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The Jumpstart Our Business Startups (“JOBS”) Act contains provisions regarding general 

solicitation and crowdfunding.  Title II of the Act requires the Securities and Exchange Commission 
(“SEC”) to remove the restriction on general solicitation, and Title III addressed issues with 
crowdfunding. 

 
Removing Restrictions on General Solicitation (Title II) 

 
On July 10, 2013, the SEC issued new regulations as required by the JOBS Act.  These new 

regulations add Rule 506(c) to allow general solicitation and advertising for a private placement 
offering. However, in a Rule 506(c) private offering all of the purchasers must be accredited 
investors, and the issuer must take “reasonable steps” to determine that the purchaser is an 
accredited investor.  

 
As defined by the SEC’s rules, “accredited investors” are those with $1 million or more in 

net worth.  What constitutes “reasonable steps” is an objective determination, based on facts and 
circumstances of each transaction. This can include, but is not limited to: 1) the nature of the 
purchaser/type of accredited investor the purchaser claims to be; 2) the amount and type of 
information the issuer has about the purchaser; 3) issue should check publicly available information; 
4) the nature and terms of the offering – type of solicitation and minimum investing requirements.  
The higher the minimum investment requirement, the fewer steps needed to verify accreditation.  
Where accreditation has been verified by a trusted third party, it would be deemed “reasonable” for 
the issuer to rely on the third party’s information. 

 
The more information an issuer has about the investor’s accreditation, the fewer additional 

steps that will be necessary to verify. Additional steps can include 1) publicly available information 
contained in SEC and/or FINRA filings; 2) third party evidentiary information, such as pay stubs, 
tax filings, and W-2s; 3) third-party accredited investor verification service. 

 
The Act also mandates that funding portals must register with the SEC as well as an 

applicable Self-Regulatory Organization (“SRO”) to operate.   
 

How Does Title II Affect Crowdfunding? 
 

This ruling paves the way for companies looking to raise investment via equity crowdfunding 
to use a platform like Crowdfunder to advertise their offering to accredited investors within a 
“walled garden,” like the Crowdfunder’s verified Accredited Investor Network. The other 
implication from this ruling means that companies on equity crowdfunding sites will soon be able to 



promote their investments to non-accredited investors.   Companies making offerings must also do 
a filing with the SEC prior solicitation. 

 
Rule 506 of Regulation D is considered a “safe harbor” for the private offering exemption of 

Section 4(2) of the Securities Act. Companies using the Rule 506 exemption may raise unlimited 
amount of capital from accredited investors and up to 35 non-accredited investors (as defined by the 
SEC’s rules). While there are no restrictions on who an issuer can solicit, there are restrictions on 
who may purchase a security, and there are limits on the value of securities and issuer may offer and 
individuals can invest through crowdfunding intermediaries. An issuer may sell up to $1,000,000 of 
its securities every 12 months, and, depending upon their net worth and income, investors will be 
permitted to invest up to $100,000 in crowdfunding issues every 12 months. An independent 
financial statement review by a CPA firm is required for raises $100,000-500,000, and an 
independent financial statement audit by a CPA firm is required for raises over $500,000. 
 

Title III: Crowdfunding 
 

The ‘Capital Raising Online While Deterring Fraud and Unethical Non-Disclosure Act of 
2012’’ or the “Crowdfund Act” is found in Title III of the JOBS Act.  This allows companies 
seeking capital to connect online with potential investors. Previously, investors could only invest in a 
“public” company once it was subject to reporting requirements of the 1934 Act and through a 
Financial Industry Regulator Authority (“FINRA”) regulated broker-dealer.  

 
There are two basic models of crowdfunding: donation-based, in which an online donor 

gives money to the company either with no expectation of a return, or in exchange for products, 
perks, or other non-equity rewards; and investment-based, in which an investor gives the company 
capital in exchange for ownership in the company, either debt or equity. The Act specifically 
prohibits the crowdfunding of investment funds, and almost all private funds are deemed to be 
“investment companies” under the Investment Company Act, and “investment companies” are 
required to register with the SEC under the Investment Company Act of 1940. 
 
 There is an ever-expanding list of crowdfunding sites currently available for use, but the 
following list are those sites which have been identified as some of the most popular: 
 

1. Kickstarter.  Kickstarter is a donation-based crowdfunding platform that is limited only to 
creative projects, meaning that it cannot be used for businesses, causes, charities, or personal 
financing.  Every project must fit into one of thirteen categories: Art, Comics, Dance, 
Design, Fashion, Film, Food, Games, Music, Photography, Publishing, Technology, and 
Theater. 

2. Indiegogo. Indiegogo is a donation-based crowdfunding platform where people who want to 
raise money can create fundraising campaigns to tell their story and get the word out. 

3. Crowdfunder.  Crowdfunder is a social network and business crowdfunding platform for 
entrepreneurs and investors to connect, crowdfund, and grow. The company puts tools, 
connections, and advice in the hands of business owners and investors at all stages in the life 
cycle of a business. Startups and small businesses can raise funds through donation-based 
crowdfunding, and soon through revenue-share, debt and equity-based crowdfunding. 

4. Rockethub: Rockethub is a donation-based crowdfunding platform that allows people to 
raise money for their art, science, business, and social good projects all over the world. There 
is no “all or nothing” mode, so fundraisers keep all money that’s raised. Rockethub prohibits 



equity investments, revenue share, investment opportunities (including loans), and entrance 
into lotteries, raffles, or sweepstakes. 

5. CrowdRise: CrowdRise is a donation-based crowdfunding platform that blends together 
charities with social networking, allowing people to raise money for any cause, no matter the 
size. 

6. SoMoLend: SoMoLend is a debt-based funding platform that connects small business 
borrowers with banks, accredited investors (both individual and organizational), friends and 
family members, corporations, Chambers of Commerce and cities to get small business 
loans, all at lower than average rates.  

7. AppBackr: Appbackr is a wholesale digital donation-based marketplace that enables app 
developers to find “backrs” who can help fund applications and drive sales. On their 
marketplace, a developer receives payment from a backr for a designated number of app 
copies, done via PayPal; when the purchased copies are downloaded in retail app stores, the 
developer receives an additional payment and the backrs profit. 

8. AngelList: AngelList is an investment-based platform for startups; users can also browse 
potential startup jobs. 

9. Invested.In: Invested.in is a donation-based provider of crowdfunding software solutions. 
Invested.in's crowdfunding technology powers sites for large brands like Coca-Cola, for 
banks like ATB Financial and even for entrepreneurs and non-profit organizations; the 
company is run by a team of professionals with experience in building, launching, and 
running multiple technology startups. 

10. Quirky: Quirky is a donation-based crowdfunding platform for inventions. Inventors submit 
an idea; users give feedback and vote for their favorite ideas; every Thursday, Quirky’s team 
gathers a group of industry experts, friends, and community members at their Headquarters 
in New York where they debate the best ideas that have been submitted. The team choses 
the next project to be funded. 

11. GoFundMe.  GoFundMe is a donation-based crowdfunding portal that allows people to 
raise money online for any idea, event, project or cause family, friends & personal contacts 
might believe in. 

 
Most crowdfunding platforms are free for the entrepreneur; the sites gain their revenue by 

deducting a small percentage in real time from each donation.  GoFundMe, for example, deducts a 
5% fee from each donation that’s received.  For personal donations, a WePay account is 
automatically created inside of GoFundMe during the sign up process. WePay charges a fee of 2.9% 
+ $0.30 per transaction (exactly the same as PayPal). For certified charities, FirstGiving, deducts a 
4.25% fee to process and deliver all charity donation payments. PayPal & WePay fees DO NOT 
apply if raising money through this feature. 
 

Massolution is a research firm owned and operated by CrowdSourcing.org. Their market-
focused research includes crowdfunding industry analysis regarding: market size and growth; 
revenues by sector/category; market demographics, trends and composition; assessment of 
functionality and operating practices of Crowdsourcing Platform; funder/investor and 
fundraiser/entrepreneur insight. Their CFP focused research includes analysis of CFP categories and 
individual CFPs. Massolution recently released a report entitled, “2013: The Crowdfunding 
Industry,” which can be found here. Highlights from the report discuss findings about the growth of 
the crowdfunding industry, including: North America and Europe together account for about 95% 
of total crowdfunding market; donation- and reward-based platforms grew 85%, totaling about $1.4 
billion; lending-based platforms grew 11%; totaling about $1.2 billion; social/philanthropic projects 



comprise 30% of the total crowdfunding market; and business or other entrepreneurial projects 
16.95, films and the performing arts 11.9%, and music 7.5% of the market. 

 
Crowdfunding Trade Associations 

 
 There are two main trade associations organized for the purpose of advancing the interest of 
those involved in the crowdfunding industry – the Crowdfunding Intermediary Regulatory 
Association (“CFIRA”), the National Crowdfunding Association (“NLCFA”). 
 

The Crowdfunding Intermediary Regulatory Association (CFIRA) was established following 
the signing of the Jumpstart Our Business Startups (JOBS) Act. CFIRA is an organization formed 
by the crowdfunding industry’s leading platforms and experts.  The group will work with the 
Securities & Exchange Commission (SEC), the Financial Industry Regulatory Authority (FINRA), 
and other affected governmental and quasi-governmental entities to help establish industry 
standards and best practices. 

 
The National Crowdfunding Association  (NLCFA) represents the interests of both the 

investors and the entrepreneurs in every crowdfunding transaction, whether it is an investment, 
equity, reward, or donation crowdfund offering.  The NLCFA was formed prior to the passage of 
the JOBS Act, and its mission is to support, educate, and protect the American crowdfunding 
market.   NLCFA represents the interests of both the investor and the entrepreneur in every 
crowdfunding transaction, whether it is an investment, equity, reward, or donation crowdfund 
offering. It is a New York non-profit corporation, owned by its members, run by its board and staff, 
and is registered as a 501(c)(6) non-profit organization. 
 

The CrowdfundInsider is an online, information-based company in Beachwood, Ohio that 
provides extensive coverage on the crowdfunding industry.  They produce original crowdfunding 
content, and also sift through existing crowdfunding information on the net and feature what they 
determine to be “the best pieces of content to help people come up to speed faster and with a better 
depth of knowledge.” CrowdfundInsider was “envisioned and created by dedicated industry 
professionals and is supported by an independent group of investors.” 
 

Questions Regarding Crowdfunding 
 

The ability for companies to raise capital through online funding portals has raised several 
questions.  Will this affect angel investors or angel groups (a wealthy individual or groups of 
individuals who provide capital for a business startup, usually in exchange for convertible debt or 
ownership equity), and how?  What about intellectual property implications for those sites that 
encourage users to post their creative ideas on their website without guaranteeing any form 
copyright protection? 

 
Will the SEC come up with a “bad actor” provision, or go one step further to create a “do 

not invest” list? What is the best way to give investors and entrepreneurs both a proper education on 
the dos and don’ts of Crowdfunding? 

 
Does an issuer on a crowdsourcing platform have an affirmative duty to take “reasonable 

steps” to verify an investor; if so, what steps? Will the regulations mirror those in Title II, or will 
they be more relaxed?  What sort of legal liabilities attach with these new funding portals? 



 
There are also questions about the legality of taking money from “investors” without 

offering any of the security demanded by conventional investment schemes. Sites such as SellaBand 
hold funds in an escrow account, and if the nominated target is not reached, all funds are returned 
to contributors. In contrast, some sites such as ArtistShare allow projects to keep all the funds 
raised. 


