http://blogs.wsj.com/venturecapital/2013/09/20/the-daily-startup-u-k-contact-center-co-newvoicemedia-to-expand/
http://www.exxonmobilperspectives.com/2012/10/10/the-golden-states-self-inflicted-crisis/
http://www.foxbusiness.com/markets/2011/07/12/dc-wants-your-401k-money/
https://mrm.wellsfargobank.com/commitment/dallas.html
http://www.economist.com/news/finance-and-economics/21586295-big-winner-financial-crisis-riding-high
http://www.forbes.com/sites/northwesternmutual/2013/05/13/rethinking-the-4-percent-rule-in-retirement-3-reasons-why-this-may-be-a-risky-approach/
http://online.wsj.com/community/faq#openId=3
http://online.wsj.com/community
javascript://

