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Nowadays, many start-up companies struggle to exernal financing, partly due
to the global economic turmoil. However, the maagon is that, after entrepreneurs
have utilized their personal savings, but cannobfe reason or the other secure a
bank loan or attract venture capitalists, an equaty exists, which currently only
hard-to-acquire business angels could fill. Regeathew phenomenon presented
itself, namely crowdfunding, in particular equitypwdfunding. Many experts in the
industry believe that it has the potential to cotapdfectively with its larger coun-
terpart. Therefore, an extensive research was abedin order to find out whether
this fundraising option could more beneficial tarstups.

At first, both forms where compared to one anothebasis of various important
aspects. The most useful angel networks and craowldig platforms were analysed
thoroughly and, additionally, many valuable sugigestare given to early-stage en-
trepreneurs. Most angel financing —related inforamatvas gathered from a broad
collection of existing literature. On the other Hathe crowdfunding market does
not provide an abundance of material and therdfoee of the largest patriarchs of
the Finnish crowd-based funding scene were intesetieand asked for their opinion
on the matter.

Even though this question doesn’t have a right anskecause many factors
should be taken into account, an interesting camtuwas drawn based on the col-

lected information and the writer's own point oéwi.
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1. INTRODUCTION

Since the outbreak of the Great Recession in Deee@(07 most money lenders
and investors have taken on a more passive stratemger to protect themselves
from the highly fluctuating global economy. Themefocompanies seeking to ex-
pand their business operations through externahtimng have to come up with

more creative solutions to fund their ideas. Rq@e©8) states that “the main reason
for the failure of small business is lack of furglinThink of your business as the
engine of your car. You will need to fund your mesis just as you need to put gaso-
line in your car to keep it running’. Thus, the mabjective of this thesis is to con-
duct a research omhich form of external financing is most suitable ér start-up

companies The study will be executed for Internet startip Media Oy.

In this research the core focus will be on twoetiht ways to fund a company us-
ing outside financial resources, namely crowdfugdind business angels, also re-
ferred to as equity financing. Other common medrigmancing will also be decom-
posed and compared briefly to the above mentiooedd. Equity financing is de-
fined by the Cambridge Business English Diction@313) as “the finance that a
company gets from selling shares rather than bongwoney”. For the most part,
equity capital is derived from the owners’ persa@mlings. According to a study
conducted on the 500 fastest-growing, private cam@san the United States, 70
percent of the initial financing originated fronetfounders themselves, whereas an-
other 10 percent came from friends and family, amig 8 percent from bank loans
(Longenecker, Petty and Palich, 2011: 364). As raeat earlier, the current eco-
nomic difficulties faced by financial institutiordl over the world, make borrowing,
especially by high-risk tech start-ups, a troubfes@xpedition. Therefore, after en-
trepreneurs have invested most of their personvahgsiinto their high-risk business
in order to create some sort of fundament, thel &@ea certain type of equity capi-
tal in order to make future growth possible, nanplyate equity. The Cambridge
Business English Dictionary (2013) circumscribas gimply as “company shares
that are not available for sale on a stock markeihgenecker et al (2011: 374)

state that entrepreneurs usually divide privatetgdguto two categories: business



angels and venture capital (firms). Both groups belanalysed in a later chapter

and thereby a decision will be constituted on witnk is more suitable.

In order to find the most applicable form of eastgge financing for FC Media Oy,
this research will not only concentrate on the sldad largest source of start-up
funding, namely angel investing, but also examireerhost recent hype in the pri-
vate equity industry, known as crowdfunding or alesourced financing. As men-
tioned in the beginning of this introduction, crdwalding is also known as equity
capital and defined by Oxford Dictionaries (2018)‘@ne practice of funding a pro-
ject or venture by raising many small amounts ohayfrom a large number of
people, typically via the Internet”. Even thougbwdfunding is a very new con-
cept, is still not fully legal in many countriescahas significantly less information
available compared to its counterparts, it is rgpedtablishing itself as a competitor
or even a substitution for the highly competitivesiness angel market. Thus, it is
really interesting to find out whether crowd-sowtémancing does have the poten-
tial to help capital demanding early-stage entnegues in these tough economic
times. As the core objective of this thesis isdgoduct a study on whether (high-
tech) start-up companies, in particular FC Media $dypuld utilize business angels
or make use of the rapidly increasing amount oiower crowdfunding platforms, it
is important to have a clear understanding of wiwy signify, how they differ from
each other and why these two are analysed in fanfdilne many other sources of fi-
nancing. Besides these primary questions, theviolig research questions, among
others, need to be answered as well:

o] What are the advantages and disadvantages fougtarelated to business
angel funding and crowdfunding?

o] What criteria does FC Media Oy have in relatiomtat investors can of-
fer?

0 How do both financing options work in theory?

o] How can both be accessed?

As the main objective is to give FC Media Oy a ®gipn of whether they should
utilize angel investors or crowd funders, it widl belpful to make a list of possible
benefits this research can have for the case coprgrahother early-stage ventures,
in order to convince them of the usefulness andmamce of this study. The fact



that many entrepreneurs nowadays struggle to geoppate external, especially
loan-based financing, to expand their businesstlzatdnany of them do not pos-
sess the skills to acquire funding through othenciels or cannot make a well-
grounded decision, is a huge incentive to digtie Ideeper in the existing forms of
financing. Since angel investor funding is the aetyernal way, without taking a
loan, to finance a company in the actual starttapesof its life-cycle, it is great
news for many business people that crowdfundirgithe way to become a serious
counterpart. Therefore, it is clear that early-ethgsinesses dealing with financing
issues want to have several options to choose &mnwould like to have as much

information as possible and see comparisons regatth types of funding.

Due to the earlier mentioned reasons, this thesisoeus only on private equity.
Later on, in chapter 2.3, the main causes willigergfor why other sources of ex-
ternal financing are excluded. In order to acqauiable information, existing liter-
ature and theories will be utilized. Besides, etgerthe field of start-up financing
will be interviewed and asked for their opinion ceming the matter. Since FC Me-
dia Oy is located in Kouvola, it formed quite a iidrage to find and personally in-
terview business angels closely situated to the bgcause most angels work from
the Helsinki metropolitan area. Due to this limtat it was easier to contact other
financing specialists, but also attempt to getra@rview with the experts in the cap-
ital city. Furthermore, it is clear that, sincewdfunding is such a new concept,
there is not a large amount of Finnish literaturéten on the topic and about its dis-
tinctions to angel funding. In addition, the firsallution will be based on the materi-
al gathered in this thesis, which consists of gndier mentioned data collection
methods, and the writer’'s own perception of thetemaA comparative research
method will be used, where existing informationlwg compared to the insights of
a few financing experts. Therefore, this researithwst give a well-grounded in-
sight and suggestion to start-up entrepreneursndgaith similar issues to the case
company, which means that other sources of fingneiould be taken into account
as well since every early-stage venture is unigukheas different requirements. The
current economic turmoil in the world has also édygnfluenced the end result and
thus this study should be looked at in the righispective. Furthermore, it is not en-

tirely assured that FC Media Oy can raise theirrddsamount of capital at this



point, and for this reason additional feedback réigg possible improvements will

be given, in order for them to successfully raisaricing at a later moment.
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2. BACKGROUND INFORMATION

2.1. Overview of FC Media Oy

At the end of 2009 two highly ambitious entreprasalecided to combine their
biggest passions: football and business. The aismtavareate a global online plat-
form, where the huge amount of different footbaklnenunities worldwide would be
offered a shared communication stage. Due to vamdioer time-consuming pro-
jects and issues related to financing, the complaohyot grow as expected and the
mission was postponed with a few years. Therefaeecompany still remained in
the seed stage. In 2013 the business was reviued; btill struggling with the same
problem: how to get external financing? Also nunasroompetitors have since en-
tered the market and are similarly striving to fyeiding from investors. Since both
entrepreneurs have invested significant amountisedf savings into the venture, but
the product itself is not quite ready to be launmlexternal financing is highly
needed and could provide a beginning for FC Mediaddnake the transition from
the start-up stage to the expansion stage. Thaesiekt logical step in finding out

which form of financing is most suitable, is to koat what this start-up requires.

2.2. What does FC Media Oy need?

In short, FC Media Oy is an early-stage compangt&s Kouvola, which has used
up its entire personal savings, has an unproveoepinbut yet a good idea, and
doesn’t have any established track record sorasrder to attract potential custom-
ers, a well-working platform has to be made avédamnline. Even though the prod-
uct does not have to be perfect at first, it séifuires some improvements before it
can be launched. Besides financing required foers¢¥echnical modifications, the
company also has to acquire funding for numerohsraindertakings, such as mar-
keting, service hosting, software licences, offieet and equipment, travelling and
personnel expenses, among other development expendDdf course the rate of
expenses has an impact on the decision of investotsheir main concern is natu-
rally whether the start-up is going to generatenexe or more precisely how it orig-

inates. At the moment, FC Media Oy has two way#h wihich it hopes to create in-
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come, namely through advertising and licenseesorleg to the Chief Executive
Officer of the company, early-stage investors deekigh-risk technology start-ups
that reach their first profitable quarter alreadthim the second year of operation.
Based on the estimations made by the company ifotheof a cash-flow
projection, the first profitable quarter will beaahed at the second half of year two.
To make these estimations reality, it is importarknow what amount of financing
the company is looking for. In the first year, thgected range of expenditure will
be between €150,000 and €200,000. The next yeacast of operation will be
around €750,000 to €800,000. Thus, to provide piaterustomers a well-
established global online platform and subsequeygherating income, an external
amount of approximately €900,000 up to €1,000,@0QHe first two years is
desired.

With regards to the management team, FC Media @g dot seek any additional
experienced board member or eventual other mamddieis early stage since the
available expertise will be sufficient enough towrthe company at least to the next
stage in its life cycle. Therefore, only externapital is needed in order to develop
into a larger technology firm. In the future it itgoe possible that the company will
need more professional experts to assist in thisideemaking process. This may

be the case even after a few years of operation.

2.3. Why are other sources of external capital excluded?

In the initial stages of starting a business, campawvners face the question wheth-
er they should finance with debt or equity or some of the two (Moore, Petty and
Palich, 2008: 300). Even though the largest probleseem to be easing in the global
finance industry, commercial banks preferably pdewiebt capital to companies
with proven track records and a large amount dateral in the form of hard assets
(Longenecker et al, 2011: 367). For this reasas,needless to say that FC Media
Oy will not be able to raise any form of debt capih this stage, at least not the de-
sired amount. Therefore, as mentioned in the inictdn, this research will rather
concentrate on equity capital, in particular prevaguity. As earlier clarified, equity

financing is capital received by investors in exa@for an ownership percentage,
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but is not regarded as a loan. Investors can teakeast in companies that are either
private or public. Private equity financiers, oe thther hand, usually invest their
money into businesses that are in the start-ugstad do not have their shares
available for the average public. The followingammaph discusses the two private
equity categories, namely venture capitalists angbbinvestors.

Even though both invest in early-stage companiesptain difference between
them is the fact that angel investors are privadéviduals and venture capitalists
form limited partnerships, also called venture tagirms, to pool their funds for
larger investment purposes. Business angel invedgsnoan simply also be referred
to as informal venture capital, whereas the otimera@an be seen as formal venture
capital. (Longenecker et al, 2009: 327-329) Anotlistinction can be made based
on the time both tend to involve themselves inrfziag their target companies. The
British Venture Capital Association divides thefelient stages, at which private
companies require funding, into five phases. Thged are the seed stage, the start-
up stage, the expansion stage, replacement cagththe buyout stage. In the case
of FC Media Oy, the first two stages are at issutb@moment. Since the average
venture capital firm typically does not invest amtsuless than a couple of million
Euros and seeks for companies with strong profitjli rather concentrate on the
stages following the start-up. (McKaskill, 2009:18) Therefore, venture capital
funds will not be part of the research regarding thesis. Business angels, on the
other hand, are willing to fill the financial voitlat is likely to arise, when the entre-
preneurs have exhausted their personal savingsahtitconvince venture capital

firms to provide them with a financial injectiodM¢Kaskill, 2009: 9)

Many entrepreneurs also prefer to use a bootstigm@pproach, which is defined by
the Cambridge Business English dictionary as ‘ttoegss of starting and develop-
ing a business by using a lot of effort and no stneent by outside owners’. In other
words, by using this source, neither equity nortd@elpital is used. The main moti-
vations for bootstrapping start-ups are the difficto attract external investors and
the willingness to keep full ownership over thaisimess. Cornwall, Vang and
Hartman (2009: 179) list four central rules thabtstrappers should keep in mind.
They encourage entrepreneurs to come up with vwaseduce outgoing cash flows
and thus save money for more necessary investntexpenses that are not directly
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affiliated with the manufacturing of the producteohead costs, such as bookkeep-
ing, human resources, information systems, amamgrst should be tightly man-
aged and reduced where possible. Also employeensgpeshould be kept under
control, because these are typically known as iieelst single recurring costs. Fur-
thermore, operating costs should logically be mingd and marketing related ex-
penditure is suggested to be monitored carefudlyekample by utilizing worth-of-
mouth effectively. Even though bootstrapping idever approach to generate some
extra cash for an early stage company, it is ugwaly done at the very beginning
and doesn’t have the potential to really help th&itess to rapidly expand in the
start-up stage. Stella Fayman, founder of high-gtah-up Matchist and user of the
bootstrapping rapprochement, ratifies this by stathat they can no longer boot-
strap due to lack of capital and extremely highavpmity costs (Fayman, 2013).
She adds that ‘bootstrapping will only get youasds you can shoulder high op-
portunity costs’ and that their company could hgre@vn explosively, had they de-
voted enough resources to it. Besides, bootstrgppiknown as an internal financ-

ing approach and therefore will not be used asgdartis research.
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3. COMPARING ANGEL INVESTING TO CROWDFUNDING

In this chapter the two main topics of this reskavdl be analysed individually as
well as compared to each other. Both conceptsbeikkxplained thoroughly, so that
start-up companies, in particular FC Media Oy cenagclear picture of what differ-
ent types of business angels and crowdfundinggstas can be utilized and how
these investors tend to invest. Besides, this siillyake a look at what advantages
and disadvantages both forms have for the stagndpvhat the entrepreneur should
take into account when dealing with these finarsciS8ubsequently, a few case ex-
amples are presented to give business owners tgatadea of both sources and in-

structions of how they can be accessed.

3.1. Business Angels

The introduction gave already an indication of wihasiness angels stand for. Ac-
cording to Bill Payne, an experienced angel inwyestogels invest time and capital
in start-ups, but making money is not their primiaugentive. Even though making a
profit is important, angels want to keep themselwesy during their retirement
years, work with promising entrepreneurs and goreething back to their commu-
nity. Most business angels are self-made milli@sawith significant expertise in
business related ventures. (Longenecker et al,: Z¥9 As defined in the United
States’ Securities Act of 1933 an accredited amye&lstor is ‘a natural person
whose individual net worth or joint net worth witiat person’s spouse exceeds
$1,000,000 at the time the investment is purchased;natural person who had an
individual income in excess of $200,000 in eactheftwo most recent years, or
joint income with that person’s spouse in excess3®0,000 in each of those years’
(Preston, 2007: 5-6)

Even though it is very perilous to generalize besgangels since the variation of
informal investors is large, there can still bevdnaseveral comparisons. Based on
data analysed by Sherman (2012), the average savgstor is 47 years old, holds a
postgraduate degree (oftentimes technical) anghteagous start-up management

experience. Typically, investments ranging from .$980 to $100.000 are made at a
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time, with a time span of two years. The averaggehbprefers to fund technology-
related early-stage ventures, with a particularggt in manufacturing businesses.
In order to give something back to their local commity, they normally invest not
further than 500 kilometres from their home, butstmften within 80 kilometres.
Moreover, a typical angel seeks minimum returnghngastments of 20 percent, with

an expected liquidation time horizon of five to teyars. (Sherman, 2012: 76-77)

3.1.1. Different types of angels

Even though angel investors can be classifiednmay different segments on basis
of their criteria, expertise and motivation, thestnevident, however, is to divide
them into four basic types. The majority of thehactingels are value-oriented, deep
pocket investors with a high focus on potentialmeton investment. This group
looks for yields as high as 50 percent. On therdthed, they provide the start-up
with the necessary know-how and naturally a sulisiizaanount of funding. Due to
the fact that they usually invest in other earbgst companies at the same time, they
don’t tend to take part in running the business dmyway want to involve them-
selves in the decision making process. In ordebtain their desired profit, these
investors normally don’t hesitate to sell the compdSihler, Crawford and Davis,
2004: 217-218) A financially less powerful groupit n possession of a comparable
amount of expertise, are partner investors. Thpic&ly invest simultaneously in
only one start-up company and therefore devotthait attention into that one par-
ticular business. Partner investors demand sigmficontrol over day-to-day opera-
tions. The third type of business angels are knasvharter investors. Instead of
providing a company with money, they offer goodd aervices, provide assistance
in management related matters and, in general,ttebd involved actively, in ex-
change for a share percentage. Ultimately, thegyadsocially responsible inves-
tors, specializing in businesses aiming at progdialutions for social needs in
combination with high social and moral values, ttalse taken into account. Alt-
hough they usually don’t possess sufficient busiregperience and are likely to be
involved in many other ventures, they want to bplicated as much as possible and
look for tolerable rates of return, 10 to 15 petc€nrthermore, these investors usu-
ally have outstanding social networks. (Sihler,\@omd and Davis, 2004: 217-218)
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Janakiram and Rizwana (2011) rather divide angalstors into five types. Corpo-
rate angels are described as senior managersgyefdarporations who are either
fired from their position in combination with a ryseverance pay or have taken an
early retirement. With an angel investment, they stay active in the managerial
circuit. The majority, however, are entrepreneuaiajels, who typically own and
operate highly successful business ventures. Tdrey/tb invest in a maximum of 4-
5 companies, which are all in industries they hexggerience in. Other than corpo-
rate angels, these angels do not seek managentaatrebligations, but prefer a
seat on the board of directors. The third grou@kiaam and Rizwana point out are
enthusiast angels. As the name implies, they ikstd be involved in deals and see
investing more as a pleasurable occupation. Theséthy, high age individuals
normally invest small amounts and rather stay enbidckground, not taking man-
agement or board positions. An opposite type oéster is known as the microman-
agement angel. They want to bring successful egpeeis and strategies to the start-
up, which they obtained during the build-up of themmpanies. In comparison with
the entrepreneurial angel, they do not look foramagement related position, but
instead choose to have a seat on the board otaliset.astly, professional angels
invest in early-stage ventures that are closebtedlto their area of expertise. They
usually invest simultaneously in more than one camypresulting in having no in-
terest in active management or board duties. (Ja@maland Rizwana, 2011: 197-
198.) According to Sherman (2012: 77-78) enthusiagels invest the smallest
amounts, namely $10,000 to $100,000, whereas eatreprial angel investors tend
to have the highest minimum investment amountstol@ewillingness to take larger
risks. Their investments range from $200,000 t6 &ahillion. As means of compar-
ison, professionals invest $25,000 to $200,000ramanagers $100,000 up to one

million, and corporate angels a maximum of $200,000

According to Cumming (2012) the amount of angel®ating in group context is
increasing. The Angel Capital Education Foundatoamd out that only circa two
percent of annual angel investments are done mpgrdut due to its clear benefits
this amount tends to grow. They can to some extermompared to venture capital
funds, but there are of course obvious differendeanentioned earlier, angel inves-
tors prefer to invest in companies in the seedant-sip stage, whereas its counter-
part more likely steps in during later stages. &daaf all, angel groups invest
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smaller sums of money, usually up to ten times. lelsseover, while venture capi-
talists manage a fund through which they invest thgestors’ resources, members
of angel groups invest their own capital. Lasthere are differences in the manner
both groups charge fees. Angel investment groymsdily charge annual fees,
whilst venture funds tend to take both annual teesa percentage of the profits.
(Cumming, 2012: 399.) Sherman (2012) lists fivegiae angel networks. Firstly,
there is the non-profit angel network, generallynaged by non-profit organiza-
tions. They tend to build communities, where ingestire being educated and learn
about opportunities. Start-up entrepreneurs caityeaiiress these entities when in
need of funding. Nowadays, many angels also ptefpool their capital in so-
called pledge funds. These groups are known tdrlm#\s professional and seeking
to make a profit from several simultaneous invesiisiby pledging a decided sum
of capital on forehand. The third angel networksuselub approach, where inves-
tors, as with pledge funds, combine a certain amotumoney and through a voting
system, invest these assembled resources intoresniil members must be equal-
ly active in analysing potential business oppotiagj since votes influence their
welfare. Smaller venture funds are created by Cagla, typically in the form of a
limited partnership. The investors are all familidth a specific industry or business
communion and therefore invest their pooled fumtis areas which within they
have expertise. Besides providing the necessattatabey also want to help their
case companies by sharing know-how and taking resspitities in management.
This type of angel network is most similar to thedttional venture capital model.
Ultimately, investors within active angel netwokk® ready to work even full-time
for the start-up they commit their financial resmes to, in order to have a large
hand in growing the company into a successful pnta. (Sherman, 2012: 79-80)

In order to clarify the above listed types of angekstors, tables 1 and 2 will sum-
marize them and will assist in the later stagehefresearch. The first table points
out business angels classifies according to Si@leawford and Davis (2004),

whereas the second one gives a clear picture ofJamakiram and Rizwana (2011)

have organized their division.
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Table 1: Business angel classification (according to Sihler, Crawford and Davis, 2004)

Value-oriented, Partner inves- Barter inves- Socially respon-

Deep-pocket tors tors sible investors
investors
Main Charac-
teristic The majority of  Active partici-  Offer goods High social and
angels pant and services  moral values
Main Pro A lot of know- _ Many high-
~ Focus fully on  Don't invest , ,
how and experi- _ profile social
target company  capital
ence contacts
Main Con _ Want a part
Desire huge Demand a lot _ Not regarded
in the busi- ;
ROI's (up to 50%)  of control very professional
ness

Table 2: Business angel classification (according to Janakiram and Rizwana, 2011)

Corpo- Entrepre-  Enthusiast  Microman- Profes-

rate An-  neurial An- Angels agement An- sional

gels gels gel Angels

Main Former _ ;
Highly suc- Invest in

Character-  senior  The majority Unprofes- _
cessful entre- own in-

istic execu- of angels sional
_ preneurs dustry
tives
Main Pro Huge High _ A lot of
_ Huge expertise
experi- knowledge  Only pro- know-
) _ and strategy- _
ence and and success vide capital _ _ how in
_ _ _ orientation o
expertise in business their field
Main Con  Wanta _
Desire a Invest ra- Not ac-
manage- Want aseator
place on the ther small tively
ment the board .
board sums involved

position
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3.1.2. Investor’s strategy and criteria

Commonly angels tend to make investments thatadher small by size. They seek
start-up companies that are not located far frorarevtthey reside and have less than
20 employees under contract. Some business arpg®bze in only financing
companies that are active in industries they haedxperience in, but many also
aim to spread their risky investments over a varmétsectors. (Longenecker et al,
2009: 327) Besides a good business idea, angelsakls numerous other important
aspects into consideration, such as a skilful memagt team and a clear ownership
structure (Preston, 2007: 21). According to Benjaamd Margulis (2000: 87) an-
gels look for a management team that has persesgsraompetence, decency and,
not to mention, a burning desire to be succesBeaides, they seek companies that
use or develop innovative technologies and havetylaf intellectual property
(Preston, 2007: 21). Benjamin and Margulis (20@8)Jalso mention that angels are
looking for something different, which isn’t boringherefore, a business idea that
is not understood by the investors, because drisxample too technical, can be a
reason for rejection. A study inducted by the An@apital Education Foundation in
2006, shows that around one-third of the activeengrefer to invest in start-ups
dealing with medical devices and equipment. Aldtwsare (27%), biotechnology
(23%) and business products and services (22%) sebmpopular industries. FC
Media Oy could be positioned into the IT serviceategory, which has together
with the healthcare service —industry a prefereate of circa 18%. (Preston, 2007:
12) Angel investors that invest on their own osmall groups, normally invest a
maximum amount of €100,000 into an early-stage @mpwhereas the larger an-
gel groupings make minimum investments of €250 (@Xrter and Jones-Evans,
2006: 365). Typically, they require an understoritl &rategy to have a lucid un-
derstanding about the return on investment theyeggect and the time of exit; usu-
ally within 3-5 years (Cobb and Johnson, 2012: 172)

According to Roach (2008: 51) business angels thesefuture investments on
three stages. Firstly, they compare their persoritaria to the nature of the start-up
in question. In this stage, also known as deaksing, the angel analyses the quali-
ties of the entrepreneur and determines his otrbstworthiness. Also, the stage of

the business, the product area, main technologeshee location of the company,
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are put under a magnifying glass. Most deals, hewere concluded based on the
degree of trust an angel has in the entreprenself.iDuring stage two, due dili-
gence, the angel investor dissects the case congpliitig further. Hereby, man-
agement track record, quality of information retbte markets and products, growth
perspectives, exit strategy and other assumpti@ueron ground of the business
plan are the main criteria looked at. In the tlaindl last stage the investor is ready to
negotiate. Besides crucial information, such agtiee and structure of the deal, the
angel typically wants to get an insight in how degent the company is on other in-
vestors, how the board of directors is structuredi\@hat rights he or she has.
Cumming (2012: 402) adds that angels investingaugs can use different steps
and that individual angels even tend to skip sofrteem. According to him, the ini-
tial decisions and steps are done by the groupete@dter accepting a certain busi-
ness plan and entrepreneur, the other investorstagrnscreening and give their
opinions. At this point, little interest is given the actual business plan. Instead, the
angels concentrate on the entrepreneur’s soci skid what need their product
satisfies, that is to say whether it has a competédvantage. Thereby, the investors
analyse the time and funding needed to get theugtazh the market. Subsequently
will be decided if the project in question shoukdtbken to the due diligence stage.
Most groups outsource the background investigateeded for this stage, to a cer-
tain subset within in the group, because of thgenay for specialized know-how.
Ultimately, the group makes an investment decisidrich can even lead to some
angels investing individually. (Cumming: 2012: 4924.) Because of the lack of li-
quidity in comparison to investments in publiclgded companies, angel investors
often have a clear strategy of how they will ekéit taken position before they will
commit themselves financially. According to Sha@erfiming, 2012: 409) there are
two types of exit from angel investments. The fissknown as the initial public of-
fering, or IPO, which is the main target sincesually, provides the largest return
on investment. The second option is to exit byirsgllhe company to another party,
and this is a much more frequent happening thaP@nBesides these two positive
exits, there is always the possibility of the besmto fail, which is generally seen as
an exit as well. Based on studies conducted oavbkeage holding period an angel
holds on to his or her investment before exitingngnresearchers perceived terms
of approximately five years. For example Wiltba@ku(nming, 2012: 410) found

out that ventures with successful exits usuallyl@sger (5.8 years) than failed ones



21

(3.5 years). Of course, holding periods also vayahding on the stage the invest-

ment is done.

3.1.3. Advantages and disadvantages for start-ups

Advantages

Obviously, the main reason, why high-risk earlygstaompanies seek to get angel
financing, is that it can provide the necessaryling in the seed- or start-up stage
after the entrepreneurs have utilized all theispeal savings and the business has
not built up any proven track record so far to gnéee a bank loan or contact ven-
ture capitalists. Because most start-ups usuaijyire amounts less than €500,000,
the business angel option seems like the perféatiao to fill this gap. A large ad-
vantage hereby is that angels are willing to tak@mous risks and that they tend to
finance starting businesses even when the ris&iliré is at its highest. They make
their investments in those businesses or industriegich for example venture cap-
ital institutions are unwilling to invest (Hegaiynd Frederick, 2006: 72). In addi-
tion, angels bring a certain amount of know-how huasiness related experience to
the start-up and, in many cases, also the necessatgcts can be provided by the
investor. (Cobb and Johnson, 2012: 173) They cdrelpgul by giving referrals to
customers, suppliers and potential employees (€aaind Bellamy, 2008: 399).
Angels are also known as informal investors congb&esenture capital firms and
other financial institutions; therefore they tenchegotiate more flexible business
agreements, which can be a huge benefit when fimple the estimated income is
generated later than expected. Other than, for pheaim the case of bank loans, an-
gel investors do not require any additional monfels or any other payment rates
that could make the deal more complicated. In &udib their own invested capital,
they also more often offer loan guarantees (HegartyFrederick, 2006: 72). An-
gels tend to have shorter investment processesy lmngeted return on investment
rates and longer investment horizons (Hegarty aadd¥fick, 2006: 72). As a great
advantage can also be considered that many busingsts want to be involved in
local businesses and give something back to tleermaunity, which could not only

result in a financial boost given by the investart as well mean that other im-
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portant aspect are taken care of, such as longfeationships and the social repu-
tation of the firm. (Cobb and Johnson, 2012: 1R®wadays, angel investors are
located practically everywhere, not just in traahtl financial centres, and even
though many of them invest in industry-specific tueas, nearly all global markets
are being represented (Cobb and Johnson, 2012: Addhermore, when a business
angel has invested in a risky start-up ventunesutally attracts the attention of ven-
ture capital firms due to the increased amounbofidence and therefore an angel
capital injection can really encourage a leveragifigct (Hegarty and Frederick,
2006: 72).

A variety of advantages are also linked to situatiohere start-ups are dealing with
angel investor groups. Generally, groups consisliftdrent types of angels with
expertise in many distinct industries, and thug ttalective knowledge and skill

set can have a great impact on a starting compgamyps can divide tasks accord-
ing to the amount of know-how their different memsbpossess. For this reason, an-
gel groups also tend to be more flexible in theseghat they are able to substitute
each other. (Cumming, 2012: 400)

Disadvantages

Besides the many benefits working with an angedster can bring to the start-up
company, the disadvantages also have to be coadidad weighed up against the
advantages. In order to get trust from an anget, af pitching has to be done,
which can lead to the necessary expenses. Accotdiaggel investor and founder
of the New York Angels David Rose (Zwilling, 2018hme angel groups may ask
for certain fees when pitching events are organigeate it, besides covering ex-
penses, is used a so-called filter to reduce rldksadds that these costs, however,
are very small compared to pitch preparation, pred®n and related travelling ex-
penditure. Even though angels are known for inagstito high-risk ventures, they
are very aware of the possible consequences arefdhe in addition to, mostly, a
widely spread investment portfolio, they very rgnelake a second investment in
the same business. They expect the company to tea@xpansion stage with the
help of only one financing round. As a comparis@nture capital firms spend ap-
proximately two-thirds of their pooled funds oncaalled follow-on investments
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(Terjesen and Frederick, 2007: 34). Thus, the tovesduces the risk of losing
even more capital. In exchange for operating ch@itaangel demands a certain
ownership percentage in the company, which canteadrious control related is-
sues. In the eyes of an entrepreneur, the angddearvolved too much in the day-
to-day operations, but on the other hand also adyllittle value to the business due
to a lack of industry knowledge. Thereby, when agehis only interested in the
monetary returns and doesn’t take much concermamgting the good of the com-
pany, it can result in for instance a fast exitwiit taking the possible social conse-
guences into consideration. (Hegarty and FredefigR6: 72-73)

Above all, however, angels invest in start-upstifier potential of monetary gain.
Together with giving up a specific part of the canp, the angel investor is often
entitled to a certain profit percentage. This isally accompanied by stated expec-
tations on the side of the investor, whereby theepneneur has to deal with variable
pressure. The investor may desire, for instanggrilae feedback in the form of fi-

nancial and operating reports. (Gartner and Bel|&2698: 399)

Summary

Many benefits can be found for start-ups dealintpangel investors. In spite of a
handful of disadvantages, it seems fair to concthdethe advantages, to a consid-
erable extent, outweigh the less fortunate sideblfGind Johnson, 2012: 175). To
make it easier for later conclusions on this matt&grams 1 and 2 will sum up all

the above mentioned pros and cons of angel inyg&iinstart-up companies.
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Figure 1: Advantages of business angels

Fill Equity
Gap

No
additional
fees

Flexible
Agreements

Advantages

Attracts —_— —~—— Brlng
: Expertise
attention of

, and
HES Contacts

Located Socially
Everywhere responsible

Figure 2: Disadvantages of business angels

No follow-on
investments

Demand
Disadvantages ownership
and control

Pitching Is

Not For Free

Share in
profit




25

3.1.4. What should start-up entrepreneurs consider?

Besides the fact that angel investors have spemitieria they look for when invest-
ing in early-stage ventures, they also have cbieas of features they want to avoid.
A start-up should always, in the eyes of the fin@anshow enough potential regard-
ing returns on investment, and the projected mkrn ratio should be sufficient
enough (Benjamin and Margulis, 2005: 126). Therfentrepreneurs should make
cash-flow and profit estimations carefully and igadally. Fullen (2006: 41) wants
starting businesspeople to remember that angetiarseare experienced profes-
sionals who will recognize unrealistic projectiamdaexpectations in the business
plan. Although there are plenty of ways to valistaat-up company, it is recom-
mended for the entrepreneur to have a sense oftiatbusiness might be worth.
According to Fullen (2006: 128) investors will ty value your company lower than
its actual worth in order to save money or purcleksgger share in relation to a

smaller price.

As earlier mentioned in chapter 3.1.2 regardingeaimyestor’s criteria, they usually
base their investment decisions on the relationstap have with the entrepreneur.
Thus, it is important to understand that angeleshvn people rather than in the
business plan. Having mutual respect and honeally makes a difference for the
angel. (Sihler, Crawford and Davis, 2004: 219.)r&&h@009: 132) ratifies this by
guoting a business angel saying that ‘It's aboup&@ent just gut feeling and 30
percent financial analysis’. As a matter of faetséd on two studies done by Shane
(2009) 25-35 percent of the investigated accreditagels would make a start-up in-
vestment without looking at the business plan. ifiaén reasons for this are that an-
gels consider the information in the business pdne too inaccurate to be useful

and that the financial projections are always tositve. (Shane, 2009: 133)

Not only investors should have criteria, also gureaeurs need to consider carefully
with whom they are going to partner up. It seenfigcdit to even attract an angel
and thus most start-up entrepreneurs, logicalhd te seize on every single oppor-
tunity, but it is necessary to be aware of theassan inadequate business relation-
ship can bring. As trust is a vital matter in aoyt ®f relation, the entrepreneur

should aim to work with an angel that has alreadyked with members of the
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group he or she is part of. In most cases, howéwsrisn’t that obvious, whereby
other individuals, who have dealt with the investoguestion, could be interviewed
on their experiences regarding the angel’s tempenaind business manners. En-
trepreneurs should also seek for recommendatiogstta better idea of the person
behind the investor. (Wusche, 2012: 110) In addjt©obb and Johnson (2012:
175) note that individual angel investors usuatiy’'tthave national recognition,
meaning that, in contrast to venture capital firthsye is no national register for
them. Besides, personality traits and trust relatetterns, an investor should be
competent enough to really lift the start-up taghbkr stage. According to Wusche
(2012: 105) an angel has to have a strategic vigtveoventure and direct it towards
the set objectives. Preston (2007: 7) agrees biyngtdnat one of the main essences
of an angel is to act as a mentor to the entrepreii@us, early-stage ventures are
recommended to collaborate with angels possesgpgytse in areas the start-up
tends to grow. Since angels most often investdastries they have had long-time
success in, their know-how usually comes in contimnawith other excellent busi-

ness relationships.

3.1.5. Ventures financed through angel investors

For start-up entrepreneurs to get an idea of hayelanvestors can influence early-
stage ventures, it is good to list several realdifise examples. For instance, the
book ‘Raising Venture Capital Finance in Europeaigractical guide including up
to 18 case studies of companies funded by angetsder to help FC Media Oy in
determining whether business angels are the maabtioption to provide them
with additional funding, the following examples lall share at least one similar

feature the company can relate to and learn from.

The first case describes a London-based softwatesenvices company in the mo-
bile market, called iBase. Prior to establishmarit999, the founders have had 30
years of IT experience within the mining sectortil2005, a total amount of
£75,000 had been invested into the company thrauggmbination of the founder’s
personal resources, direct directors’ loans anddsgponing salary payments. Be-
sides this, they borrowed an additional £50,000ubh the DTI Loan Guarantee
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System. In 2005, a new chairman/finance directanecaMartin Conder, with broad
experience in both corporate finance and ventypgalawas appointed aiming at
growing the business with the help of externalriciars. He personally invested
£75,000 and raised another bank loan of £75,000e wite other loan had been to-
tally repaid. A large benefit of iBase was thdtad a fully developed product, but in
order to get it to the market and build a relat@dsinfrastructure, another £250,000
was needed. It was obvious to the new chairmarhibdiusiness had potential and
opportunities, but he also foresaw that it wasdliff to give a detailed analysis of
the size of the new market. Subsequently, ventapéalists were contacted, but, as
with many start-up stage ventures, they foundatearly to step in. Hereafter, he
approached several angel networks and gave bugtespresentations at various
events, including the UK Technology Innovation &mwth Forum. In addition to
useful contacts gathered and interviewed at theseanking occasions, former
business partners and colleagues were also cotitaftith this, Martin proves that
earlier acquired contacts can be very useful ifuhee. After the company had
grown a little further with the existing equity addbt capital, several external in-
vestors expressed their interest. The first oneamMasmer colleague he had worked
with, but at present employed in the venture capiaket, investing a total sum of
£125,000. Martin describes this person as a paasigel, who will not be active in
the company’s day-to-day operations. The seconestav, known as an active angel
and an old contact of the chairman, injected £75jAtb iBase. After the event,
Martin appointed this successful software entregueas a member of the board of
directors. Furthermore, another £25,000 was inddsyea project manager at iBase.
The angels’ financial due diligence process wagery comprehensive since they
draw confidence from the fact that the chairmangaiinhad invested a significant

amount into the company. (Arundale, 2007: 124-126)

Martin wants entrepreneurs to learn a few vitaddes from his experiences. He ad-
vises to see everyone who has shown interest ingmupany as future investors
and especially with venture capitalists contacusthde kept up. Furthermore, he
states that intermediaries could be helpful inifigdand getting equity capital, when
the entrepreneur doesn’t have enough useful cawatin the investment scene or
is not acquainted with the process itself. At lastwarns entrepreneurs not to un-

derestimate the time and effort involved in coningcangel investors, even though
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they have spoken out their interest. Legal helpég®@mmended to make the process
elapse smoother. He concludes by saying, as méaosnparison that the above
mentioned angels had to be convinced for circa floomths in order for them to fi-
nally open their cheque books. (Arundale, 2007-12%) Nowadays, according to
their own website, iBase systems are utilized byyrlacal authorities all over Eng-
land (iBase, 2013). During the years, they havéeaell a well-established custom-

er base and a proven track record in the formaif golution portfolio.

According to recent figures presented by the FimBigsiness Angels Network
FIBAN and government-owned financial institutiomfvera, angel investors are al-
ready playing a larger role in the Finnish markeint any venture capital fund (Lap-
palainen, 2013). For this reason, and the factRBaiMedia Oy is located here, it
will be interesting to present a case of a sucakasigel investment undertaking in
Finland. In 2009 software developer Flowdock reedi$650,000 from California-
based Silicon Valley's most reputable investorshsas TechCrunch founder Mi-
chael Arrington, former CEO of MySQL Marten Mickasd business manager Gil
Penchina. Flowdock’s CEO Otto Hilska states thatdes the invested sum of mon-
ey, the involvement of these influential financiersn outstanding addition. He
continues by noting that their company alreadyénasstomer base and receives
monthly payments from them. Even though their neline communication tool

has a significant amount of competition, he belsetat the investors will help them

in securing a foothold in the congested marketpfladainen, 2013)

Other than the above mentioned successful examphlasy early-stages ventures
fail to raise the necessary financing, but alsaldsthed companies are not always
able to collect external capital. A study condudigdhe US National Small Busi-
ness Association found out that 43 percent of tireeyyed small businesses weren't
able to raise any kind of additional funding, fostance from investors or simply
through bank loans. IPhone application OneSecad as an example, since it only
managed to get eight percent of their set fundrgigrget. In the opinion of the en-
trepreneur the main reasons for failure were theproduct was not clearly de-
scribed, the target user wasn’t perfectly iderdif@d the inability to emotionally
connect with customers and investors. To avoidetheistakes, he advises other
pitching entrepreneurs to describe their produsinmple words, explain the prob-
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lem it solves and eventually tell why it is need@dother interesting unsuccessful
case example is UK-based, Internet-start-up Kulidespite winning a Seedcamp
event in 2007, it was unsuccessful in collectinfficient financing to further devel-
op their product. After some research, the mairseawvere thought to be an unwill-
ingness to change the brand name and the managehaektof experience in the
finance sector. Ultimately, website College Matckarawill be used as an example
and founder Elizabeth Kraus will share some valkallvice. She invested the
enormous amount of $300,000 of her personal ressuccstart up in a highly com-
petitive market. Kraus notes that her deficierdtsgy was not enough when trying
to set foot in a large industry. She advises stgrintrepreneurs to make detailed
analyses of the competition before entering in otd&etermine the start-ups poten-
tial in the market. Furthermore, she recommendsdalejecting investors very se-
riously, as they may indicate that the idea in tjaeshas no chance of surviving.
(‘Why These Attractive Businesses Failed To Raiapital from Angels’, 2013)

3.1.6. Business Angel funding in Finland

As mentioned in the previous chapter, angel invedtave taken over the Finnish
financing scene. The survey was answered by 9%éssiangels, which counts for
approximately 23 percent of all members of Finr@elgel networks. Thus, there are
circa 450 network-registered angel investors incthntry. There are at or near one

thousand individual business angels active on takket. (Lappalainen, 2013.)

Based on the research, the surveyed investedlatatere than €14 million in

2012, of which 70 percent was done in angel groBpsed on the assumption that
the non-responsive angels invested the same amsuhe ones who answered; the
combined sum all registered angels invested wasli®n, whereas the total
amount of the individual angels was around €50iomillFurthermore, the survey
pointed out that each financier made two and aihadstments last year with an av-
erage €60,000 per company. Nearly a quarter oetleestments were made in the
seed stage of the business, 38 percent were ddhe gtart-up stage and 39 percent
were focused at the expansion stage. About halfeinvestment targets ended up

giving the angels a profitable exit, whereas 4@@etr winded up declining in value
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or even filed for bankruptcy. Most funding, namelyery second, was invested into
the IT industry, but also healthcare, healthcaleed technologies and the mobile

market were popular destinations for Finnish andélppalainen, 2013)

3.1.7. Where to find business angels?

Nowadays, as earlier stated, business angels cimube everywhere within all
possible industries. McCahon (2009: 137) givesaatelpful advices that might
come handy when looking for an angel. She recommenttepreneurs to look for
local investors, since they prefer to work closa@ne. Freyvogel (2008: 47) con-
firms this by saying that an angel should be ‘Bkeervous parent who likes to un-
expectedly drop in on her child’s day-care cent#reover, networks should be
utilized. Other business owners, preferably ing@me industry, should be asked for
recommendations and possible personal contactsangbls. Ultimately, many in-
dividual business angels partner up with othereegjues, whether through informal
coalitions or, easier traceable, formal partnesshigmerican entrepreneur and busi-
ness angel Mark Suster (‘Angel Funding Advice’, 206hares rather similar steps
when it comes to finding business angels. Firglipfentrepreneurs should research
local deals including angel financing and find atio funded these transactions. He
continues by saying that it is recommended to aggrananagers of (recently) angel
funded companies to ask them for advice and léwsain $tory. Besides, he advises
start-up entrepreneurs to use social media netwsedsch engines and blogs to
their advantage, to research possible businessoredhips, work history and other

references investors might have.

Angel Networks

Currently, there are four main business angel nedsvim Finland and, as noticed
above, approximately 450 angels are registerdueattinstitutions. The largest is
Finnvera’s SijoittajaExtra-network with more thab0O2active investors (Finnvera,
2013). However, no new members are taken in dtigetéact that this fully gov-
ernment-owned institution gives the baton to thegpe sector. In other words, the

Finnish government helped the company to estaliBsingel investment depart-
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ment and gives private institution now the possipib take the lead in the industry.
This also results in paid memberships, whereag#teution didn’t charge any sim-
ilar fees before. For this reason, Finnvera annedcpartnership agreement with
another large, but private network of angel invesstBiban (‘Finnveran paaomasi-
joitustoiminta ja Fiban ry tiivistavat yhteistyotéda2013). From now on all angel
fundraising applications are done through Fibarébsite. On their website Finn-
vera states that normally start-up businessesfse@maximum of €200,000 and
that their core interest is to invest in Finnishyeatage ventures. Furthermore, they
recommend entrepreneurs to fill the applicatio&mglish, because pitching events

are most often accompanied by foreign investoian{fera, 2013)

Now that it's cleared up that Finnvera and Fibaltaborate and that the latter one is
the network under which the angels continue, it belinteresting to take a closer
look at this non-profit organization. Logically, @to the partnership it is now the
largest angel network of the Nordic Countries aneheone of the largest in Europe
(Kosunen, 2013). In 2012 Fiban was chosen as tsteEhgopean business angel
network. The total combined amount of accreditegebmembers in their network
is more than 300. In Finland it has, currentlyheigcal networks, but is actively
seeking for expansion of this amount by organizipecial events pointed at gather-
ing local investors. The head office is locatediglsinki, which operates as the
main network for Southern Finland. Central Finlamdepresented by the office in
Jyvaskyld, whereas the entrepreneurs and angetdesitin Western Finland contact
the Turku-network. Moreover, the Eastern Finnidicefis situated in Lappeenran-
ta, the Northern part of Finland comes togethéutu or Rovaniemi and the net-
work in Tampere serves the Tampere region. In exdib the Finnish offices, they
operate in Estonia (Tallinn), Russia (St. Petergpand the United States (Seattle
and Silicon Valley). Fiban offers entrepreneursegfof-charge service, where it at-
tempts to connect and match high-potential eadgeicompanies with the many
angel investors. Business proposals are analysktharmost suitable angels are
linked with the entrepreneurs behind them. Evemgany is visible for three

months, in which it is meant to obtain feedbackrfriicnanciers. (Fiban, 2013)

Tampere- and Helsinki-based Ledi, also known asrfemoBisnesenkelit, is the
third and oldest angel network in Finland and, agnotier related financing ser-
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vices, has a business angel group called Biz Ertkeéin though this network has
significantly less angels aboard, fewer than a heshdt makes around the same
amount of investments on a yearly basis as Fibamgety 20-30 (Rahoituskone,
2012). Typically, amounts of €10,000 up to €150,888raised from these business
angels. Interestingly, Biz Enkeli is a non-profiti¢y; whereas the company’s other
departments are for-profit. Ledi also organizesrimhtional investment events and,
occasionally, small businesses are offered theaghtmsell licences to large enter-
prises. (Ledi, 2013; Suomen Bisnesenkelit, 2018ditely, the smallest network is
Helsinki-based Business Angels Finland (BAF) withaaerage of 1-5 investments
annually and a total of around 50 angels. Besidesighest membership fees for
angels, they are also the only network, at the nmbpobarging the entrepreneurs,
namely €165 in combination with a five percent cassion fee for the transaction.
In order to help start-ups increase their sales; Bigned a co-operative deal with
trade house and exports network Vendorio. Theisgmee will enhance target com-
panies’ possibilities at expanding their operatitinglobal markets due to its strong

international contact network. (Business Angelddsid, 2013)

When looking for potential business angels, St(2043) suggests, taking a look at
several other well-known investor networks. In thated States the Angel Capital
Association (ACA) consists of around 75,000 angeld its European counterpart,
the European Business Angels Network (EBAN) hoagpgsoximately 25,000 an-
gels. EBAN is a not-for-profit organization and wiaanded in 1999 under the su-
pervision of the European Commission (EBAN, 201t3)angels tend to invest into
a very broad variation of Europe-based companaging from internationally ac-
tive businesses to as small as local start-upslétementioned U.S.-based Gust as
a possible network to brows for investors. Besitlese options, AngelList, GoBig-
Network, Funding Universe, Funded.com and RaiseN#&&@lacom are indicated.
AngelList allows entrepreneurs to create a pitath get related feedback from inter-
ested investors. It has more than 22,000 indivellisted as investors, of which half
are registered as angels. Currently, the netwstk #6 business angels from Finland
with the majority located in Helsinki (AngelListp23). A large additional ad-
vantage when using this website, is the effectigsraand easy access to scroll the
list of available investors and entrepreneurs, agrathers members. Interestingly,
AngelList has also established a crowdfunding serealled AngelList Invest (Ko-
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lodny, 2013). GoBigNetwork also has a databasearerthan 20,000 active inves-
tors, but only a handful is from Finland (Startup813). Funding Universe is known
as one of the Inc. 5,000 fastest growing companiése United States and, besides
angel capital, offers a large variety of differ&mding options. Likewise, Fund-
ed.com offers many sources of financing. Its mamia to link start-ups or estab-
lished firms to the more than 6,000 angels, inussteenture capitalists and other
individual funders (Funded, 2013). RaiseMeCapiteh®ffers a network of over
700 investors and lenders with the choice of alissof financing alternatives
(Pitchstreet, 2013).

Further, the Scandinavian Angel Investment netwW8&IN) is regarded as the larg-
est angel investment community in the world witleokalf a million members all
over the world, of which more than 40,000 are regesl as investors (Scandinavian
Angel Investment Network, 2013). At the momeng dompany has 30 networks
covering more than 80 countries spread over siximemnts. They accept projects
ranging from the idea- or start-up stage to esthbll companies in need for addi-
tional funding.

Accelerators

In addition to the prior listed four angel investmthaeetworks, many investors can be
found at so-called business accelerator programfelerators are independent
companies led by a team of experienced professpwdiich main objective is to
give a confidence boost in the form of capital &ndw-how to participating start-
ups who subsequently can attempt to attract additimnding from larger entities,
such as angel investors or even venture capitaistdably the most well-known in
Finland is Vigo. At the moment, this Helsinki-basestitution consists of nine ac-
celerating parties, which are all carefully chod@ough a public application pro-
cess. As FC Media Oy is a start-up in the technotsgtor, it won’t be necessary to
thoroughly analyse the ones that are not relat¢disandustry and instead focus on
the firms that can be utilized in the future. Otitree nine accelerators, three can be
seen as potentially useful. Even though a couptetedr accelerators are also tech-
nology oriented, they are not suitable for a sti@rat the moment. Firstly, Helsinki-
based KoppiCatch has a strong interest in thenméition and communication tech-
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nology industry with special focus on innovativebie- and web-based applica-
tions and related services and tends to invested and early stage companies. The
many partners involved can also bring the necessagrtise to target ventures.
(Koppi Catch, 2013) Moreover, also Lifeline Ventsiean be regarded as a possible
accelerating option, even though their main inteisesechnology related to the
health care industry and the gaming sector, thaiyncto be generally intrigued by
tech that can make a difference in a particulaketa(Vigo, 2013). According to

their website, Lifeline tends to, in most casesest in start-ups even prior to the
launch of their initial product or service. Subsewafly, they want to bring the ven-
ture from the very start to a successful Seriesvestment round and even further.
The third suggested option is Vendep with, simitakKoppiCatch, a concentration

on innovative mobile- and web-based services ahdisn. Besides Helsinki, they
also operate from Silicon Valley. A very interegtiaddition of Vendep is the fact
that it offers to participate actively in the softve development part of the business
idea in order to change promising initiatives tofftable business activities with an
increased potential to succeed internationally. 8teelerator aims for a develop-
ment period of six to 24 months, which typicallglides an angel investment and
the necessary analyses. Currently, Vendep hassbomevestments in Finland and
three in Silicon Valley. Prior to their investmetdgcisions they usually tend to ar-

range at least 70 to 80 meetings. (Vigo, 2013)

Summary

Since it is a very complicated, almost impossitask to identify and list all indi-
vidual angel investors active in the Finnish markadtles 3 and 4 will only summa-
rize the above suggested angel network optionstmtiup accelerators. In addition
to the main Finnish networks, only the most inteéngsones suggested by Straus
(2013) will be listed together with the Scandinavingel Investment network. The
first table will clearly list the business angetwerks, whereas the second one will

show the three presented Vigo-accelerator programs.
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Fiban Ledi B.AF. EBAN AngelList SAIN
Main . . . World-
Finland Finland Finland Europe USA _
Area wide
Number
more Less than Around Around More than
of Inves- Around 50
than 300 100 25,000 22,000 40,000
tors
Interest-  Largest
ing Fact angel _ ) Finnish The
Biz Enkeli  Only 1-5 -
network ) pitching  Alsohasa world’s
is a non- invest-
of the _ ) events  crowdfund- largest
_ profit enti-  ments a ) _
Nordic through  ing service angel
ty year )
Coun- Fiban network
tries
Main Pro _ As much Easy to
Main ] Accept
annual Strong Alot of  scroll lists of
focusare _ _ _ compa-
o invest- interna-  guidance  investors o
Finnish _ nies in all
ments as tional focus offered and entre-
start-ups _ stages
Fiban preneurs
Main Con Very _
No local ) _ Not many Quite
o Feesare  Highest strict o i
office in - Finnish an- expensive
quite high fees regula-
Kouvola ) gels rates
tions
Table 4: Vigo-Accelerator programs
KoppiCatch Lifeline Ventures Vendep
Main in- ICT sectors (mobile- anc Health care technology Innovative mobile-
terest web applications) and gaming industry  and web-solutions
Stage of
Initial Seed and early stage Seed stage Seed stage
Investment
Objective  Bringing a product suc-

Successful Series A Angel investment in

cessfully to the market _
investment round 6-24 months

and raising funding
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Main Pro Invests in innovative ~ Want to assist start-ups Offer active assis-

mobile- and web-based even until they become tance in software

applications well-established development
Main Con Little focus on mobile-
Strict criteria and web-based applica Strict criteria
tions

3.2. Crowdfunding

German philosopher Arthur Schopenhauer once stageddl truths pass through
three stages. First, it is ridiculed. Second, Wtitdently opposed. Third, it is accept-
ed as being self-evident’ (Barnett, 2013). In thenmn of Chance Barnett, Chief
Executive Officer of Crowdfunder, the life-cycle @bwdfunding has also shown a
similar trend and he is convinced that the selttemce point is reached very soon.
As earlier introduced, crowdfunding is said to be hewest phenomenon in the
field of early-stage funding. Cunningham (2012: 8&3cribes it as ‘a business fi-
nancing technique that uses online social netwiimked to a Web-based platform
to raise money’. Simply put, the general public sarest their own resources to
fund for example a company, a product or an actggtoject. Crowdfunding became
better known to a wider public, when US PresidemtaBk Obama signed the
Jumpstart Our Business Start-ups Act, abbreviatddeaJOBS Act, on April 5,
2012. This act is meant to give small companieogportunity to receive financing
from the capital markets. Start-up companies ahdragmall businesses are now al-
lowed to raise equity or debt financing throughimalplatforms to the extent of one
million US dollars. (Cunningham: 2012)

Cunningham also gives an illustration of how atgpcrowdfunding process pro-
gresses. It starts with a company that has creapedduct or service and is ready to
sell it on the market. Therefore, it signs up swoecalled crowdfunding platform in
order to acquire financing. This platform reviels aipplicant and creates the nec-
essary documents that are listed in the JOBS Atttelapplication is accepted, the
company information will be placed on the websitd avestors, in the form of the
average public, can decide to invest. If the setlilng objective is reached, the com-

pany will get the invested capital. On the otherdyavhen this goal is not achieved,
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the funds will be returned to the non-accreditemwct. According to the JOBS Act,
individual investors can't invest larger sums ti$27000 or more than 5 percent of
either their annual income or net worth, when tresdess than $100,000. In the
case of investors earning more than $100,000, amoew of 10 percent is the in-
vestment limit. (Cunningham, 2012: 63-64)

Young (2013: 56-57) uses crowdfunding platform Isigkter, and hereby a cam-
paign called ‘Planet Tatooine Collectibles’, aseaample to describe briefly how a
typical crowdfunding platform looks like. Above thgical campaign video there
can be found four tabs. The main one, Project Harwyjides a link to the cam-
paign homepage. Next, the Updates-tab shows alicpodws updates at the time of
the project. The Backers-page contains a listlohaéstors that have funded the
venture in question in combination with a link b@ir personal profile pages. Ulti-
mately, the Comments section includes all publimeents from the entrepreneur

or project establisher to the investors.

3.2.1. Types of crowdfunding investors

Charlesworth (2013: 107) states that crowd-basedifig consists of two main
types, equity and debt crowdfunding. Whereas tts¢ dine is used principally for
funding start-up firms, the latter one focuseseatin funding companies with a
minimum age of two years in the form of loans. As word already implies, equity
crowdfunding investors each obtain an equity stakbe business. Besides the two
main types, many issue related books make the stiggef two other types.

Young (2013: 51-52) adds donation-based and relwased crowdfunding as pos-
sible financing options. Crowdfunding based on dioma can be seen as charity
and donators don’t require returns on their invesits. In turn, reward-based
crowdfunding is considered by many people as reguavdfunding. The investor
finances a promising early-stage venture and gedw/ard, such as a sample of a
product or movie, in return. Young also gives aclkescription of what debt- and
equity-based crowdfunding signify. As the debt optis not considered for compa-

nies in the start-up phase, only equity-based fupdiill be seen as a potential op-
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tion. However, to give a conception and comparat@hort description can be help-
ful. Debt-based crowdfunding, also noted as pegretr lending, is defined by
Young (2013: 52) as the lending of one individuehhother without a financial
conciliator. In most cases, this form of crowdfumglis not a charitable event, but
lenders actually expect an interest rate to be foaithe use of their resources. Equi-
ty-based crowdfunding, on the other hand, givestbed a possibility to purchase
a piece of a business, just as in all equity chpiteestments. According to Young
(2013: 54) this form has the potential of becontimgmost powerful of all crowd-
funding types. The main motivation for his statet&s in the fact that, since the
JOBS Act, not only accredited investors with awetth in excess of $1 million are
entitled to purchase a percentage in a businessoualso the normal man can in-

vest.

3.2.2. Investor’s strategy and criteria

Most business English dictionaries don’'t have assp definition for the word
‘crowdfunder’, but the Collins English Dictionar@13), however, describes it as
“an individual or entity that uses the crowd, tyglig through existing internet plat-
forms designed to aggregate many small investorsrder to finance projects”. Due
to the fact that it is a quite recent phenomenohymuch information is available
regarding crowfunders’ investment criteria andtstgges. Anyhow, some studies
have been conducted related to the issue and therafpicture can be created of

how and why these investors tend to invest.

According to Lurig (2012) every crowfunding projettould always include several
pieces of information that investors are willingktmow. They want to get an insight
in the team behind the project, their respectivesrand why the entrepreneur in
guestion is compatible enough to create a sucdessifiture. Target customers
should be mentioned and reasoning for why these&pkar consumers will use their
product. Besides, investors are interested in wtier@roject is being executed and,
of course, what the final result will be. Herebsgwdfunders want to have an idea
of when they can expect to see returns on theagstments, how their capital will be

used and what consequences it has when the fingoahbis being exceeded. Last-
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ly, entrepreneurs should list a few criteria regagdhe types of backers they find
useful. For example, can investors all over theldvsihare in the project or are only

local ones accepted.

Based on the results of a study, executed by etpaised crowdfunding website
Crowdcube, of how crowdfunders behave as invesb@sides the market potential
of a start-up, they mainly concentrate on the @némgeur’s previous experiences as
a business person. According the research, twdglof the surveyed finds the busi-
ness idea to be the main incentive for an investmecision. Even though crowd-
funders are considered to be informal and inexpeeé investors, the majority, ac-
cording to Crowdcube co-founder Luke Lang, anajystential opportunities with a
serious attempt to create personal policies wittiencompany and are very aware of
the financial risks they take. In addition, Langdgbes them as being sophisticated
and responsible. With regard to strategies, thesestors tend to follow two main
approaches. First of all, a due diligence rese@rchrried out on potential invest-
ment targets, and in order to reduce the moneitskycrowdfunders tend to invest
only amounts of money they can live without. Thhey strategically try to limit the
size of capital they want to invest to an amouat itk seen as ‘extra’ at that mo-
ment. Based on Crowdcube’s numbers, the averagstimvhas invested £2,400
since the platform first launched in February 204ith a total invested amount of
£4,25 million. Approximately 17 percent of the quesed investors have funded
early-stage ventures with less than £100, wherditleanore than one-fifth used
amounts ranging from £100 to £499. Furthermoreacl’5 percent invested between
£500 and £999, and more than a quarter of the gedveecided to assist entrepre-
neurs with £1,000 to £4,999. More than £5,000 leenbnvested by another quarter,
of which around 9 percent exceeded £10,000. (‘CfomdEers choose to evaluate

past successes of entrepreneurs as investmemiatri?®12)



40

3.2.3. Advantages and disadvantages for start-ups

Advantages

As with business angel funding, the foremost inieerfor a start-up to utilize
crowdfunders is that additional external finanoiag be raised. It has the potential
to fill the equity gap that exists when entrepresénave spent all their personal re-
sources, but can not secure bank loans due tat¢keof any performance history
and hard assets. Most crowdfunding websites datmenige any costs before the
campaign has successfully ended and therefore, thieiundraising objective has
not yet been reached, the project usually only si¢ietke to be invested (Young,
2013: 6). An application process for crowdfundiagiso relatively easy to start-up
companies compared to other procedures, such &srapfor a bank loan or deal-
ing with business angels (Prive, 2013). Besidesepreneurs do not have to rely on
small-sized loans collected from family and friendth the risk of making these re-
lationships unstable. Crowdfunding companies caa spare the trouble of pitching
their business plans to the many critical angerisiers and venture capitalists. One
of the biggest additional advantages is the faait Ity receiving financing from a
large amount of investors, the company will gebaficmation from the general
public that their product or service has a highnceaof becoming successful. Thus,
in addition of capital, crowdfunding can provide thusiness, already at this early-
stage, with a customer base formed by the investarsya Prive, founder of Rock
the Post, a crowdfunding website for start-upsfioms this by saying that a suc-
cessful crowdfunding campaign is an excellent vealguild up credibility and show
other investors a proof of concept (Prive, 2012JaRonships can be built from
here and the largest backers may feel that thegnach more than just customers
and ready to help the company to succeed. YouniB{2@tifies this by stating that
in most situations, these large investors arettto@gest proponents in times of the
crowdfunding campaign and can be beneficial inftingre. These backers are excit-
ed about the project and thus want to advice ergngurs and share their
knowledge without paying them a participation figkany backers may also want to
assist in creating brand image and distribute pesieedback all over the Internet.
(Young, 2013: 16-17) Outlaw (2013) adds that eveugh only a specific part of
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the people who see the campaign will decide toshumit everyone who has seen it

will remember the offered product or service andreshare the project page.

In the standard, reward-based way of crowdfundmggstors are basically only get-
ting rewards instead of a share in the companthitncase, the entrepreneur pre-
serves full ownership over his or her businessthnd benefits completely when
profit is generated. All decision making is in thends of the owner. This is one of
the main advantages of crowdfunding over businegsldinancing. Because of the
fact that the decision making power is usually wité owner, the often feared exit-
strategy, which venture capital funds and busiaeg®ls usually require, doesn’t
have to be made in order to please investors. Ld&g&eld, Chief Executive Officer
and Chairman of the Board of Invesdor, stateshbdtas never appreciated the exit-
centricity of angel investors and venture capital{dékela, 2012). In other words,
these so-called professional financiers want teelegertain strategy as to how they
are going to get rid of the company after a giveret Mékel& adds that he totally
understands these investors’ point of view, siheetheir business format, but look-
ing from the entrepreneur’s side, an exit is nensas a priority and even repulsive.
According to him, share-based crowdfunding elimesahe pressure of having to

exit in a few years.

Disadvantages

Outlaw (2013) notes that crowdfunding, despitea®fmany positive attributes, is not
a suitable approach for every entrepreneur. Shenc@s by saying that a business
owner’s reputation can significantly be harmed ttuseasons, such as having unre-
liable manufacturers, poor planning and not budggetight. Especially for start-ups
trying to build up a good image this can have g vegative impact. Crowdfunding

as a way to raise additional financing has sewahadr cons.

When an entrepreneur decides to run a campaigrcomalfunding platform, he or
she should not underestimate the amount of effattveork that goes with it. Many
interested people will take a look at the campg@agge and repeatedly ask questions.
Other than for instance with angel investors, thieepreneur has to be attentive ba-

sically every hour of the day during the runninghpaign. Furthermore, due to the
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absence of suitable educational literature for dfowding, and that it is a fairly

new concept in the online world, many entrepreneught face problems, because
of lacking guidance, in starting up a successfaigaign. Even though the largest
crowdfunding websites provide related informatiorassist project creators, it is
still very limited in comparison to guidance offdri®r other financing sources. The
easiness of getting a large number of people téth@eeompany’s offerings and even
create some sort of brand recognition has alsaaside. Since a lot of information
is given out to the public, there is not much peivanvestors need reliability and
openness before they trust their money to someod¢herefore the entrepreneur
has to be on display as much as the products tisrazompany is offering. Another
disadvantage to crowdfunding is that the businelsdionships between the business
owner and the investors are not formal, which e lto the majority of the backers
ignoring the rules. For this reason, the projeeator frequently has to explain how
the crowdfunding process comes about. Therewithalmany backers all have di-
vergent demands and expectations. Even though pwmnganies and project have
successfully raised the necessary funds during thenpaigns, the rate of project
that don’t meet their set fundraising objectivewkger, is more than 50 percent.
(Young, 2013: 18-20)

When start-ups don’t use the regular reward-basmaldfunding option, but instead
sell shares to investors, they may face problegarding future financing. Accord-
ing to Rohit Arora, CEO of Biz2Credit, a large ambaof informal backers owning
very small parts of the company can frighten aveagdr investors, such as angels or
venture capitalists, unwilling to invest in a biess owned by many inexperienced
shareholders (Arora, 2012).

Summary

Similar to its angel financing counterpart, crowading’s pros largely outweigh the
cons. To enumerate the main advantages and digadearof this type of funding
for start-up entrepreneurs, diagrams 3 and 4 belitvgive a clear picture and sim-

plify future research on the matter.
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3.2.4. What should start-up entrepreneurs consider?

Lurig (2012) points out the main strategies enwgapurs should use to make his or
her crowdfunding project successful. He notes ithagstors want to have the feel-
ing they can trust the person behind the produstorice. Therefore, a personal ap-
proach should be used. For instance personal st@ili@ed to the creation of the
product can motivate crowdfunders to make positivestment decisions. As with
business angels and most other financiers, thdysethe person as much as their
products. Furthermore, entrepreneurs should us@tuta make their project more
appealing to the audience. It shouldn’t be too danh but in the right amount and
context it can create an excellent incentive fbeginning relationship with the in-
vestors. Besides a portion of humour, Lurig emptessthat sharing as much infor-
mation as possible with the crowdfunders should bere objective. Journalism 101
(Lurig, 2012) advises that the most important infation should be mentioned first
in order to keep the crowd attentive. Moreovenyvehk the majority of business ven-
tures, it is vital to know your audience. In otlerds, it is impossible to target eve-
ryone as potential backers. This simplifies the wmawhich the project will be
planned and marketed, but also helps in findingotst possible value-adding in-
vestors. (Lurig, 2012)

Lurig (iBid) continues by recommending entrepresdormake short, informative
and well-produced video footage to support thedjgut. He states that undertakings
utilizing a video have a success rate of 50 pereamereas the ones without a video
only 30 percent. Regarding the content of the vjideshould include short descrip-
tions of the entrepreneur, what product or serkime been created and the (person-
al) story behind the idea. A prototype, or simftzature, of the product should be
added to give the audience a sign that this pragetiore than simply a fantasy. Al-
so, an advice is given on the duration a projectighhave. Lurig finds that the per-
fect period for a project is 30 days, which is als® recommended time frame
crowdfunding platform Kickstarter offers. Additidha project undertakers are ad-
vised on how much money they should ask from tbevdr Logically, the amount
the entrepreneur has calculated in order to ceeastain product or service should
be the minimum objective, but an additional 10 patshould be added for the cov-

erage of the platform fee, possible credit card f®d, not to mention, mistakes that
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could occur. Lurig states that smart business gewpl add at least 5 percent for
problems, mistakes and other unexpected expendBesades this, crowdfunders
usually do not appreciate the fact when entrepnenialke an immodest amount of
the profit, even though they want to help themuoceeding. Therefore, it is much
more sensible to suggest manners to reduce cuxeehses, instead of concentrat-
ing on raising more capital. (Lurig, 2012) Entrepgrers should put much effort in
rewarding their backers. As earlier mentioned, reM@ased crowdfunding is seen
as regular crowdfunding and therefore, in mostgasés important to contrive
strategies to satisfy investors such that they wabge part of the project. Of course,
the significance of the reward should be basedenrtagnitude of the investment.
According to Kickstarter’s blog (Lurig, 2012) $25the most frequent amount in-
vested when rewards are being offered, followe8%y, $10, and ultimately $100.
For visitors that have no intention of investinghe project, but anyway like the
idea, minimum reward levels of $1 and $2 could teaied and raised in the form of

a tip jar, with a simple thank you as reward. (Qu2012)

For crowdfunding campaigns, where a maximum of @1,000 is being raised, fully
verified financial statements have to be availdbienvestors. Besides a formal
business plan including a description of how théittahal money will be spend, a
specific funding target should be given in combmawith a deadline. Also a secu-
rities valuation method has to be provided to gneestors information regarding
the method with which the different reward leveds/ér been priced. Besides, details
should be provided about the management behinprtject and figures showing
the current ownership situation. Additionally, dugithe campaign no other public
advertisement platforms may be used. (Young, 20@38) Ultimately, the European
Commission of the European Union points out a fisksrthat should be taken into
account when dealing with crowdfunding platformisstof all, they see fraud to be
a potential issue, but also misleading advertising advice by websites or promot-
ers and payment related difficulties are mentidmgthe EC.
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3.2.5. Start-up ventures financed through crowdfunding

Even though crowdfunding online is a fairly new cept, throughout history, how-
ever, many projects have been funded with mondgated from the average pub-
lic. A great example is the financial part of that8e of Liberty creation. Without
going into too much detail regarding the historgngficance of the monument, it
was a symbolic gift from France to the United StaRased on the mutual agree-
ment between both parties, the French were todatarithe construction and
transport it overseas, whereas the United States twdake care of the pedestal and
location. In France, the finances were organizealidh public fees and a lottery.
Due to the reason that architect Alexandre-Gudskaffel was immensely popular in
his country; there were no significant obstructionsollecting the money. In the
United States, on the other hand, the financinp@ipedestal underwent large is-
sues. The crowd wasn't very interested in the pitpjeut with the help of media
magnate Joseph Pulitzer's newspaper ‘The World2¥100 from a total of 120,000
backers was raised during a six-month campaignt bfafese investors had donat-
ed less than a dollar. (Young, 2013: 50)

Closer related to FC Media Oy is high-tech comp@elgble Technology. This high-
ly successful case started in 2012, when they tdedise additional capital through
Kickstarter for their Pebble Watch. In short, thateh can connect wirelessly to a
smartphone and thus shows its notifications. Tindial fund raising goal was
$100,000. Pebble’s campaign had a minimum invedtiegal of $1 and offered
updates regarding the progress of the watch creasa reward for those pledging
in this range. A total of 2,615 backers provideel tompany with $1. A minimum
investment of $99 was rewarded with one copy ofithich worth $150. The fastest
200 investors were offered this opportunity and tbtal was reached quickly.
Therefore, an additional 40.799 backers were abileviest $115 or more in order to
ensure themselves of a watch. More than 14,00Gtax&pledging amounts of $125
were given a watch with a personally chosen colburthermore, reward levels of
$220, $235, $240, $550, $1,000, $1,250 and $10)@06 offered with better re-
wards as the invested sum increased. For exarhgl@ighest level of $10,000 in-

vestments promised one hundred watches in any icfdothe first 31 backers. At
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the end of the project an astonishing $10,266,84% naised from 68,929 investors.
(Cunningham, 2012: 39-42)

A good example from the Finnish crowdfunding matkedtart-up company Beddit,
founded in 2006 and concentrating on the measureofiateep related issues and
well-being. On the website of Indiegogo, a projeetiod of 55 days was meant to
raise $80,000 with the aim to get their producttmmarket. Already in the first
week a total of $77,500 was collected from mora @0 investors, of which most
are located in Silicon Valley. As a reward, thatstg offered its backers a copy of
their new product, which means that none of tharfaiers receives a share in the
company. (Vanhanen, 2013) Not surprisingly, the maign was successful and a to-
tal of $400,000 was raised with the help of ov€08,backers. The product is
planned to be for sale in November 2013 with ailrptace of around $200, whereas

the investors at Indiegogo received the good f&. $9eskinen, 2013)

But as Young earlier mentioned, more than halheffirojects on crowdfunding
platforms fail to meet their set goal and theretbexe are plenty of examples of un-
successful campaigns. For instance Cardboard Teagjias, an Israel-based inven-
tor of a sustainable bike made entirely out of baedd, wanted to raise $5.5 million
from Indiegogo to build a factory and produce tipeoduct. The goal, however, was
set at raising $2 million in 45 days, but only ardwa month later, after raising a
disappointing $41,000, the campaign was cancefe@EO Nimrod Elmish and in-
ventor Izhar Gafni. When analysing the reasonshferfailed project, the reward, a
$290 prototype of the bike, was seen as far toemsipe since it was three times
higher than its future retail price, and thus addypieces were sold. Even lowering
the pre-order price to $135 was not enough to miseich larger amount. Neverthe-
less, the founders received valuable feedbacktzréfore didn’t regret their
crowdfunding campaign. Both stated that they wolhitnue with their business and
seek other equity investors. Interestingly, Jefa8sy former CEO of Timberland

invested an undisclosed amount into the venturedé®ik, 2013)
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3.2.6. Crowdfunding in Finland

According to the Finnish fundraising law, crowdfumglcould before only be col-
lected for non-profit purposes, whereas the dohoukl not receive compensation.
Typically, an individual person could never receapermission to raise funds, but
only registered organizations with charitable ititems. However, nowadays legisla-
tion allows non-professional backers to investrtbein capital into start-up ven-
tures. The first time this topic was covered widealyhe Finnish media dates back to
2012. A campaign, organized by Senja Larsen, weeted to raise €10,000 in order
to cover the costs of producing the book ‘Senjatapesinulle ruotsia’. As a reward,
she offered €8 investors an e-book version andi@2®ers a printed book. A total

of 345 backers invested amounts ranging from €U0, leading to a sum total of
€11,000. Despite the fact that Larsen describegbiggect as not being a fundraising
event, but instead a product pre-sale and marketingpaign, the police administra-
tion stated otherwise. A fundraising permit shdwdde been issued beforehand and
the entire amount had to be remunerated. (B6hn;28dlonen, 2012)

At the moment organizations offering crowdfundimgvices have made agreements
with the Finnish Financial Supervisory Authorityi{FFSA) that they can only
serve as marketing platforms, but are not alloweeoffier accredited financial ser-
vices. However, due to the reason that businessesadfunding platforms nor-
mally never call for amounts higher than €1,500,@08y do not exceed the limit
and therefore are not obliged to show a permisseaty from the FIN-FSA. In or-
der to run a crowdfunding campaign that meets theigh fundraising rules, the en-
trepreneur has to be able to very precisely defieeature of the project, since
terms such as donation, funding or promotion shoulek utilized, but instead use
for example compensation (Hemmila, 2012). Due ¢ohthge media coverage of the
earlier described book campaign case, the majofitlge Finnish people had a con-
ception of crowdfunding being illegal. Neverthelessly fundraising without
providing the investors with a reward is regardedleit, when the issuer doesn’t
have a permit. Even though it is made clear a ré\Wwas to be given, its standard
remains undetermined. Marianne Luotio, jurist ast@an & Snellman, believes that
the legislation regarding crowdfunding will not imedified very soon. Even though

investing through crowdfunding platforms is a riskydertaking, especially for un-
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accredited investors, many experts in the fielgelvel that more than ten percent of
the companies listed on these websites will beessfal, because, due to the tight
legislation, every applying venture is analysedaghly. Invesdor CEO Lasse
Makela (Airaksinen, 2013) ratifies this and stadtesy have received far more than
hundred fundraising applications, but to this daly@ccepted 25 as having enough

potential in combination with fulfilling the necesy legal and ethical criteria.

Nowadays, crowdfunding is being marketed more aackrat regular people as be-
ing an investment opportunity. As compensatiortlieir investment, they receive
shares within the company or annual interest. @hgekt issue, however, is the lack
of control these minor shareholders have with g & their investments. As pro-
fessional business angels and venture capital fiawe the ability to analyse and
follow their case companies well and precisely,-spacialized crowdfunders are
typically unable to perfectly monitor where and hih& company spends the re-
ceived capital. Since fundraising through crowdfiagdlatforms is usually based
on unsecured loans or investments, it may be difffor a minority shareholder to
secure his or her profits when the company foramse tries to launch an initial pub-
lic offering. (Airaksinen, 2013)

3.2.7. Which crowdfunding platform to choose?

Despite the fact that crowdfunding has been usethémy years without the Inter-
net as a mediator, it is mostly an online modeluiygy 2013: 55). The amount of
crowdfunding platforms is growing and thereforatstg entrepreneurs can already
choose out of a broad collection concentrated oilows industries. The following
study will compare six crowdfunding websites tha eonsidered to be the most
useful for FC Media Oy. All of them are analyseddzhon their main advantages,
primary disadvantages, investment ranges, appicdtéies, platform costs and even-
tual other important information, such as the défé round types and target com-

pany criteria.

As the first and yet largest crowdfunding platfamfinland, launched in 2012, this

list is not complete without Invesdor. At the morfehis Helsinki-based company
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concentrates only on equity crowdfunding. Even tiothey allow backers to make
investments from all over the world, dependinglomlbcal jurisdictions, they admit
only companies into their system, which are sitdi@e~inland, Sweden, Denmark
or Estonia. Start-ups can collect up to €100,006thfas much investors as it can get,
but when seeking for financing higher than this antpa maximum of 100 share-
holders per country is the standard. Based onritexia given on the website, target
companies can set their fundraising target betvd2€n000 and €1,500,000, but a
sum up to €5,000,000 won’t be rejected, when Ingeadalyses the business idea to
have enough potential. The valuation of new stpgig done by the experts of In-
vesdor itself and with the help of its partneritosion KPMG, which is one of the
largest auditing firms worldwide. The platform tiaeee different types of invest-
ment rounds in which target firms can try to rdlse necessary financing, namely
open, private and hidden rounds. In open roundsegigtered user can see the
available information of the start-up and thusghtpossibility to have a lot of
viewers. A company in a private round has a sniblegtisement box available for
everyone to be seen, but detailed pitching can lbalfollowed by request, which
has to be sent. Therefore, the target firm hagptieer to choose the investors it
wants. Ultimately, hidden rounds can only be viewgdnvestors the company has
sent a particular link to. However, Invesdor doesscommend this option. When a
venture is accepted into the system, the pitchlveltreated either by the company
itself or with the help of a consultant. After thigch has been approved, it is send to
financial institution Taaleritehdas and other legacestors in order to be analysed
more precisely. Every online pitch is open to palgsinvestments for up to 90 days.
Moreover, monthly pitching events are organizeday or three target companies
selected by Invesdor. Anyhow, every registeredrimss can participate in the form
of networking with possible financiers. When theaxmmum target objective has

been reached, the round can be closed or an atali®0 days can be added to reach
the maximum target or even exceed it. Lastly, Ideesequires its firms to send
half-year reports to its shareholders to motivagsrt to develop new ideas and to
maintain a good relationship. Furthermore, succéssdrt-up businesses have to
pay a total fee of five percent together with aueahdded tax minimum of €3,000.
This amount is only deposited when the campaigrsbesessfully been finished,

meaning that the set fundraising goal has been(ingesdor, 2013)
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At the moment, the Finnish market has only a vewy ¢rowdfunding platforms,
therefore it isn’t a complicated task to analyseathem and make a comparison.
Besides the above mentioned Invesdor, Helsinki<h&seiraus Suomi Oy offers
start-up financing possibilities via its Kansalalsoitus Oy (KR) business. Estab-
lished in 2012, the company has collected an egpeed team of around 40 inves-
tors together with other financing experts, andceortrates mainly on promising
Finnish individuals, start-up ventures and smatl aredium-sized enterprises. KR’s
fees come, for the most part, from the stock ogtibgets from the companies it in-
vests in, but the fee payment is only at issue wwhercampaign target has been met
(Rintala, 2013). Therefore, in the case of an uosssful project, the entrepreneur
doesn’t receive any funds and investors are paill. baypically, one financing

round is two to three months and amounts rangimg £500,000 to €1,500,000 can
be raised. The size of these rounds will be contedly determined by the company
itself and KR. Markku Jussila, CEO of KR, statesumarticle in Taloussanomat that
the minimum required amount capital investors rtedeave is only €3,000 (Nie-
meléinen, 2012). Furthermore, the valuation of vemtures is also in de hands of
the professionals at KR. In combination with thedtaising round the investors will
register the number of non-voting stocks he orrebeives. These types of shares
are valued at €1 apiece, but their ownership péagenwill be based on the set
company value before the funding round and, lofyicie amount of investments
received in its totality. The total amount of slsissued will also be dependent on
the given firm valuation. Interesting to note iattNVaraus Suomi is the only plat-
form using telemarketers in order to convince srimaiestors of the possibilities
crowdfunding offers (Mantyla, 2013). Hereby, a stgr of more than 200,000 retail
investors is utilized. (Vauraus Suomi, 2013)

The third Finnish crowdfunding option is Pocket Wer, which is targeted at inter-
national markets. The company started already @6 20ut launched its online plat-
form in 2013, together with crowdsourcing startiapopinion. Chief Executive Of-
ficer Markku Mutanen substantiates this collabaratyy believing that the motives
and dynamics of the crowd have to be understoaddar to provide them with the
best possible service (‘Innopinion Ltd and Pockehiire crowdfunding service’,
2013). Therefore, this platform offers a high-stadanalytical approach and assists
target companies in understanding the potentitaf business ideas, potential in-
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vestors, customer base and how to execute a mamkbfsis on various subjects.
The Pocket Venture website focuses on investmatuasstart-up and other early-
stage business ventures. To raise financing, tiypess of tools are offered, namely
crowd valuation, equity based crowdfunding andgates. The valuation product is
utilized in order to get feedback and opinions frioterested backers on the entre-
preneur’s valuation of the company. The next teanly available in a limited
amount of countries. The related management feeeipercent, excluding taxation,
and investors are only charged when the campaigisinecessfully been finished.
The pre-sales product is meant to collect additiureding by selling the compa-
ny’s products and services even before they awsganie Entrepreneurs are also of-
fered an exit-related assistance tool for when tleyde to sell their business
(Business Angels Finland, 2013). Moreover, investoe given the chance to impart
advice on how to further develop the product oviserin question. Pocket Venture
takes a standard €0,35 in combination with tengrérand value added tax, out of
every pre-sale transaction. Furthermore, the comnpeganizes pitching and net-

working events all over the world. (Pocket Ventiz@]3)

As yet, the last Finnish crowdfunding offering seevis Venture Bonsai, an equity-
based platform. Their core focus is on start-upwes and growth companies lo-
cated in Europe. At the moment, the website oniyitsglcompanies that are situated
in Finland, The Netherlands, Germany, U.K., DenmBidrway, Sweden, France,
Estonia, Poland, and the United States, but is iwgr&ctively on expanding this

list. Companies can set their fundraising targeinabunts ranging from €20,000 and
€1,000,000, but on their information page theyesthat most rounds are between
€50,000 and €500,000. Investors are allowed tosinsgms starting from as low as
€1,000. The minimum investment amount was earbe®@). Additional infor-
mation will be given regarding the countries frorhieh potential backers can come
from, since not all European countries are admittealthe scene. For companies
located in Finland, almost any EU-country’s citizemccepted. Before any fund-
raising is done, Venture Bonsai highly recommehésentrepreneur to take part in
the vendor due diligence process, also known asrgany health check, where a
certified lawyer checks the target company’s infation. Even though this will cost
an additional €1,500, certified documents will hglpuilding a trusted image in the
eyes of investors. After creating a fundraising paign, interested financiers can be
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pitched to through a video. The entrepreneur car@@nd communicate with po-
tential backers and provide them with further dstaggarding the investment round.
Besides, the start-up can participate in the sakialdiligence and receive valuable
feedback. Even though Venture Bonsai is free ofgdhéor investors, entrepreneurs
have to pay certain fees when they decide to makefitheir paid services. Only
after successfully completed campaigns the busigetssthe raised funds. In this
case, the business also has to disburse five gestére collected amount. After the
campaign has ended, entrepreneurs can keep inwatictheir new shareholders
through the platform of Venture Bonsai. (VenturenBai, 2013; Venture Bonsai In-
fo, 2013)

In addition to the four Finland-based equity crowufing options, Sweden offers a
rapidly growing network of companies and individualestors in the form of Fund-
edByMe, created in 2011. However, recently it aftgsted operating from Finland
with IndoorGarden, seller of appliances that altawstomers to grow herbs and sal-
ads at home, as its first campaign (‘Ruotsalaineklorahoituspalvelu Suomeen’,
2013). Being one of the first global platformst®industry and the first in Sweden,
this website offers both equity crowdfunding andaed-based, where the equity
variant has a larger focus. Interestingly, crowdling on basis of rewards can be
done by investors worldwide, whereas currently dflyopean entrepreneurs can
utilize the equity-based option. Companies usinggunty crowdfunding campaign
in order to raise additional capital can, typicaligllect amounts ranging from
€100,000 to €1,000,000. On the other hand, rewasgdb crowdfunding projects
can only call in up to €50,000. FundedByMe conaert mainly on the European
markets and charges six percent from the entirecaliected. Also here, successful
fundraising projects receive their capital, but pamies that don’t manage to reach
their set target are left without. The actual fuaising process starts with a pre-
round, where registered investors can show th&rest in order to proceed to the
next phase. Hereafter, an open round, of whichdims, regulations and duration
are defined by the entrepreneur, is organizedhiesd interested backers and in-

vestments can be made. (FundedByMe, 2013)

Ultimately, the sixth suggestion given to FC Me@w is Indiegogo, the second
most popular platform in the world behind Kicksgartin 2008, just a year after es-
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tablishment, their service was only targeted airtdependent film industry, but due
to the high success campaigns from all possiblesingts were admitted since 2009.
Other than most of the above mentioned optionsegmdjo doesn’t have an applica-
tion process and therefore allows worldwide prgeanging from for-profit to non-
profit ventures and even personal needs. The phati® known for the so-called
gogofactor, which shows the activity and populaotyn undertaking by combining
the number of investors attracted, updates, amtregs A high factor can lead to
exposure of the project in larger circles and e, Indiegogo in order to achieve
even more visibility, for instance on their homepag in the press. Moreover, creat-
ing an online campaign is free of charge, but thfseds are associated with certain
fees. The entrepreneur can make a choice of terdift funding plans. The first
one, flexible funding, allows the company to ke#gumds raised even though the
set aim is not necessarily met. In this case, peucent is charged from successful
endeavours and nine percent from non-successfjdqtso The second option, fixed
funding, refunds all collected capital when thelgs@'t reached, but charges a
standard four percent for well-completed campaigusthermore, a credit card pro-
cessing fee of three percent has to be paid raaks, except when the fixed funding
option is chosen and the set objective hasn't laebireved. In addition, a $25 wire
fee is paid for campaigns outside the United St&teery project has a maximum of
60 days to be online, but according to Indiegoe,average time successful cam-
paigns need is 47 days. The website doesn’t hfwedsaising target and therefore
any target can be set, but they do give a warnirsgting an objective that is far

too ambitious. (Indiegogo, 2013)

Summary

The above listed six platforms are of course jusaetion of the available websites
in the industry, but based on a few criteria thgstgons were regarded as most suit-
able. Besides taking the needs of FC Media Oyastmunt, the various regulations
on other platforms also influenced the decisionimgbrocess and the fact that not
yet all platforms are opened up for Finnish compeanhfter researching the differ-
ent projects offered on the many websites and amag\the rate of success certain
businesses have had on these, the results lehd thhdsen options. Table 5 will
clearly summarize these suggestions in order tcerttadir comparison easier.
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Invesdor  Vauraus Pocket Venture Funded Indiegogo
Suomi Venture Bonsai ByMe
Available i e.g. Fin-
; Finland, Europe
Countries land (eq- _ _
Sweden, _ Finland,  (Equity),
_ uity), orld-
Denmark  Finland 11 other  World- )
World- _ i wide
and Esto- _ countries  wide (re-
_ wide (pre-
nia ward)
sales)
Fundrais- €500,000 _ €100,000 _
_ €20,000 - No maxi- €20,000 - No maxi-
ing Target - -
€1,500,00 mum tar- €1,000,00 mum tar-
€1,500.00 €1,000,00
get 0 _ get
0 0 (equity)
Applica-
tion Pro- Yes Yes No Yes No No
cess
Who Can Accredit- Some Everyone
Invest? Everyone edinves- countries (min. Everyone Everyone
tors accredited €1.000)
% when Voting
succeeded 5 (+VAT) stock op- 5 (+VAT) 5 6 4
tions
% when
_ 0 0 0 0 0 Oor9
failed
Other Fees 10% +
No 0 No No 3% + $25
€0,35
Main Pro Low min- High- Low min- Strong
, _ _ Second
Largestin  imum standard imum focus on
, , , , largest
Finland invest-  analytical  invest- European _
worldwide
ment approach ment markets
Main Con ) ; Investors  High fee
Hard ap- High min- Pre-sales
o _ ~_ onlyfrom when i
plication imum option is o _ High fees
limited project
process target costly _
countries  succeeds
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3.3. Comparison analysis - Existing theories concerning the most suitable form

Many entrepreneurs and experts in the field ofyestdge financing have shed the
light on this subject. Even though every startsidifferent with its own visions and
requirements, it is always helpful to listen to tpenions of successful and experi-
enced business people. David Menard, partner afitawMurta Cullina, raises two
main arguments. He states that on one side crowdfsrcan become a new breed of
investors and thus compete directly with angelsreas on the other hand, crowd-
funding platforms could assist angel investors akimg better investment decision
(Menard, 2012). Therefore, let's take a look at s@t@andpoints that are in favour of
crowdfunding being a sensible alternative for argglital and, conversely, view-
points where angel investing is still seen as tilg future. Ultimately, many pro-
fessionals also see a joined future for the twothecefore their argumentations will

also be taken into account.

In favour of crowdfunding

Based on the results of a research conducted bgdWd®n, including 308 active
platforms, crowdfunding has increased by 81 perfrent 2011 to 2012 (Massolu-
tion, 2013). A total of $2.7 billion was raised2012 with Europe and North Ameri-
ca counting for more than 95 percent of this amotliné European Commission
points out that approximately €735 million of th&l2 total was raised in Europe
and predicts that it can soon overthrow the Europeature capital market, which
has decreased to €3 billion (European Union, 2(A®thermore, Massolution es-
timates that, if this trend is continuing and eguaitowdfunding gets a foothold in
the United States, the $5.1 billion range will baghed in 2013 (Massolution,
2013).

Obviously, the founders of the various crowdfunduatforms believe in a rosy fu-
ture. For instance real estate businessman amghiilte Donald Trump has recently
launched, together with entrepreneur Bill Zankés,dwn crowdfunding webite,
Fund Anything (Ravindranath, 2013). The platformm@entrates on reward-based
funding and also Trump himself pledges money tggote he chooses on a weekly
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basis. Trumps large brand name and his confidenttesicrowdfunding market will
certainly increase its popularity. Also Ryan Caldhdounder and CEO of equity
crowdfunding website CircleUp, sees huge potenfiatording to him, crowd-

based funding will increase the activity level aflg-stage investing. Besides, it will
reduce investor’s time, costs and minimum investraemount (Caldbeck, 2012).

For start-ups and other companies a crowdfundiatigsghh can form a large public
stage, which leads to more visibility and thusrgda access to possible investors. In
other words, crowdfunding lowers the cost of pgsation for financiers in the an-
gel sector. Furthermore, through these platformsepreneurs can now rather con-
centrate on growing their business and collectéstied investors, than on trying to

find possible backers at networking events.

Even though it's too early to really say which easigoing to be a better alternative
for entrepreneurs, many specialists believe thawvdfunding has a lot of potential

in overthrowing angel funding. One reason, accardinbusiness attorney Sean
Peppard, is that crowd-based financing can be dreasier and quicker and, in
most cases, a less painful alternative to startfapher, he thinks that, when
crowdfunding has developed more, angels can evakipped by start-ups in so-
called hot industries since collecting money frdva trowd is a much easier activi-
ty. Peppard also warns business angels by sayaglie risk to the angel business
model is that the way they traditionally find compes will go away because crowd-

funding will replace it’ (Glenn, 2012).

Also Chris Dixon, investor and co-founder of webditunch, is lyrical about crowd-
funding, but however raises some points of warnigstates that when the inves-
tors have special know-how or interest in a cenpaject, it works best, but most
preferably they should be potential customers. Bialso notes that, in his opinion,
the most suitable solution for protecting the maog-accredited backers in the field
would be to establish mutual funds, led by profaisais, as is seen in the largest
crowdfunding places in the world, the public stocirkets. Further, he raises the is-
sue of investors not being able to easily evaltteeentrepreneurs behind the ven-
tures, since they mostly tend to invest in the @ersither than the idea. However,

this is more of a problem to professional finargi¢bDixon, 2013)
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In favour of angel funding

Menard raises the issue of which type of invests tmore added values to their tar-
get companies. As angels provide, besides capikpkrtise and valuable contacts, a
non-accredited crowdfunder usually only brings ion@y (Menard, 2012). A study
conducted by The Angel Investment Performance Bréjem the Kaufmann Insti-
tution shows that returns on investments are largeases where the investors have
stayed actively involved in the business after mgldn investment. Whereas no in-
volvement leads to an average return of 1.3 tithesrtitial investment, active par-
ticipation afterwards averages at 3.7 times. Intaud he calls up several other
guestions that might be in the advantage of busiaagels. For instance, will the
majority of crowdfunders be accredited or inexpeced investors? And are more
and more start-ups with lousy business ideas ggfitianced? A venture capitalist
interviewed by Harvard Business School Professonde Nanda, is also con-
cerned about the fact that many firms that shotlldave gotten external funding,
will receive it (Blanding, 2013). Thus, one of tmain reasons given for the future
failure of crowdfunding in establishing itself inet finance sector is the lack of so-
phistication the average retail investor has idifig the best possible businesses to
invest in. Josh Lerner, another Harvard Profesgpees by saying that he doesn’t
expect the profit returns of unsophisticated bagketbe higher than those of pro-
fessional investors who spend many hours in anaytieir case companies
(Blanding, 2013). Managing partner at Pegasusléuteial Capital Solutions

Charles Smith adds to this discussion that ‘thetrdasgerous of all investments is a
privately held start-up controlled by its own oéits and which lacks independent
board members’ (Smith, 2013). A great exampleasdbt-com bubble around the
millennium change, where venture capital funds nme#mous losses from their
start-up investments and still haven't fully receactfrom it. For this reason it will

be very complicated to protect the many unsoplatgat investors and thus they
should take investor Warren Buffet's advice on thegter by heart. He famously

said that you should ‘never invest in things yoo'tanderstand’ (Rogers, 2012).

Securities attorney Gary Emmanuel gives a listva feasons why he thinks equity-
based crowdfunding will not succeed. Based on #ve regulations the JOBS-act
will include, he states that the limit of $1 milliavill be a very large stumbling
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block for businesses that for instance require targeunts for research and devel-
opment. Besides, this maximum can be raised onperiod of twelve months and
thus will not go very far for many companies. Emnunarthinks the large number of
possible backers will form a problem as well. He'temagine equity-based crowd-
funded firms to effectively manage hundreds or e@h@usands of new shareholders
without any difficulties. All these investors, natter if they pledged €10 or
€10.000, should be kept satisfied and up-to-datdherompany’s development and
decisions. Therefore, a lot of time should be deddb them in the form of share-
holder meetings and such. Thirdly, the trust issymit under a magnifying glass.
He mentions that, in order to prevent fraud-relai@sks, a lot of time and money
has to be invested in hiring specialists to veltily company information in the vari-
ous documents. Also separate documents have teepangd including the risks in-
volved for investors, terms of the deal and, ofrseurevealing information regard-
ing the company itself and its management. An &ttt fact is that companies,
when being sued by dissatisfied non-professionadstors, will be exposed to a lot
of negative public attention. Emmanuel adds thatistically a quarter of start-ups
will go out of business within their first year gperation, which increases the
chance of discontented funders and thus, possilgrse public image. Lastly, he
expects it to be difficult for crowdfunded ventutegyet follow-on investments from
more traditional fundraising alternatives, since #toove mentioned issues are not

speaking in their advantage. (Emmanuel, 2013)

Crowdfunding and angel funding can complement eachther

Caldbeck finds crowdfunding to be a blessing. Piagstablishing CircleUp, he
worked for ten years in the private equity industvirich gives him a very solid
conception of how it compares to the other formsa Forbes-article, Caldbeck says
that business angels could benefit from the deal-thformation on crowdfunding
websites. He supports this statement by adding hloatever a very few angels do
have the ability to find great business opportesigarly on, for the majority this is
very complicated and time-consuming. Thus, withtiakp of crowdfunding sites,
these angels can much easier find interestinggpaideas. (Bernhard Jr., 2013)
Todd Federman, executive director of U.S.-basedNBoast Angel Fund also be-
lieves that both forms can complement each othertathe fact that angel groups
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typically invest larger amounts compared to itsrtetpart (Glenn, 2012). There-
fore, start-ups in need of smaller sums of cap#al utilize crowfunding and com-

panies that require more than half a million witth to angel investors.

Crowdfunding portal iCrowd has given a few reasfmnsvhy business angels can
gain advantage from investments crowdfunding. Beeai the fact that angels most
often fund businesses within their local commuaitgl within the investing chan-
nels they are familiar with, they miss out a lotrderesting opportunities. There-
fore, similar to Caldbeck’s deal-flow point, angetauld find much more possible
investment targets through crowdfunding websitdso Aarger angel networks could
be created through these platforms and by pooleg &igger sums of capital, ear-
ly-stage ventures will be funded even more effetyivAccordingly, this helps ac-
credit investors from all over the world and in@dissible industries to invest in
group-form without necessarily belonging to a dediag business angel group.

Due to the increased visibility level and the In&gr entrepreneurs can now easily
find and contact angels and present them the pbigsib invest. Ultimately, the di-
versification of the investment portfolio has beeade easier as well for profession-
al financiers. Since a huge amount of opportunaresup for grabs without any ge-
ographical restrictions, it has never been easianest in a large range of start-ups.
(iCrowd, 2013).
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4, RESEARCH LAYOUT

Since the main idea of this thesis was to makengaoison between crowdfunding
and business angels, it was conducted by utilizicgmparative research approach.
Lor (2011: 2) describes comparativists as beingfasted in identifying the similar-
ities and differences among macro-social units’ chietinues that the information
gathered from the comparison is very importantndarstanding and explaining dif-
ferent consequences of events that have occurfecetand their importance for
and implication on current or future happeningserkthough Lor and many other
researchers explain the comparison targets, or a@tygrs, to be countries, this the-
sis study replaced the levels of analysis witlows terminology. According to

Lor's (2011: 3) description, the highest level ohfysis is comparing whole coun-
tries to one another on one or several specififestsy For instance by measuring
which country has the highest standard of livinige Eecond level consists of com-
paring different aspects within a country, suclp@sinces or police districts. Here-
by can be for example distinguished which provinas the most natural resources
or most inhabitants. The third level, in turn, vatincentrate on a smaller part within
this province or district, for example comparistiesween different schools within
the area. Ultimately, the lowest level again takésok at for instance the differ-
ences among the students within that school.

To place the crowdfunding and angel financing camspa in the same perspective
as the levels of analysis described by Lor, thietrdigancial words had to be found.
The highest level (country) was replaced by thecephof start-up financing, which
can be compared to other segments related to sty companies, such as start-up
marketing. Thus the counterpart for the second llexe to be something within this
comprehension. For this reason, the broader urahetisiy of start-up funding was
utilized, which can be divided into debt- and eglnésed financing. Further, the
third level had to be within either one of thesaaapts and, in the case of this thesis
that is the equity-based version. Therefore, #well consists of the various types of
equity funding, such as friends and family, bussnasgels, crowdfunding, venture
capital and royalties, among others. Subsequehtylast level includes for instance

comparisons between the different crowdfundingfptais or angel networks. To
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give a clearer picture of the four levels of analysed in this research, based on the

comparative research approach; table 6 will givédlastration.

Table 6: Levels of analysis

Levels of Analysis

Start-up Financing
Equity-based Financing
Crowdfunding, Business Angels

Crowdfunding platforms, Angel Networks

After describing the various levels of analysisy hzentions that a decision has to
be made on the number of targets that will be ohetlin the comparison. He quotes
Ragin (2011: 10) by listing two main approacheshos matter, namely variable-
oriented and case-oriented studies. The first oneentrates on comparing a large
amount of targets, whereas the latter one, us#dsrnhesis, rather focuses on one or
at most a very few cases. Therefore, the casetedepproach can also be seen as a
qualitative research due to the fact that all tergee investigated in a very detailed
manner and compared to one another. Furthermorg2Dd1: 10, 14) also gives
three comparative research designs, namely simgletoy, few-country and many-
country studies, to assist the research proceggcéalty, the few-country option, or
few-equity-based-financing design, was utilizedr insists that the compared tar-
gets should be carefully chosen on basis of tlweirgarability to each other in re-
spect to the main research topic. On the other htheg should also be distinctive
enough in order to conduct a sensible comparatuaysFor these reasons, the
well-known business angel financing method wagraitking off unsuitable forms,
set opposite of its non-established little brotieeoywdfunding. In addition, a choice
had to be made between using a most-similar-systieisign or most-different-
systems design (Lor, 2011: 15-16). The main poanélwas to decide whether the
compared units should be very similar to each othardifferent in one aspect, or
very distinctive from one another, but only ideatith one specific area. The latter
one, most-different-systems design, was at issti@srthesis since both crowdfund-
ing and angel funding are equity-based financinthoas, but different in most oth-

er viewpoints.
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This comparative research approach, however, wigsused to compare existing
literature and other material gathered in chapter tn order to get an even better
understanding of which form of financing suits sigps, especially high-risk tech
firms, this theoretical comparison has to be sujgobby another qualitative study in
the form of two interviews. The main reason for@$iag this approach is the fact
that the past experiences and observations ofidwdils familiar with these forms of
funding are seen as a vital component in comingitipthe best possible solution.
In other words, extensive personal stories andcadwof a few experienced profes-
sionals are more useful than a large number of isgmal short answers. The struc-

ture of these interviews will be explained morecgsely in chapter 4.2.

4.1. Data collection method

When structuring this research, several aspectdiraitdtions were taken into ac-
count. Even though business angel financing —@literature and experts on the
matter can be found rather simply in the Finnishkeis, that's not the case with
crowdfunding. As implied in the introduction, itrfoed quite a challenge to find
suitable Finnish material and expertise on crowskbddunding, especially about its
relationship to angel investing. Therefore, mosbtietical information was gathered
from international books, mainly written by U.S.skd professionals. However, the
available literature and other sources of infororaproduced by the few Finnish

specialists were utilized as well.

For further research and in order to make the jpp@ssible comparison, the few
Finnish experts in the industry were contactedughoe-mail and asked for a possi-
ble interview. The first task was to find suitaldeal professionals in the area of
Kymenlaakso, such as risk managers, heads of fimgudepartments and several
bank directors, but this turned out to be rathallehging. However, all received
answers pointed out the same issue, namely theofaekpertise in this specific top-
ic. Therefore, the search was shifted to Helsisikice all four crowdfunding-
focused companies are located in that area. Irtiaddo inquiring for the owners of
these platforms, several university professors;igpsed in financing, were asked

for a meeting, but none of the responding profesgwught to have enough
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knowledge on the issue in order to be useful. Doe ¢ontacted crowdfunding
company executives were all interested in assistireyen discussing about the re-
search in question. Chairman of crowdfunding platf&/enture Bonsai, Antti Han-
nula, sent a personally written text concerningityeppased crowdfunding, in order
to support this study, whereas the remaining tbreers had interest in meeting
face-to-face or hold a conversation through ontimeans. There are several incen-
tives in contacting the main crowd-based fundingegts in the country. First of all,
they have been involved in the development of @otos in Finland from the very
beginning and therefore own significant knowledg#wegards to inside infor-
mation, related legislature, worldwide trends aratithe future looks like. Since
online crowdfunding is such a young phenomenon teeg to be the few experts in
the field and therefore far more suitable than amyersity professor. Above all,
however, most crowdfunding platform founders haxgeeience and know-how in
the field of angel investing and venture capitaioPto establishing their respective
companies, they have worked for several yearsivaig equity related organiza-
tions and thus have an excellent foundation to @mfhese two forms of external
financing. For this reason, it wasn’t necessaryterview angel investors and
crowdfunders separately, but instead the combirpdrése of the above indicated

professionals was seen as much more valuable raedstving.

4.2. Interview structure and objectives

As mentioned earlier, three interviews will be cootgd to support the research. All
interviews will be semi-structured, which meang thést of questions is created be-
forehand, but these will not necessarily be folldwtrictly in the given order. In-
stead, new questions may present themselves dhwengpnversations and, similar-
ly, some unsuitable questions may be left out.t@Rekki, 2008). Open-ended ques-
tions will be asked and conducted in Finnish. Hosvein order to answer the main
research question of this thesis, namely which fofiimancing is most suitable for
start-ups, in particular for FC Media Oy, the intews all need to have a certain list
of similar questions, which forms the backbonehef tesearch. The three conversa-
tions will be conducted either through an onlinencaunication platform or take

place in a face-to-face situation. Since thesenassi owners have a tight timetable
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and the meetings are most often scheduled durgigltinch break, no longer than
30 minutes to one hour will be used to get a ghéeture of their opinion on the mat-

ter.

Logically, the main objective is to get their poaitview on the above mentioned
primary research question. Furthermore, it is irtgodrto gain an insight in their
world and how they see the future of the crowdfuagdind angel funding industries.
Besides, the situation of FC Media Oy will be shyanalysed and related financing
advice will be shared.

4.3. Interviewees

The following three crowdfunding and angel fundexgperts were interviewed:

Markku Mutanen

The first interviewee was the co-founder and owafdBusiness Angels Finland Oy
(B.A.F.) and crowdfunding platform PocketVenturendgr the supervision of this
young businessman, the first organization conctsgnaainly on connecting angel
investors with high-growth start-ups, whereas #wently launched latter one focus-
es on linking the average crowd to these earlyest@gtures. Besides his active in-
volvement in the crowdfunding scene, he has sicgmifi experience with business
angels through his B.A.F. business. Thereby, Mutamel his team are highly inter-
ested in expanding their operations to overseaketsand thus he has well-
grounded viewpoints on international matters argsiide future turns of events.

The meeting took place in a Helsinki-based restawad lasted for about one hour.

Lasse Méakela

The second interview was conducted on Skype amelddsr about half an hour.
The interviewee in question, Lasse Mékela, is agyfter and Chairman of the board
at crowdfunding company Invesdor. Due to his loragknexperience (more than 15

years) in the investment banking and financingasctMakela can perfectly com-
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pare angel investing and crowdfunding to one amotheesdor became the first
Northern European equity-based crowdfunding serarwkfor this reason he has

played a significant role in establishing this foofifinancing in the area.

Jouni Junkkila

Ultimately, Jouni Junkkila, co-founder of investrhéirm Vauraus Suomi and its
product Kansalaisrahoitus, was interviewed thro8&¥pe for about half an hour.
His companies concentrate on both equity-basedding and debt-based funding
options for early-stage high-growth businessesid@ss as explained earlier,
Vauraus Suomi is the only Finnish crowdfunding folach with a telemarketing
strategy to reach more customers. All these atg#together form an interesting

and miscellaneous package of valuable information.

4.4. Questions

All three interviewees were asked similar questitwas were prepared beforehand.
As mentioned in the interview structure and obyexgi—chapter, the interviews were
conducted in Finnish and presented in the formpaineended questions, but in or-
der to make it understandable for non-Finnish re;adkey are translated into Eng-
lish as well. Even though the summarization metbfodata analysis wasn’t used,
the questions were, anyhow, divided into five goap means of summarizing the
main research issues. Besides, all interviews deeel in their own personal way
and the interviewees were given the freedom to feaadonversation. Therefore, not
all interviews consisted of exactly same questibtmvever, the core research ques-
tions were followed and needed to be answeredfdllwaving list will show the re-
search questions utilized to give a certain stnecto the interview and related rea-
soning for why they were asked.

The questions translated into English

Topic 1: Investment criteria

1. What kind of investment criteria do angel investoase?
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2. What kind of investment criteria do crowdfundersdfa

. Could a potentially large amount of new unaccrebi#ieareholders (crowdfunding)

be better than a few accredited ones (angel fingjiei

These questions were asked in order to get anhinsighe criteria both investors

tend to follow and which are closer to the attrédsustart-ups could offer.

Topic 2: Crowdfunding in Finland

. Should a Finnish start-up prefer a Finnish crowdfog platform over an interna-
tional one?
. Do you believe that Finnish crowdfunders (espegiatin-professionals) would ac-

tively invest in a start-up through a crowdfundplgtform?

The main idea here was to get viewpoints on whasipte advantages a Finnish
crowdfunding platform could offer instead of utiig an international service or
vice versa. In cases where crowdfunding is besegluit is interesting to know

what the crowdfunding company founders think albmw this new phenomenon

will earth in Finland and whether they believe therenough trust in the market.

Topic 3: FC Media Oy
. Which form of external financing should a tech sstgr with the following infor-

mation consider?

» Idea is to create a global online platform wheeewtarious football com-

munities come together

= Unproven track record

* Not a fully developed product

» No existing customer base

» Founders have exhausted their personal savings
. What should this start-up undertake or improvergteoto raise the desired amount
of €900,000 - €1,000,0007?

Case company FC Media Oy is used as a start-upm&amneed of additional
funding. With the help of a few guidelines the mtewed investment experts can
give an indication of which form would be more @nefble in this situation. Since
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the required sum of capital is €900,000 up to orikom for the first two years of
operation and it is not certain at all that thisoammt will be reached, it is important
to get a clear picture of what FC Media Oy couldrdorder to have an increased

possibility of raising the needed sum.

Topic 4: Main research question

8. Which form of financing is better for start-ups?
The core incentive for using a qualitative reseagproach in the form of inter-
views was to receive several opinions and relagadaning from industry specialists

on which form is more preferable for start-up comipa.

Topic 5: The future

9. How does the future of angel investors look like

10.Does crowdfunding form a threat for business anigefisnland?
These questions were meant to get an indicatidtowfthese professionals think
angel investing and crowdfunding will develop i i{fmear) future and whether the
latter one could compete with its larger brother.

The questions in the original language: Finnish

Aihe 1: Investointikriteerit

1. Milla kriteereilla enkelisijoittajat investoivat?
2. Milla kriteereilla joukkorahoittajat investoivat?
3. Olisiko suuri maara uusia ei-valtuutettua piengggaa parempi kuin muutama

valtuutettu sijoittaja?

Aihe 2: Joukkorahoitus Suomessa

4. Olisiko suomalaiselle start-upille jarkevampi hyatha suomalainen
joukkorahoituspalvelu ulkomaalaisen sijasta?
5. Uskotko, ettd suomalaiset joukkorahoittajat (esigti ei-ammatilaiset) sijoittaisivat

aktiivisesti start-up yritykseen joukkorahoitusatrskautta?
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Aihe 3: FC Media Oy

6. Mita rahoitusvaihtoehtoa teknologia start-up sewiti@atiedoilla kannattaisi

hyodyntaa?
» |deana on luoda maailmanlaajuinen online alustadriskuisat
jalkapalloyhteisot kokoontuvat
» Ei (taloudellisia) saavutuksia
= Eitaysin kehitetty tuote
» Eiolemassa olevaa asiakaskuntaa
» Persutajat ovat kayttaneet kaikki henkilokohtassgtstonsa
7. Mita kyseisen start-upin pitéisi tehda tai paraneti olisi mahdollisuus saada

tavoittelemansa rahansumman?

Aihe 4: Tutkimuksen ydinkysymys

8. Kumpi rahoitusmuoto on parempi start-up yrityktlle

Aihe 5: Tulevaisuus

9. Milta enkelisijoittajien tulevaisuus nayttad Suoses

10.0Onko joukkorahoitus uhka enkelisijoittajille?

4.5. Data analysis method

A thematic analysis method will be used in ordecdambine the information gath-
ered from the three interviews. According to Gibsod Brown, a researcher utiliz-
ing this approach wants to achieve three objectivasiely exploring differences,
similarities and relationships. (Harding, 2013:.98)rthermore, the thematic meth-
od can be divided into two different data analygproaches. The first one, the
summarization of interviews, could be used to supihe other method, the con-
stant comparison of interviews, but in this cagel#itter one is seen as sufficient.
The main reason for this choice is the fact thatslimmary-approach is more useful
when wanting to minimize a significantly larger amo of information in order to
simply recognize the core points (Harding, 2013: &nce all interviews were re-
quired to be done in a rather short time, the goestwvere already reduced to only

discuss the main issues and thus a further sumatiamnzwon’t be necessary.
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Harding (2013: 66-67) explains the constant contperanethod in three easy-to-
be-followed steps. Firstly, a list should be madih wegards to the differences and
commonalities between the first to interviews. Binswers of every similar question
or topic should be compared to one another andthetsimilar and different as-
pects in the responses should be written downr Afiee, every following case
should be compared to these two and lastly, thesareh findings should be identi-
fied. Three interviewees is seen as appropriatesnery time another object of
analysis is added, it will be increasingly comptéxzhto get a clear picture of the
similarities and discrepancies regarding the difféviewpoints (Harding, 2013:

75).

4.6. Assessment of reliability

The information in this thesis has been collectedhfreputable sources and general-
ly, especially related to crowdfunding, very recenés. Due to the reasons that
online crowdfunding is a rather new understandimthe Finnish market and that

it's relation to business angel funding has notbgein covered widely in public,
whereby thus not many professionals do have sefftaxpertise in the field, it is
understandable that most given statements coubé®ed on assumptions rather
than well-established practical experience. In t@aldli the answers given in the
gualitative interviews are done on basis of thpoesients’ personal experiences,
viewpoints and knowledge in both markets and tleeee$hould be seen as advices
and opinions instead of the only possible alteweatince every case is unique. Fur-
thermore, it is highly likely that the surveyed imgss owners give answers that are

largely connected to their own service and talgreference of it.

Moreover, permission was asked and given for th@ighing of the information
collected from the interviews. Interesting to nist¢hat, according to Mutanen, their
main incentive for participating in such an intewiand getting a few valuable
guotes listed in a research publication is increagie marketing of crowdfunding.
Since it is such a new form of financing it is innfamt to make people aware of the

possibilities it offers, but similarly also maketemf the related risks involved.
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4.7. Research outcomes

This part will show the answers the intervieweeghgiven on the earlier listed
guestions. Additionally, the answers will be congaato each other as was ex-
plained in chapter 4.3. In order to simplify andrily the comparison process the
answers are placed under the five topic groups.ifiteeviewees will be shown un-

der their initials.

4.7.1. Answers to the interview questions

Topic 1: Investment criteria

MM: Both through the angel financing business (B.AaRd through the crowd-
funding platform (PocketVenture) the same investneeiteria are maintained. Both
investors seek to invest into a large variety aftstip companies, where especially
technology and healthcare —related industries havigher focus. Any listed firm
has the possibility to apply for additional finamgj but its actual market potential
will be determined by the management itself. Furthes desirable to have a huge
amount of small shareholders instead of only ongorlarge owners, because the
marketing power of a group is far more effective du its exponential growth po-
tential than the power a few people would haveels of two individuals investing
€500,000 each, PocketVenture encourages entrepsetoeseek, in a matter of
speaking, for a million backers investing €1 penspa. Social media is becoming
increasingly popular and therefore worth-of-mouwth ceach more and more con-
sumers.

LM: All investors at Invesdor invest based on the stamas, which include three
main characteristics. The business idea shouldably be good and have enough
potential with regards to the market it operatef\iso the management team and
other influential members on the background shbeldecent. Investors can be be-
sides individual persons also investment fundsyreneustomers. When considering
crowdfunding, it is important to have a clear pretin mind of what the target

group, or ‘crowd’, will be. In other words, think who will invest in the company
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or product in question and what will they be oftene exchange for their capital
(f.ex. shares)?

JJ: The debt-based financing product Kansalaislainades mainly on angel in-
vestments, where precise credit checks are doteiform of an extensive due dili-
gence process. Kansalaisrahoitus, on the other, kandentrates rather on the
crowdfunding phenomenon. Here also, target compaarie being screened careful-
ly even though studious credit checks aren’t détwvever, business angels are not
excluded from investing with the crowd and thushbiypes of funding could be ac-
cessed simultaneously. A large amount of new sloédtels will bring more healthy

competition and additional contacts.

Topic 2: Crowdfunding in Finland

MM: Finnish early-stage ventures should initially afp¢no utilize a Finland-based
crowdfunding platform, because the given guidasdeetter and more focused.
Anyhow, the choice of platform also depends on whatdesires and objectives of
the start-up are. For example if the managemenhbdgsoblem with welcoming a
bunch of international shareholders and, additignegquires a larger sum of exter-
nal capital, the potential of a sizable non-Finrpsktform could be more significant.
It isn’t likely that Finnish non-accredited investpalso known as the normal crowd,
will very actively put their money in start-up fisxthrough crowdfunding websites.
However, there will be enough non-professional kegko support early-stage ven-
tures, especially when marketing on the mattendéseased.

LM: Whether choosing a Finnish crowdfunding platforrmot depends on what
the start-up is seeking for and what is offeringatential investors. Only in cases
when a company tends to give out shares, the csbimeld inevitably be a Finland-
based service, since it is almost impossible teast legally very difficult to issue
shares through an international platform. Moreoreate and more Finnish crowd-
funders will actively invest in early-stage compamthrough an online platform.
This amount is likely to increase even further wiith help of social media services
and various promotional events, such as pitchirngsions.

JJ: First of all, start-ups should absolutely consiggploiting a Finnish crowdfund-
ing service since it is usually more beneficialttoe company. Furthermore, the
economy of Finland also profits significantly frarapital invested into its markets.
This so-called ‘blue capital’ will stay thus in thands of Finnish people. Crowd-
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funding is such a new concept in Finland, which msghat the average crowds’
awareness on the matter is considerably low. Howevgrowing amount of people
are becoming aware and interested in this fornxtd#raal financing and there is as
it were a boom going on in the industry. Marketmdj, logically, increase the pop-
ularity of crowdfunding. Interestingly, as Vaurgsigsomi is the only platform to use
telemarketing means to reach more customers, thieeptalls are only meant to
raise awareness and contact potential investorsharsdaren’t used in order to sell

any product.

Topic 3: FC Media Oy
MM: In the case of FC Media Oy it will be advisablautitize the crowdfunding

option, since it forms a considerable problem teer&900,000 to €1,000,000 from
only one or a few business angels. On the othatt,hfa start-up sees more poten-
tial in angel financing, it would be wise to sghie required amount into smaller
pieces and collect financing over a few periodsctvincreases the chances of re-
ceiving funding. Hereby should be taken into coemtion that these smaller
amounts, or at least some of them, could be rdigedigh the means of crowdfund-
ing. This can also be done simultaneously and ¢bu&d accelerate the whole fund-
raising process.

LM: Even though FC Media Oy has an interesting busiess the main issue
here, when wanting to fundraise through Invesdothat the company doesn’t have
any track record regarding finances and custorkyaever, it is positive that the
start-up has received positive feedback from isteckinvestors in the past. Howev-
er, both options could work dependent on what tag-sip requires.

JJ: Based on their investment criteria, Vauraus Suareschot, in most cases, con-
sider start-up ventures that are this early inrtievelopment. In other words, they
tend to invest in companies where the highestsiage has already been passed and
the firm is ready to launch their product or seevim the market. On the other hand,
when a start-up has an interesting business ideantbination with a good and sol-

id management team, Vauraus could see this assibfmBivestment target.

Topic 4: Main research question

MM: Which form a start-up should choose depends orn witaria the owners of
the company have? The most important consider&ditve@ made here is to deter-
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mine whether the start-up only needs additionaitabpr also requires some sort of
expertise in the form of a new Chief Executive €Hfior other board member. In
other words, a crowdfunding platform should abssiube utilized in case only cap-
ital matters and everything else is in place, aghn effective management team
and organizational structure. But when additioeaiforcement in the managerial
composition is needed, business angels are far bsoreficial. Important to note is
the fact that, when seeking angel investmentsppaftontacts with these investors
are usually necessary. After asking which one efttéyo fundraising options Mu-
tanen wouldn’t put down in order to fully conceméran only one form, he an-
swered that it would, with certainty, be crowd-lhfiaancing.

LM: 1t is difficult to directly state at this point,hich form will be more suitable,
since it mostly depends on what the start-up itsalfits. If it knows exactly what it
is doing in order to grow as a company, then cronding would be better, but
when expertise is needed, the angel option shauldsbd. The positive aspect about
crowdfunding is that the entrepreneur can deteritiad¢erms to be followed,
whereas business angels usually tend to havedwairstrict conditions. Further,
when a start-up wants to keep the possibilitiefsitofre venture capital financing
open, it isn't recommended to utilize crowdfundahge to the large number of new
shareholders.

JJ: Every start-up company should be looked at caseabyg and therefore it is hard
to give a clear answer on which form is more sugta¥hen the team behind the
company is well-established, crowdfunding is thédveoption, whereas angel fund-

ing should be applied for in situations where enxdéexpertise is necessary.

Topic 5: The future

MM: Crowdfunding will not be a threat for the businasgel sector. As a matter of
fact it is perfectly possible for both forms toesfftively function together, where
they could assist each other in finding the bessjtde investments. An issue for
angels has always been the ineffectual informdfimn; also referred to as deal-
flow, with regards to potential investment oppoities. Now with the speed of
online crowdfunding platforms these occasions cauomuch faster and be found
far easier. In theory this would mean for instati@ an angel registers him- or her-
self at a crowd-based funding website and eithergts together with the crowd or
personally contacts interesting start-ups.
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LM: Crowdfunding will be a complementary product on $ide of angel financing,
therefore isn't believed to form a threat. At lesFinland, it would be sensible to
combine the money circulating in the crowdfundindustry with the active angel
capital in order to form a much larger and poteiytimore effective market.

JJ: As with everything, crowdfunding could be seen badha threat and as an op-
portunity for angel investors. On one hand, the groef business angels will de-
crease, because entrepreneurs have more choiceegétds to possible backers and
therefore angels will lower and simplify their irstenent criteria. But it is highly
likely that angels could also benefit from the cdfmnding market.

4.7.2. Comparison of results

The following chapter will compare the informatimcteived from the interviewees
to one another. As described in the data analysthad —part, the first interview
will be compared to the second one, where aftettting one is being compared to
first interview. The five core research topics usethe conversations will be ana-
lysed and the similarities and differences willdmnted out. At the end a summary
will be drawn in order to clarify the collected vis. Mutanen’s viewpoints will be
referred to as Interview 1, Makel&’s opinions aefview 2 and ultimately Junkki-

la’s ideas as Interview 3.

Interview 1 and Interview 2 comparison

Topic 1: Investment criteria

Similarities: All business angels and crowdfunders investingugh their plat-
forms invest based on similar terms and criteria.

Differences: Mutanen sees a large number of tiny shareholdensaaie beneficial in
comparison to one or two big investors. Makeldest#éhhat this depends mainly on
what the start-up wants to achieve in the future.

Topic 2: Crowdfunding in Finland

Similarities: Both agree on the fact that a Finnish start-upkhimitially always
make use of a Finnish crowdfunding platform, bsbahention that the company’s
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requirements, desires and offerings for potentiastors should be taken into ac-
count as well before making a decision.

Differences: Mutanen believes that average Finnish crowdfunderst very ac-
tively invest through online platforms, whereas Midkis of the opinion that its
popularity will rapidly increase in the form of aa investment behaviour.

Topic 3: FC Media Oy

Similarities: Both don’t exclude one or the other option.

Differences: On basis of analysing the situation of FC Media Mytanen sees
crowdfunding to be more suitable, but doesn’t edelthe other option. Makela
mentions a few issues related to the start-up lagettore keeps both forms open as
possible fundraising means, also noting thatdgeigendent on the firm’s own re-

guirements.

Topic 4: Main research question

Similarities: Both agree that it depends mainly on what the @mjitself is look-
ing for. Similar to Mutanen, Makel& states that@&se a start-up needs an experi-
enced businessman to bring more know-how to ting tine business angel option
should be chosen, whereas crowdfunding shouldilizedtwhen everything else is
well-organized, but only additional capital is reqd.

Differences:None

Topic 5: The future

Similarities: A common point of view regarding the future, whtrey believe
business angels could effectively benefit fromdr@vdfunding market, for instance
by registering at various platforms.

Differences:None

Interview 1 and Interview 3 comparison

Topic 1: Investment criteria

Similarities: None
Differences:Where Mutanen states that crowdfunders and anggate similar cri-
teria with regards to start-up companies, Junkidla different experiences on this
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matter. He says that business angels do a muchpnecese research before invest-
ing, whereas the crowdfunders through his servacelact a less extensive due dili-

gence.

Topic 2: Crowdfunding in Finland

Similarities: They agree that Finnish start-up firms should gv@onsider raising
additional funds through a Finland-based platfamajnly due to the much better
assistance from the service itself.

Differences: Mutanen is a little more sceptical on the intesest activity the nor-
mal crowd will show in the near future, but JunkKielieves that, even though it

isn’t quite popular yet, its awareness will increaapidly.

Topic 3: FC Media Oy

Similarities: None

Differences: Mutanen sees crowd-based financing to be potentiatire suitable
for FC Media Oy, whereas Junkkila thinks that thation, at least through his own
platform, shouldn’t be utilized.

Topic 4: Main research question

Similarities: Both mention that every start-up case is uniquktharefore the core
guestion to be answered by the entrepreneurs itheththey need expertise (busi-
ness angels) or only external funding (crowdfunling

Differences:None

Topic 5: The future

Similarities: Even though Junkkila is a little more critical thhe matter that both
forms could effectively work side by side, theylibgee a possibility in a combined
future.

Differences: However, Junkkila believes that a strong crowdimganarket could
make business angels a little weaker with regarddvways getting the best possible
investment opportunities. Mutanen, on the otheg,didinks that they will be com-

plementary financing products in the future.
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The below listed table 7 will represent the corafzoall three interviewees shared

and will be placed under the five main topics. Tl simplify the comparative

process with existing literature executed in arlatage. The last column will show

how much these three patriarchs of the Finnish dfomding scene either agreed or

disagreed with one another.

Table 7: Interview

summary

Markku Mu- Lasse Makela | Jouni Junkkila
Results
tanen (MM) (LM) (J39)
_ Angels do more MM and
Topic 1: In- | Same terms and _
_ Same criteria o extensive re- | LM agree,
vestment cri- criteria for start- _
' for start-ups search than JJ disa-
teria ups
crowdfunders grees
Finnish platform
Topic 2: Finnish plat- | should be pre-| Finnish plat- | All three
Crowdfunding| form should be| ferred (especial; form should be| agree total-
in Finland prefered ly when issuing preferred ly
shares)
_ No preference,| No preference,
Crowdfunding o o
. ' but considering| but considering All three
IS more suita-
' company’s own| company’s own have al-
Topic 3: FC | ble, butcan be, o o
) ) | criteria, crowd- | criteria, crowd-| most simi-
Media Oy | used in combi- o o _
) _ funding is more| funding is more| lar view-
nation with . _ . _ '
suitable at this| suitable at this| points
angels ' '
point point
Crowdfunding,| Crowdfunding, | Crowdfunding,
Topic 4: Main| when only capiqy when company| when manage- Al th
three
research queg- tal is needed, | knows exactly | ment team is
: o , agree
tion but angel fund-| what is it doing,| well-organized,
ing, when ex- | but angel fund-| but angel fund-
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pertise is need: ing, when ex- | ing, when ex-

ed pertise is needed pertise is need-
ed
_ MM and
Angels could | Crowdfunding
. . . . LM agree,
Topic 5: The | invest through| will be a com- | Can potentially 13 d
isa-
future crowdfunding plementary form a threat
grees
platforms product i
slightly

4.8. Comparing existing material to research outcomes

This part will concentrate on finding the commotes and differences between the
existing literature-based material and the answetise interviewed individuals.
Since the interviews mainly concentrated on opisiand therefore left out factual
information-seeking answers, the earlier done caoismas in chapter 4.5.2 will
have to be supplemented with the literature-basaigmal where the major part of
chapter 3 consists of. Prior to this comparisoisg iinportant to determine, which
parts in chapter 3 should be utilized in orderrnty@ompare the information that
matters most to start-ups in need of external fugudBy using this approach, the
most essential knowledge is being covered, compandcdlearly summarized.

Both the business angel and crowdfunding chaptgslwith a broad description,
where after the different angel investor and crawmder -types are being explained.
Since these parts are mainly introductory and daweoessarily require further dis-
tinctness, they are not included in this compari€samthe other hand, the investor’s
strategy and criteria chapters are seen as vitaider to make the best possible
fundraising decision. Besides, topic 1 of the wiaws also considers this matter
and thus it is obvious that this information isdideogically, the advantages and
disadvantages related to both forms are ratheulsséien they are weighed up
against each other. This aspect was not directigreal in the interviews, but many
pros and cons simply presented themselves durengdhversation or where indi-
cated by the interviewees themselves. Further,teraf.1.4 and 3.2.4, regarding
advice on what start-up entrepreneurs should takeaiccount, are included since

they contain valuable information. These parts, én@v, will be included in the in-
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vestment criteria —section to make the summariaatiearer. As with the first and
second introductory and less opinion-rich chapties parts concerning case exam-
ples of start-ups aren’t included as these shailter be viewed on the side of this
comparison and learned from. The chapters wherel amgesting and crowdfunding
are described based on how their current situatiéinland is (3.1.6 and 3.2.6), are
important and should be compared to one anothtrview topic 2 and, partly,
Topic 5 consider this country-related issue as wamedl its information will be com-
bined with the collected literature-based matefifke last chapters, explaining
where to search for angel investors and which cfomding service to utilize, al-
ready consist of their own respective comparisboswill subsequently be weighed
up against their counterpart fundraising optionswever, this part will be included
in the investment criteria topic since it is higkelynnected to the criteria investors
have in relation to what start-ups desire, evenghahe largest part of the text is
factual information. For this reason, only somegpaf the text will be included in
this comparison. Table 8 will illustrate the topiesed for this comparative research
part. Additionally, the parts included in each sfietopic are also mentioned. In
order to avoid possible misconceptions the worditto as already used for the in-

terview comparison, will be replaced by the terobjgct’.

Table 8: Research subjects
Investors strategy and criteria (3.1.2
and 3.2.2), Where to find business an-
Subject o gels? (3.1.7), Which crowdfunding
Investment criteria
1 platform to choose? (3.2.7), What
should start-up entrepreneurs consider?

(3.1.4 and 3.2.4), Interview topic 1

Subject Advantages and disadvantages for
Pros and Cons
2 start-ups (3.1.3 and 3.2.3)
_ Business angel funding in Finland
Subject - S
3 Situation in Finland (3.1.6), Crowdfunding in Finland

(3.2.6), Interview topic 2 and 5
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Subject 1: Investment criteria

Business angelsThe majority of angels tend to have a few commaterca with
regards to start-ups. Logically, they look for gpwohovative business plans in a po-
tentially profitable market, but also a talentedtiwvated and, in particular, a trust-
worthy management team is rather considerablet @nggetting along well with
the entrepreneur are the most vital aspects. Téofnroelated ventures, especially
the software, bio tech and healthcare —industrnepeeferred, but angels usually in-
vest in the industry they have most experience.Willey also rather commit to lo-
cal businesses in order to help their communitgividual angels typically invest up
to €100,000 and group investments start from atguaf a million euros. Angels
also highly consider the amount of other financteescompany has, which helps
them in determining how much power they could rneeevithin it. This implies that
they do not prefer start-ups with a large numbeshafreholders or other influential
owners. Further, business angels are largely facosesxit-strategies, which results
in a short-term vision. Mainly for this reason, afsgtend to conduct extensive mon-
itoring regarding the firm’s credit situation. Ultately, investors rather work with
local companies in order to assist their commuitysiness angels are very focused
on a high return on investment and, thus, theyctcdemand rates that are up to 50

percent.

When taking a look at the various angel networktéaa, the two largest Finnish
entities, Fiban and Ledi, invest in about 20 td-8fland-based early-stage business-
es annually, with typical amounts ranging from ab®10,000 up to €200,000. The
nine Vigo-accelerators mainly concentrate on tetdgybased ventures, but not all
of them are interested in the very first stages cdbmpany.

Crowdfunding: First of all, crowdfunders look at exciting busiagdeas they can
identify themselves with. Therefore, many starthvuestors are or can be seen as
potential customers. In addition, they try to getear picture of the team behind the
company. As trust issues are usually hard to deéterm online encounters, crowd-
based funders focus their energy on researchingritrepreneur’s prior experiences
in the business scene. However, they do attengetta picture of the personality
behind the entrepreneur and his or her team. Dtleettact that they are, in most
cases, unprofessional investors, only personatalapat can be lived without will
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be invested and less intensive credit checks wikjplied. Thus, the average in-
vested amount could lie between a few thousandseak@n though many also
pledge only one or two euros. However, crowdfungifagform owners and policy
makers state that the minimum investment rangeb&ilowered and encouraged
even more, which could result in an increased nurabeew shareholders per start-
up. The popularity and existence of social medmsggnificant benefit for crowd-

funders and platforms and therefore utilized a lot.

The suggested crowdfunding platforms also have twven criteria. Some of them
have an application process for start-up companibereas others accept almost
any kind of project. These strict application agmites are simply done, because
most platforms are dependent on successful fundgagvents with regards to their
fee structures. Due to legislative restrictions masbsites only allow firms to raise
a maximum amount of €1,500,000. Also the minimugesiment sums vary signif-
icantly from only a couple of euros to a few thauds In some countries only ac-

credited investors are allowed to invest or evealliorestricted from investing.

Comparing investment criteria

Similarities: Trust in the entrepreneur seems to be an impdidatar for both,
even though it is harder to determine in the cdsecwdfunding. Both invest into
companies they can (closely) relate to for oneaeas another. Whereas angels
look for industries that are within their area gpertise, crowdfunders usually in-
vest in a product or service that they are intecest or even consumers of.
Differences:Business angels have significantly more criterieelation to crowd-
funders, especially regarding credit checks. Irtliai angels invest much larger
amounts than their counterparts. Typically, angide demand considerably higher
return rates. Ultimately, angels do not prefer besses with a high number of
shareholders aboard, but crowdfunders, on the bthed, do not demand a lot of
decision-making power and, thus, do not mind slgarentures with many other
owners. Business angels prefer to invest in sgastalose to their residence, which

isn’t the case with crowdfunders since they opevatae.
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Subject 2: Pros and cons

Business angelsAs can be seen from the tables drawn in the sugpn(Bat.3), the
advantages of utilizing angel investors overwetghlisadvantages for the most
part. Angel capital fills the equity gap that ms&drt-ups deal with in the beginning
and, besides, has a huge influence in attractinggufinancing from venture capital
funds. Another significant benefit is that theyrlgriexperience, knowledge and usu-
ally valuable contacts along with their money. Ttagjreements tend to be more
flexible in comparison to the one VC’s undertakd,dnrthermore, no additional
fees are charged by the angels themselves. Nowdalagisess angels can be found
nearly anywhere and in most industries. Lastlyy thitgen seek local opportunities

and, for this reason, most angels are very sodiafigonsible.

On the down-side, angels usually demand a lot nfrobin the form of large own-
ership percentages and eventual management pasifibarefore, they share in the
profits (and losses) and are very exit-orientedrdgmeneurs deal with huge pressure
issues from angels, who typically demand high RQtisaddition, angels tend to do
only one single investment, which means that follmwinvestments are not very

common. In order to attract angels, many paid pigclevents have to be visited.

Crowdfunding: Also crowdfunding tends to fill the earlier mentezhequity gap.
Furthermore, application processes are rather siapd a lot of pitching is not nec-
essary. Interested backers can form a powerfuldfedarge marketing channel and
the access to valuable feedback is easy and grdbs. Thus, crowdfunding is usu-
ally a cost effective option, where the averagerofgssional crowd doesn’t focus
too much on complicated exit-strategies.

On the other side, an unsuccessful crowdfundingoeggn could result in a negative
image. Moreover, a large number of new shareholdmrkl create many issues,
such as organizational problems or possible futargure capital financing. Crowd-
funding companies don’t have much privacy sincet ®f important information has
to be published online in order to attract ands$atpotential investors. Since fund-
ing is raised through online means, trust-relassdes are not uncommon. For in-

stance various documents should be checked arfeederi
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Comparing pros and cons

Similarities: Both fill the equity gap that exists when startfapnders have used up
all their personal savings, but can’t attract vemtapital or secure a bank loan.
Nowadays, clear angel investor databases are Bingha available to entrepre-
neurs. Crowdfunding platforms also clearly listiteembers.

Differences: Angel financing increases the possibility to reeeienture capital,
whereas crowdfunding reduces the attraction. Ssreedfunders are unsophisticat-
ed investors, their demands are much lower. Fampi@angels require significant
influence within the company they invest in. Bussangels bring experience, ex-
pertise and additional contacts in combination wdpital, but crowdfunders only
invest money. Crowdfunding companies acquire a langeunt of new sharehold-
ers, where angel funding brings in only a few. Beiwissues are of a much higher

concern when crowdfunding then when angels ariz exil

Subject 3: Situation in Finland

Business angelsThe business angel sector has already overthrosvmehture
capital market in Finland. Most investments areedimninformation technology- re-
lated ventures, but the healthcare and mobile -simidis are funded a lot as well.
Almost three-fourth of these investments is dongroups with an average of
€60,000 per company.

Many specialists in the field believe that Finnimlsiness angels will utilize crowd-
funding platforms in order to find deals more effegly. Further, since angel invest-
ing is a well-established and appreciated formxtémal financing, there are no

significant legislation-related issues on the FShninarket.

Crowdfunding: Today, the Finnish law allows unsophisticated ihmesto take

part in early-stage financing. At the moment, theme=only a few active crowdfund-
ing platforms on the market, but it is believed tiies amount will grow significant-
ly in the near future. Finnish crowd-based fundemgjties have underwritten agree-
ments that they are not allowed to offer accrediteahcial services, but should on-

ly serve as a marketing platform.
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Also the marketing of the crowdfunding concept imeseased and many profes-
sional think that the hype will continue to groneevmore. However, not everyone
is certain about the fact, whether Finnish crowdtns will actively invest through

the Internet.

Comparing situation in Finland

Similarities: Currently, there are approximately as many angsvoris as Finnish
crowdfunding platforms.

Differences:Online crowdfunding is very new and still undergadst of legisla-
tive and trust-related challenges. Business angelifig is more established and

therefore clearer for most entrepreneurs.
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5. CONCLUSION: CROWDFUNDING OR BUSINESS ANGELS?

The last chapter of this thesis will explain, basadhe made comparisons, which
form of external financing is most suitable forrsi#p companies. In addition, the
start-up firm, for which this research study hasrbeonducted, FC Media Oy, will
receive valuable advice regarding which option thleguld utilize. Ultimately will
be explained what other early-stage ventures ifaisituations could benefit from

this research study.

5.1. Which option should FC Media Oy utilize?

In the introduction the main research question prasented, namely which form of
external financing is more suitable for start-umpanies? First of all, as stated by
all three interviewees, there is no right answehie question. Most of it depends
on what the company itself needs and desires,Iboitom how the organizational
structure looks, what is offered to potential shatders and of course the firm’s ob-
jectives. Both options have significant advantagesomparison to their negative
sides. However, also this depends on what the gtéstsituation is since every case
is unique and someone’s disadvantage could turtodug beneficial for someone
else. Even though many experts in the field arg pesitive about the crowdfund-
ing phenomenon and its potential in the financiegar, it still has to prove itself

for a longer period of time in order to competesefively with angel funding for the
coming years.

As it is complicated to choose one or the othedfarsing option, since that choice
is strongly connected to the company’s overallwimstances, it will be helpful to
present a case example of FC Media Oy in ordendavsvhich form is more suita-
ble for this particular company. Even though ineesbase their decisions on a lot
more factors than used in this example, such aopal preferences, and not all
firms are able to completely identify their owrusitions with it, it is important that
start-ups understand the idea of this exerciseleTabsts the main characteristics of
FC Media Oy to help readers remind the facts camedin chapters 2.1 and 2.2 and

clearly summarize the most vital information neettedhis example.
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Table 9: FC Media Oy overview

Industry Web-based services (Social media)
Stage in Life Cycle Seed / start-up stage
Capital Required €900.000 - €1.000.000

(Year 1: max. €200.000,

Year 2: max. €800.000)
Company Needs Marketing funds

Travelling funds

Web-designers

Country manager(s)

Other maintenance funds
Objectives Launch service to the market

Acquire customers

International expansion
Disadvantages No financial track record

Not fully developed product

No customer base

Analysis

As Mutanen stated in the interview, it is quitehaltenge to raise such an amount
from an individual angel. Therefore, an angel groapld be counted as a suitable
option. Moreover, most angel entities prefer invegsin the sector FC Media Oy is
part of, namely web-based technology, which giles start-up a great advantage.
However, most business angels tend to do rathefutand extensive credit checks.
Anyway, this doesn’t exclude angel financing, kather reduces its chances. The
fact that the company needs country managers ifbic@tion with future cross-
border expansions increases the need for a skillsthess angel that has had expe-
rience in this particular area. A potential probjdrawever, could be the fact that
angels don’t tend to do follow-on investments, whig rather important for a firm
that seeks rapid expansion. On the other sidentieased possibility to get venture

capital should be taken seriously into account.
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It is clear that the start-up do not prefer toijedted by only external capital. For
this reason, we should also take a look at what@fending could offer. Since FC
Media Oy is a web-based service and has a pantifndas on and connecting with
social media-related activities, crowd-based fimagmcould just be right. The com-
pany also requires additional funds for upcomingk®eing expenses, but this issue
could be solved by the average crowd using extensarth-of-mouth. The same
crowd could be a valuable source of customer feddtegarding the service. Fur-
thermore, the majority of crowdfunding platformoal entrepreneurs to raise up to
€1,500,000 in additional capital, which gives tloenpany the opportunity to collect
the whole desired sum at once. The main problerR@Media Oy, with regard to
this type of fundraising, is that possible futumeestments are hard to acquire due to

the many new shareholders. This factor is impotiatéke into consideration.

After analysing the pros and cons of crowdfunding angel funding, it is safe to
conclude that both forms could be beneficial todbmpany. As many fundraising
experts believe that crowdfunding can be a compheang product on the side of its
more popular counterpart, it will be interestindital out how this combination
would work in theory. In the case of FC Media Ohg heeded amount of capital
will be broken up in smaller, more realistic su@mce individual business angels
usually invest up to €100,000 and groups on ave€&8eD00 per case, in addition to
the difficulty of attracting more than a coupleawfgels, we should assume that a
maximum of €120,000 to €200,000 can be raised gir@angel financing means.
This leaves approximately €800,000 to be financih the help of the crowd,
which is not an unrealistic amount. However, siogly one-fifth of a million is
needed for the first year, it could be possible magbe even wise to attempt to
raise only half of that sum. In the following yearother crowdfunding campaign

could be created in order to raise the other €410,0

5.2. A new approach to start-up fundraising - Suggestions for further research

As the given suggestion for FC Media Oy indicatiesan be highly effective to uti-
lize angel funding as well as crowdfunding to nteetdesired fundraising targets.

Both options have huge advantages for start-upsvemy surprisingly, most angels
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and crowdfunders share a lot of similar investneei¢ria and therefore could per-
fectly complement each other. The unsophisticated@ could learn from the ex-
pertise and experience of business angels, whanggeds could easily and rapidly
find new opportunities through the growing numbiedifferent platforms. Further-
more, as Mékela stated in the interview, the maneylating in the Finnish equity
crowdfunding market should be combined with thaltoapital in the Finnish angel
investments sector in order to create a largeecétfe, more solid and more compet-
itive environment for both investors and busines$bss combined force has the po-
tential to solve, for most part, the equity gapigbeon many start-up entrepreneurs
are dealing with. Not to mention, that companiesdohus benefit from the know-
how, experience and valuable contacts an ange| addsmbination with the great
marketing and feedback power a large crowd hasnthgber of investors will be
much larger and, especially due to crowdfundinigyger variety of start-ups in dif-
ferent industries are potential candidates forivéng financing. On the other side,
venture capitalists, that are meant to fill possiithancial gaps after this stage, are
not attracted to companies with many sharehol@arsa combination of the crowd-
funding and angel markets could mitigate the dat¥C’s tend to maintain due to

the fact that the need for their injections wilccease significantly.

It is clear that a lot of further research needsd@onducted on the matter in order
to make entrepreneurs, the average crowd, butaalgel investors aware of the con-
sequences that are connected to these fundraigtians. Especially entrepreneurs
should study case examples and interview otheeaglles that have either success-
fully raised one or the other, or failed to colldot needed amount. Also possible
research should be executed on businesses thatoseege both angel- and crowd-
funding. Ultimately, a lot of effort and respon#itlyi has to be taken by the main pa-
triarchs of the Finnish crowdfunding scene. In othierds, they should largely in-
crease marketing on the matter and form partnesshigh angel networks or other
similar institutions. Additionally, policy makers&suld be put pressure on to give
the Finnish economy, in particular small- and madaized companies, the finan-

cial boost that is highly desired.
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5.3. What could other start-ups learn?

Most business angels prefer to invest in innovativestly technology-related ven-
tures, whereas crowdfunders also tend to look éov ieas with a competitive ad-
vantage. Despite these preferences, any start-oped of external funding should
attempt to acquire the capital they need to groieast they should consider and
analyse both options and relate their firm’s sitwatis well as their personal desires
to it. Mainly due to these reasons, this thesishiegesn composed and thus start-ups
can easily compare the various aspects of angaid¢ing and crowdfunding. The
above suggested angel networks, accelerator pregrachcrowdfunding platforms,
however, are mainly suggested considering the tw@reumstances of FC Media
Oy and eventual other similar Finland-based techpamies. Therefore, other start-
ups should only include them in their own compaemastudies. Lastly, the main
message that companies should learn from thisstisasily, is that there are always
possible solutions to raise external capital arad time focus shouldn’t only be on
one particular fundraising option, but instead mbmation of two or even more

forms of financing can be much more effective aaddsicial.
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