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Crowdinvesting

Digitalization has already changed sectors fundamen-
tally. By creating new ways to process information, dig-
italization will particularly affect those business models 
that are information intense. Information is at the core 
of the financial sector. To date, changes have occurred in 
the financial sector within existing firms. But they often 
lag behind so-called FinTech start-ups. Among them are 
online platforms that intermediate between individuals 
who want to invest their capital (investors) and ventures 
that need capital to pursue projects (firms). By early 
2016, the UK market for crowdinvesting reached a total 
volume of over 200 million GBP and is the largest mar-
ket in the European Union (EU). Germany is the closest 
contestant with an overall market volume of 60 million 
EUR as of January 1, 2016 (excluding movie and real es-
tate crowdinvesting, as well as fundraising for environ-
mental business projects) (Hornuf and Schmitt 2016).

Information plays a crucial role in each transaction 
on the financial market. But information is distributed 
asymmetrically between the parties involved in a con-
tract with those that need capital having better informa-
tion about their chances to succeed and repay than those 
that provide capital. Due to this asymmetry the finan-
cial sector is subject to many laws and regulations. The 
aim of these rules is to protect the investors and to avoid 
fraud. However, the rules also impose costs on firms. 
Many of the costs, such as auditing fees or the costs of 
a securities prospectus, are quite substantial and often 
fixed and the management has to devote a lot of time to 
fulfilling the respective requirements. Therefore, com-
plying with the rules may make a financial transaction 
too expensive, especially for smaller firms.

In this database article we provide an overview of the 
regulations for crowdinvesting in selected countries. 
Crowdinvesting means that investors provide equity 
or equity-like capital to firms and participate in the un-
certain future cash flows of the venture.1 The laws for 
investor protection differ considerably with respect to 
the areas that they regulate. The regulated areas are the 
maximum amount that can be issued without a prospec-
tus, the maximum amount that can be sold to an inves-
tor, the regulation of intermediating portals as gatekeep-
ers, the disclosure requirements for firms and the need 

1  Please note that apart from equity, there are many other instruments 
through which the crowd finances firms, which are not always subject 
to securities regulation, but specific laws regulating investments.

for investor education. As our discussion below will 
show, there are also substantial differences between the 
regulations across countries within each area. 

The first area we study is the maximum amount that is-
suers can offer to non-accredited investors without pro-
viding a prospectus. For amounts above this threshold 
firms have to provide a prospectus in which they spec-
ify the terms and conditions of their offer and supply 
information about the firm and its financial situation. 
With the prospectus, the investor receives more infor-
mation about the firm. But preparing the prospectus 
is costly, also in terms of management working hours. 
In European countries Directive 2010/73/EU regulates 
the publication of a prospectus and specifies exemp-
tions. According to the Directive, firms can raise up to 
100,000 EUR without a prospectus. EU member states 
can, however, increase this threshold up to 5,000,000 
EUR through national laws. The largest exemptions in 
Europe can be found in Austrian, English, and Italian 
laws, with firms (in Italy the implementation law re-
stricts the issues to “innovative startups”) being able to 
issue up to 5,000,000 EUR without a prospectus. In ear-
ly 2016, the US also legalized crowdinvesting and set a 
maximum threshold of 1,000,000 USD (when additional 
conditions with respect to the usage of a funding portal, 
the amount per investor and disclosure requirements are 
met, see below). 

The second focus of regulation is on the maximum 
amount that a single investor can invest. Here the reg-
ulations have different base categories: the single issuer 
limit (how much money can the investor invest in a firm) 
and the aggregate limit (how much money can the in-
vestor invest in the overall crowdinvesting market). In 
the US an aggregate limit applies, which relates to the 
investor’s annual income or net assets. If either his in-
come or net assets are below 100,000 USD, he should 
not invest over 2,000 USD or five percent of his income 
or net assets (where the respective higher value applies). 
If either his income or his net assets are above 100,000 
USD, the threshold is either ten percent of his income or 
net assets, but his aggregate investments should in all 
events not exceed 100,000 USD. The Austrian and the 
German regulations are similar in spirit, but set a sin-
gle issuer limit, and not an aggregate limit. In Germany, 
the basic idea is that an individual investor should not 
invest more than 1,000 EUR per project without disclos-
ing his average net monthly income or assets. However, 
the limit increases up to 10,000 EUR if his assets exceed 
100,000 EUR. If his assets are below 100,000 EUR, he 
may invest up to double his average net monthly income, 
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but no more than 10,000 EUR. In the UK the maximum 
investment is restricted by an aggregate limit for retail 
clients. These investors are not allowed to invest more 
than ten percent of their net investible financial assets 
in unlisted equity and debt securities, unless they con-
firm that they receive regulated investment advice or 
investment management services from an authorized 
person. In Belgium the restriction is a single issuer lim-
it, where investors cannot invest more than 1,000 EUR 
in a single firm if the issue is between 100,000 EUR and 
300,000 EUR (not imposed if an issuer raises no more 
than 100,000 EUR).

In some countries the platforms are regulated. In the 
US issuers can use the above-mentioned exemptions of 
the JOBS Act if the transaction is conducted via a bro-
ker-dealer or the newly-created funding portal. In the 
UK and France portals have to be authorized by the se-
curities regulator. In France, although the portal is not 
subject to a minimum capital requirement (like other 
financial intermediaries), it has to register with the secu-
rities regulator AMF, which subsequently monitors the 
portal. In Germany and Austria it is sufficient if portals 
are authorized by the much laxer standards of trade au-
thorities, and not the securities regulator.

Disclosure requirements are also used. In the US the 
amount of information that needs to be disclosed de-
pends on the size of the issue. For issues below 100,000 
USD, for instance, it is sufficient if the principal execu-
tive officer of the firm certifies the most recent income 
tax returns and the financial statements. For issues be-
tween 100,000 USD and 500,000 USD, financial state-
ments have to be reviewed by a public accountant who 
is independent of the issuer and uses professional stand-
ards and procedures. For issues of more than 500,000 
USD, the firm has to provide audited financial state-
ments. In France, firms have to provide simplified dis-
closure for issues between 100,000 EUR and 1,000,000 
EUR, which resembles a light version of a prospectus 
that does not have to be certified by the securities reg-
ulator. In Germany, for issues of less than 2,500,000 
EUR firms only need to provide a small information 
leaflet, which shall not exceed three pages and includes 
a salient warning note about the risk of the investment. 
In Austria, the disclosure requirements depend on the 
size and the financial instrument. For issues between 
250,000 EUR (stocks and bonds) / 1,500,000 EUR (other 
investments) and 5,000,000 EUR a simplified prospec-
tus is needed.

In some countries, regulations are concerned with in-
vestor education and the use of financial advice. In the 
US, for example, broker-dealers or funding portals need 
to provide disclosures related to risks and other investor 
education materials. Sophisticated investors in the UK, 
which include professional clients, retail clients who are 
venture capital contacts or corporate finance contacts, 
certified or self-certify as sophisticated investors, and 
high net worth investors, can crowdinvest without any 
limitations. Retail clients need to get regulated invest-
ment advice or investment management service to be 
able to crowdinvest, unless they certify to invest no 
more than ten percent of their net investable financial 
assets. In other jurisdictions the measures are more pa-
ternalistic. In France, for example, the regulation has 
two features. Firstly, issuers can only sell plain stocks or 
bonds to crowdinvestors and cannot offer more sophisti-
cated instruments commonly used by venture capitalists 
such as convertible preferred stock. Secondly, portals 
must inquire the previous investment experience, future 
investment goals and current financial situation of the 
investor and ensure that the risk of the planned invest-
ments is adequate for him.

The comparison of the regulation across countries shows 
interesting differences. Given that the crowdinvesting 
market is emerging, it is not surprising that neither reg-
ulations themselves, nor the areas that are regulated, are 
uniform. In Italy, Spain and in the Scandinavian coun-
tries crowdinvesting markets are still nascent. Germany, 
and in particular the UK, saw a steady rise in crowdin-
vesting activities, despite the fact that regulations dif-
fered substantially. While Germany for a long time 
pursued a laissez-faire approach, by leaving certain 
types of investments largely unregulated, the UK estab-
lished legal certainty early on. Moreover, unlike under 
German law, English corporate law allows the transfer 
of equity shares without the costly involvement of a no-
tary and thus facilitates the direct participation of the 
crowd in startup firms.

Christa Hainz and Lars Hornuf (University of Trier)
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