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Conceptual formulation 

 

Summary  

 

The purpose of this thesis is explore the potential and practical application of                       

crowdfunding as an alternative source of capital for construction and real estate                      

projects. The aim is to encourage developers to use this tool as additional source of 

recourse. This through the formulation of a guideline on how to use it, and the proposal 

of an assessment matrix for medium size projects looking to be funding. Also,                            

identifying the benefits and current barriers in the implementation of this instrument.  

     

 

Objectives of the Study  

 

1. Document the current assessment process of the platforms for listing projects.  

 

2. Formulate a guideline and checklist for developers on how to utilize this tool in 

medium size developments.  

 

3. Generate an assessment matrix for medium size projects. 

 

4. Identify the potential benefits and current barriers for the implementation of the 

real estate crowdfunding.   
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Abstract 

 

Real estate crowdfunding comprises the process of investing in a real estate projects 

using online platforms, specialized websites that can reach a large number of potential 

investors, changing in just few years the traditional approach of the real estate industry. 

This phenomenon has become a trend among small and medium project developers, 

which nowadays have this additional source of financing. However, many people still 

unfamiliar about this new business model. Therefore, it is relevant to create awareness 

among project developers, prepare a guideline on how to use this tool and take ad-

vantage of it. Hence, the use of this technology would become easier, understandable 

and more widespread within the construction industry. The understanding of the po-

tential and practical application of crowdfunding as an alternative source of capital for 

construction and real estate projects would be possible through the study, comparison 

and analysis of the different projects listed in real estate crowdfunding platforms in 

Europe and North America. The steps in this study includes, first, the general under-

standing of this technology, secondly, the documentation of the current assessment 

process, and finally the formulation of a guideline, checklist and assessment matrix for 

medium size projects.  
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1 Introduction 

Real estate crowdfunding is a new business model inside the real estate and construc-

tion industry. In just a few years of use, this instrument has had a deep impact in the 

way of financing projects, allowing large numbers of investors to participate from those 

developments and its profits via the internet. This phenomenon of democratization in 

the real estate business is something new without precedents in modern history. It 

seems that real estate crowdfunding has a lot of to offer to the investors, developers 

and the industry in general. However, real estate crowdfunding still in its beginnings 

and it is not completely understand by most of the people. Thus, it is important to study 

and promote its use among people but especially among projects developers, create 

awareness of this tool as an alternative source of funding construction projects. The 

first step toward this goal is to understand the basic concepts, history, current situation, 

and future perspectives of the real estate crowdfunding.   

Due to the novelty of this social phenomenon, the scarcity of information, and the lack 

of research in this field, all the intended works conducted in this area have to observe 

the original source of information, which are the real estate crowdfunding platforms. 

This study comprise a general approach to the background of the crowdfunding, its 

basic definitions, how it works, the legal frame,  the review of the platforms and their 

projects in order to understand the current assessment process for listing projects in 

their websites. The aim is that the developers get to know how the application process 

is and what parameters platforms evaluate to gain access to this source of financing. 

This is a method of observation, documentation, and finally formulation, where the re-

sult are a guideline and an assessment matrix for medium size projects.   
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2 Methodology  

The approach to the crowdfunding as an alternative source of financing construction 

and real estate projects will be possible through the study, comparison and analysis of 

the different real estate crowdfunding platforms available nowadays in Europe and 

North America. 

The formulation of a guideline and the proposal of an assessment matrix for developers 

on how to implement real estate crowdfunding in medium size projects will be the result 

of the documentation, identification of flaws, potential benefits, and existing barriers in 

those platforms. Moreover, the listing of the relevant factors involved in the current 

publishing process.  

2.1 Hypothesis 

Among the several financial instruments available nowadays to funding construction 

projects, the real estate crowdfunding seems to be a reliable option for investors and 

developers. Nevertheless, this relative new tool, which has a vast room for growing in 

the coming years, still been underutilized for most of the companies and individuals. 

Especially project developers, who are likely unfamiliar on how this instrument works. 

Thus, is necessary to illustrate the advantages and potential benefits of the real estate 

crowdfunding, promoting the tool, explaining the steps involved in the listing process 

of projects in such platforms. The idea is to create awareness among developers, 

providing them with a straightforward guideline, checklist, and an assessment matrix 

for medium size projects. Therefore, the use of this technology by project developers 

would become easier, understandable and more widespread within the construction 

industry.  

2.2 The issue  

“Without financing (debt, equity, or some combination), no real estate development is 

possible. Consequently, it is critical for developers to keep up with trends in real es-

tate finance and the various sources of capital”1 

                                            
1 Miles, Netherton and Schmitz, Real estate development principles and process,2015, p187   
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In order to keep evolving and improving their outcomes the construction industry needs 

to update its methods and take advantages of the global movements and current tech-

nology. Although Crowdfunding as a relatively new phenomenon, it is changing and 

affecting deeply the way in which projects are being financing. However, people and 

stakeholders need to be more familiar with this tool, it is important that developers 

knowing all the available options, and complementary alternatives in the market to 

funding their projects.   

2.3 Justification  

According to Statista2, by the year 2015, the worldwide volume of capital raised by 

Crowdfunding reached 34.4 billion US Dollars. In contrast, during the same year in 

Europe the value of transactions related with real estate crowdfunding were only 27 

million Euros. Thus, there is a great opportunity for the real estate sector to increase 

their participation in crowdfunding and gain access to these sources of funds.  

Moreover, this tool offers the possibility for project developers to reach new markets, 

expand their business, and gain new investors. Thanks to the visibility and access to 

a massive audience on the internet.    

2.4 Delimitation   

This research work will be focus mainly on real estate developments, medium-sized 

projects across Europe and North America. Specifically in the analysis of listed projects 

and its campaigns in well-known platforms available nowadays in both markets. 

2.5 General objective 

Promote among projects developers the idea of the real estate crowdfunding as an                     

additional and alternative source of capital to finance their construction projects.   

                                            
2 https://www.statista.com/statistics/620952/total-crowdfunding-volume-worldwide/ 
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2.6 Specific objectives  

 Document the current assessment process of the real estate platforms for 

listing projects.  

 Formulate a guideline and checklist for developers on how to utilize this tool 

in medium size developments. 

 Generate an assessment matrix for medium size projects. 

 Identify the potential benefits and current barriers for the implementation of 

the real estate crowdfunding.   
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3 Background  

3.1 Crowdfunding  

One of the main attributes of this type of capital formation is that funding needs and 

funding purposes are communicated broadly via an open forum, where a large group 

of individuals - the crowd - can appraise the proposal and actively interact with the 

campaign owners and the projects. Internet and website platforms enable to reach an 

extensive audience, adding massively, also faster more people and resources like 

never before in history. With these minor contributions, the crowd allocates millions 

into projects that are appealing to them, including but not limited to projects belonging 

to independent musicians, filmmakers, sports teams, students, and small companies, 

all of them using crowdfunding as a means to finance their products, aims, and goals.3 

The idea of gathering small contributions from a large population to capitalize popular 

enterprises has been around for many centuries, this was the method used by different 

societies and institutions to finance important construction projects like temples, cathe-

drals, aqueducts, infrastructure project, and all kind of great buildings and monuments 

throughout humankind history.                                                                                                          

A good example of this in recent history is the Joseph Pulitzer’s campaign to finance 

the construction of the granite pedestal for the Statue of Liberty in New York. In 1885 

Mr. Pulitzer using his position as a publisher of the newspaper New York world, started 

an initiative for donation among its readers, he successfully attracted more than 

120,000 sponsors, most of whom contributed less than a dollar.4  

Nowadays, this old concept has found its updated version in the online crowdfunding 

phenomenon, which in just a few years has grown exponentially5 using the power of 

the internet and funding all types of ventures, causes, and entrepreneurs.  

 

                                            
3 Sebastian and Grell, Crowdfunding Architecture, 2013, p.5. 
4 Freedman and Nutting, Equity Crowdfunding for investors, 2015, p.2. 

5 https://www.statista.com/statistics/620952/total-crowdfunding-volume-worldwide/ 
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Currently, there is a wide spectrum of possibilities for the crowdfunding campaigns, 

from new products, companies, artists, to all kind of projects seeking to collect capital 

from a massive online audience. These funders are willing to pour or invest their money 

into projects if they feel there is an identification, a connection or motivation to do it, 

and not always, there have to be a material or financial reward. For example, a musi-

cian or performer artist can request their fans to fund a new album or tour. In exchange, 

the donors will have the personal satisfaction of had helped their favorite artist.    
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3.1.1 Parties involved in a crowdfunding campaign  

 

The three basic parties or actors involved in the crowdfunding process are as follow6:  

 

 Initiator: it refers to the owner of the project, the party in charge of asking for 

capital to the funders usually using an online intermediary, in order to complete 

a particular project or goal and reaching large numbers of potential funders.  

 Intermediary: it refers to the online platforms, the party that supplies the virtual 

environment or channel on the internet; it connected initiators and funders 

through its own specialized website. It manages the financial resources and has 

to follow legal regulations to operate. Usually it charges some fees.    

 Funders: it refers to the donors, investors or the crowd (many individuals), 

whom usually finance the projects with small amounts of money. The funders 

can follow the campaign and the results of the project using the channels of the 

intermediary.                          

 

The actors and their roles are briefly explained in the Tab 1 below. 

 

 

Crowdfunding - Actors and Roles 

Initiator Intermediary  Funders 

 Request for funds 
 Set the goal and the               

purpose 
 If so, something is          

offered in return 

 Website Platform, 
connect the parties 

 Manage the ex-
changes funds  

 Seeks for projects 
and, if interested, in-
vest a small amount 
toward a particular 
aim 

 

Tab. 1: Parties in a crowdfunding campaign, own illustration base on Ahlers et al.2013 7 

 

 

 

 

                                            
6 Marchand, Equity based crowdfunding real estate markets, 2015, p20. 
 
7 In conformity with Ahlers, 2013 
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3.1.2 Types of crowdfunding 

 

There are four categories of crowdfunding: 

 

 Crowd donating 

 Reward based crowdfunding 

 Crowd lending 

 Crowd investing 

 

The main criterion used in the classification of the different types of crowdfunding is 

based on the type of reward received by the sponsors. These rewards may be of non-

monetary nature, like reward-based crowdfunding and crowd donating, in both cases 

supporting ideas, having social or altruistic motivations are more important reasons 

than gaining a tangible benefit afterward. 

On the other hand, there are rewards of monetary nature, like crowd lending and crowd 

investing, where the funders are expecting a financial return on the invested capital, 

share in its profit or interest income.8 

 

 

 

  

 

 

                                            
8 Dietrich and Amrein, Crowdfunding Monitoring Switzerland, 2015, p.6 

Crowdfunding

Crowd-donating

No direct 
reward

Reward-based 
crowdfunding

Goods and 
services

Crowd-lending

Interest

Crowd-investing

Profit 
participation

Fig. 2: Types of crowdfunding and rewards for each category 
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Crowd donating 

This type of crowdfunding refers to simple donations. There is not a measurable com-

pensation or any monetary reward for the sponsors. Contributions mainly are driving 

by personal motivations. Examples include social, educational, altruistic, charitable 

and cultural projects. Currently, crowd donating is used to finance political campaigns 

as well.9 

 

 

 

 

  

In the picture above, we have the case of a student seeking to finance his studies. 

Elijah was asking 35,000 USD to cover his college tuition fee. With his campaign, he 

was able to raise 38,640 USD in donations from 159 people who felt touched by his 

personal story. No further reward is offered besides Elijah's gratitude and personal 

satisfaction of having helped a person in need.10   

 

Reward based crowdfunding  

This type of funding offers to the backers a single reward in the form of services or 

products. There is usually the expectation of developing and release a new product 

                                            
9 Dietrich and Amrein, Crowdfunding Monitoring Switzerland, 2015, p.7 
10 https://www.gofundme.com/twzeqw, June 20th, 2017 
 

Fig. 3: Example of a crowd donating campaign for college tuition, from     

www.gofundme.com   
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with the raised capital. This category often includes creative, commercial, cultural, and 

sports campaigns. The incentives could include limit editions, tickets to events, com-

memoratives souvenirs or pre-sale products. The only limit is the creativity of the spon-

sored people.11     

 

 

 

 

 

This successful campaign has collected three times the original goal in less than one 

month. 301,906 USD from 5,600 backers. The reason for this is that the author has 

published already a book using crowdfunding and the people are familiar with the prod-

uct. The owner of the campaign offers to their fans different types of rewards depend-

ing on the amount of money they are willing to put in the project. In this case, the 

offering reward is a coloring book and a podcast from the series for 15 USD                    

funding.12      

 

Crowd lending 

This type of crowdfunding refers to loans for financing individuals, projects or compa-

nies. Thus, it could be also defined as borrowed capital where the lenders earn interest 

payments for their loans. Usually, crowd lending takes place where traditional sources 

                                            
11 Dietrich and Amrein, Crowdfunding Monitoring Switzerland, 2015, p.7 
12 https://www.kickstarter.com/projects/timbuktu/kickstarter-gold-good-night-stories-for-rebel-girl?ref=home_popu-

lar, June 20th, 2017 
 

Fig. 4: Example of reward crowdfunding campaign for the publication of a      

children book, from www.kickstarter.com 
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of financing are not available. The agreement on the interest rate depends on the risk 

assessment of the venture and the borrower profile.13. 

 

 

 

 

This campaign is looking for 200,000 € to buy new automatic photo cabins and ex-

pands their business in Germany. The borrower company has experience in the field, 

thus the risk of this credit has been assessed as very low for the investors. They offer 

to pay 5.2% of interest per year for four years credit.14      

Crowd investing  

One of the main characteristics of crowd investing is that funders can acquire a partic-

ipation or shares in a company via equity or mixed forms of equity and mezzanine 

capital. Usually, these companies are in an early stage, providing the opportunity to 

the sponsors to invest small amounts in promising start-ups in their growth phase. As 

incentives, the sponsors have the promise of receive stocks or a share in the profit of 

the company in the case of mezzanine capital. Nevertheless, the level of risk associ-

ated with this type of investment is high since there is not real warranties for the inves-

tors. In addition, it is important to know that the majority of the equity offer in this type 

of venture is common equity, which means a very limited or not voting power in the 

                                            
13 Dietrich and Amrein, Crowdfunding Monitoring Switzerland, 2015, p.7 
14 https://www.kapilendo.de/projekte/01ce2b85-b39c-4aa4-aee4-3c707019f83c, June 20th, 2017 

Fig. 5: Example of crowd lending campaign for the expansion of a business, 

from www.kapilendo.de 
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decision making, this in order to guarantee the freedom in the management process 

of the company.15 

 

 

 
Fundrise as a real estate crowdfunding company offers a wide range of investment 

options in its portfolio for all kind of funders, with different types of risk exposure pro-

files. In this case, the asset to be funding is located in Washington DC, a residential 

mixed-use development, with a relative high-risk assessment but with an attractive div-

idend of 10.50% per annual on the invested capital, the maturity for this project is cal-

culated in 5 years, and the minimum investment is 500 USD with a price per share of 

9.84 USD.16  

 
 
 
 
 
 
 
 

                                            
15 Dietrich and Amrein, Crowdfunding Monitoring Switzerland, 2015, p.7 
16 https://fundrise.com/reits/income-ereit/view, June 20th, 2017 
 

Fig. 6: Example of crowd investing in a real estate development, from www.fundrise.com 
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3.1.3 Level of Complexity  

 
The level of complexity associated with the different types of crowdfunding is usually 

proportional to the amount of capital invested, the type of reward agreed or the ex-

pected returns, and the legal binding between the parties involved.   

Therefore, following this idea, it is clear that the less complex type of crowdfunding is 

the donation-based crowdfunding, at least from the legal point of view, since the moti-

vations respond to personal convictions and there is not economical compromises or 

any kind of material compensations for the funders. The same concept applies to the 

reward-based crowdfunding, due to the non-monetary nature of the promised incen-

tives, which are more symbolic than something else.    

Finally, the lending and investing crowdfunding models are the most complex due to 

the legal restrictions, the communication process, the obligations between the parties 

and the prospective financial returns. Hemer (2011) illustrates the relation of complex-

ity versus the capital provision in the figure below17 (fig. 3). 

 

 

Fig. 7: Types of crowdfunding and its level of complexity (Hemer et al.2011)  

                                            
17 Marchand, Equity based crowdfunding real estate markets, 2015, p22. 
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3.2 Real estate crowdfunding  

 

Crowdfunding is define as “the practice of funding a project or venture by raising money 

from a large number of people who each contribute a relatively small amount, typically 

via the Internet.”18 However, real estate crowdfunding is not comparable to online fund-

raising. Instead, it may be defined as the process of investing in a real estate projects 

using online platforms, specialized websites that can reach a large number of inves-

tors. Real estate crowdfunding made possible the democratization of the industry. Due 

to the numerous small contributions, the transactions are affordable, the investors are 

protected from outsized losses, and the risk is spread across a larger population”19. 

 

 

Fig. 8: Distribution of transaction value for crowdfunding platforms in Europe in 2015 20 

Although in developed economies, the amount of capital invested in real estate crowd-

funding was overwhelming. In Europe, there is plenty of room for growth in the coming 

years in this field. 

                                            
18 https://en.oxforddictionaries.com/definition/crowdfunding 
19 Sebastian and Grell, Crowdfunding Architecture, 2013, p.2.  
20 https://www.statista.com/statistics/412487/europe-alternative-finance-transactions-crowdfunding/ 
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3.3 Real estate crowdfunding platforms  

In principle, a real estate crowdfunding platform is very similar to other crowdfunding 

websites.  Both offer openly their projects, promoting it via the internet and using the 

social media for marketing, the main difference is that the real estate platforms are 

specialized companies, which only focus on construction projects that are                                 

pre-evaluated together with the developer company.  

 

Fig. 9: Portfolio of projects in a real estate platform21. 

 

There is always the promise of financial benefits or return for the investors, crowd lend-

ing or crowd investing model (this last one is also known as equity crowdfunding). The 

function of the real estate crowdfunding platforms is to connect developers with inves-

tors in an effective way. The platforms have to deliver clear information regarding the 

projects, fees, financial structure, return on investment, and secure the monetary re-

sources (in a trustee or similar institution), provide legal agreements, contracts, and 

the communication between the parties. 

                                            
21 https://www.realcrowd.com/offerings/apexone-investment-partners/apexone-growth-income-fund-ii 
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3.3.1 How they operate  

The real estate crowdfunding platforms publish projects of verified developers. They 

promote construction projects among potential investors using the internet and the so-

cial media. In most of these companies people can invest as little as 10€, 100€, 500€, 

1000€, 10.000€, 50.000€ or more, everything depends on the target group, type of 

development, and the marketing strategies used. The most common crowdfunding 

model offering for this type of venture is lending crowdfunding although is possible to 

find investing or equity crowdfunding as well but in a minor proportion, due to project 

constrains and legal restrictions.  

 

Fig. 10: Real estate Crowdfunding platforms operational diagram, own illustration  

The revenue of the platforms usually came from charges the developers for marketing 

the projects, and from an overall fee upon the capital collected, around 5% of the 

money raised, sometimes they charge the investors as well. Once the project is com-

pleted and the expected yield is reached, they pay back to the investors (the amount 

invested plus the interests agreed beforehand).       

3.3.2 Website template   

The structure of the information presented in the different real estate crowdfunding 

platforms includes the following items in their websites: 
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 Main menu: which include links to projects, how it works, FAQ, about the com-

pany, register, and partners.  

 Informative - commercial  video, showing the potential benefits and the ex-

periences of the company     

 New and current projects, latest deals for investors   

 Contact us online chat and/or by phone  

 Follow me button (for social media interaction) 

Usually the platforms websites try to catch the attention and convinced potential inves-

tors through videos, diagrams, animations, brochures, imagines  etc. using facts and 

numbers but displaying all the data in a simple way. All the material is designed to be 

understandable by people without experience in the real estate business, and it has 

the aimed to promote and sell the projects at first sight 

 

Fig. 11: Typical website template for Real estate Crowdfunding platforms, own illustration 

Current projects 

The main item in a real estate crowdfunding websites is the tab for current projects, or 

in others words projects in campaign looking for funds.    

As it was mentioned before, the most important issue in this section is to sell the project 

to potential investor with the help of visual tools and clear statistics. Usually in this 

section of the website, investors can find all the relevant information about the project 
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such as videos, animations, images, location, facts and numbers of the listing devel-

opments. Always the first part of the website is dedicate to the outlook of the project, 

images, videos and animations, and some key numbers like basic investment, percent-

age of ROI and timeframe. the second most important aspect is the developer profile, 

there is information about their experiences, portfolio, team work, incomes, reputation 

etc.  

Finally, if there is a person interested they can find more details and facts about the 

project, they even can download documents after register with the company. General 

facts of the project refers to general information like location, type of project, areas, 

current phase. Financial matters like debt radio, financial structure, minimum invest-

ment, monetary goal, timeframes, ROI. Risk assessment, disclaimer, terms and con-

ditions.       

 

Fig. 12: Typical website template for listing projects in Crowdfunding platforms, own illustration 

3.3.3 Elements to take into account for successful campaigns 

According to with Koch et al.2015, there are common elements relate to every suc-

cessful crowdfunding campaign, these elements can be grouped into three main cate-

gories: media richness, specific project aspects, specific founder aspects. Seen as 
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separate factors none of these has enough influence to affect the results of a cam-

paign. However, the interdependencies, relationships, and the overall performance of 

all and each one of these factors end up affecting the funding process of the projects. 

 

Fig. 13: Model to explain the funding success of crowdfunding campaigns, Koch et al.2015   

 

Media richness  

 

Depth project description: “A depth project description has a positive impact on the 

success of funding” 22. In the context of real estate crowdfunding is important to present 

clear and sufficient information about the projects, a complete description including 

location, type of property, the purpose of funding etc. Additionally, developers must 

provide financial and legal details about their projects and the specific steps leading to 

its realization. Even it is essential to inform about the risks in the venture, comprehen-

sive descriptions in this matter increase transparency, credibility, and trust in the de-

velopment. Therefore, a potential investor would be able to make a more informed 

decision.   

 

                                            
22 Koch, Jascha-Alexander and Siering, Michael, "Crowdfunding Success Factors: The Characteristics 

of Successfully Funded Projects on Crowdfunding Platforms" (2015). ECIS 2015 Completed Research 
Papers. Paper 106 
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Graphical accompaniment: “the utilization of images has a positive impact on the 

success of funding. Written text is useful to describe issues, projects, purposes, objec-

tives, ways of proceeding, and finally the project goal in a detailed manner. However, 

using just text in a crowdfunding campaign is not enough to call the attention of poten-

tial funders. According to the media richness theory, using images enables richer com-

munication than using only textual descriptions alone”23.  

From the perspective of the construction and real estate industry, pictures, renders, 

diagrams, and any graphical material are essential tools in the comprehension of any 

project. Especially, when the developer is seeking for sponsors and external sources 

of capital for funding their projects, it is a problem of marketing and sales. Graphical 

material not only helps to clarify concepts and ideas behind the project, it has the pur-

pose of catch, at first sight, the attention of potential investors, and secondly, it has to 

create a memory with compelling feelings. Therefore, with a better understanding and 

an emotional attachment to the project, it is easier to find funders.  

 
Provision of video material: “while pictures only display a snapshot in time, videos 

are able to show movements and furthermore supply audio information. Besides, from 

texts and pictures, this is the third way of presenting a project. In the case of projects 

dealing with static objects without spectacular functionalities in action, the visitor may 

be satisfied with pictures to gain enough information about the project and its appear-

ance. However, in some cases, a pictorial snapshot is by far not enough for a sufficient 

understanding of the project. For example, if a project deals with theater engagement, 

movie production, or music recording, only communication based on videos has suffi-

cient richness to provide the necessary information about whether the project is worth 

funding or not”24.  

In the case of real estate projects listed in crowdfunding platforms, the main objective 

of using video materials is to present the project, gives realistic ideas about the loca-

tion, neighbors, appearance, finishing materials and so on. In the internet and video 

stream era, it is a key marketing tool to be engaged with the public and gain potential 

                                            
23 Koch, Jascha-Alexander and Siering, Michael, "Crowdfunding Success Factors: The Characteristics 

of Successfully Funded Projects on Crowdfunding Platforms" (2015). ECIS 2015 Completed Research 
Papers. Paper 106 
24  Koch, Jascha-Alexander and Siering, Michael, "Crowdfunding Success Factors: The Characteristics 

of Successfully Funded Projects on Crowdfunding Platforms" (2015). ECIS 2015 Completed Research 
Papers. Paper 106 
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investors. The developers also use the videos to introduce their company, talk about 

their professional experience, their human and technical resources, achievements, the 

level of commitment, etc. in order to create a solid image of trust and technical capa-

bility. 

 
Specific project aspects    

 
Availability of project updates: visitors and funders need to be sure that the project 

execution is going according to the plan. The owner of the campaign has to provide 

with regularity updates on the progress of the project, this includes reports, images, 

and videos of the general performance of the project, even difficulties, and challenges. 

It is its responsibility to create and keep a transparent communication channel, an open 

source to inform its backers about their investment. This attracts more funders and 

gives a sense of tranquility to the early investors. The public also perceived constant 

updating (progression) as a sign of engagement and professional capability, thus they 

will be convinced that the project will reach the goals and worth to be funded. 

 

Size of pledging goal: the size of the pledge has to be proportional to the complexity 

of the project. “The more complicated or money-intense a project is, the more confi-

dence is needed for its funding”. Thus, the project and the marketing campaign has to 

provided that confidence, convinced the investors that the project and its team mem-

bers are trustful and they are engaged enough to really fulfill their promises, always 

keeping the balance between the amount of capital requested and the level of work  

(perceived by the public) a project could have.  

“Difficult projects or projects that need high investments might be judged to be riskiest, 

thus, the potential funders may develop a high reservation against those projects. High 

pledging goals tend to lower the intention of funding, hence high pledging goal must 

be properly compensated by signs of trustworthiness.”25In others words, the develop-

ers have to justified in a professional way the size of the pledging goal.  

 

Time duration: The length of the funding period has a direct impact on the project 

finances. The longer a project is exposed to the community, the higher is the probability 

                                            
25  Koch, Jascha-Alexander and Siering, Michael, "Crowdfunding Success Factors: The Characteristics 

of Successfully Funded Projects on Crowdfunding Platforms" (2015). ECIS 2015 Completed Research 
Papers. Paper 106 
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that visitors and platform members get aware of it which might translate into a higher 

amount of funding. 

  

Specific founder aspects    

 
Project experience: “the experience gain with former projects has an effect on poten-

tial funders’ funding decisions. If the number of previously created projects is clearly 

displayed on the project web page, the visitor may presume that this experience in 

creating is a good estimator for this project also reaching its determined goals .Abdul-

Rahman and Hailes (2000), who discuss trust-supporting factors in virtual communi-

ties, argue that reputational information is important for the generation of trust. Thus, 

a founder who has been engaged in conducting projects for considerable time is seen 

as more trustworthy and more competent compared to new members who create a 

project for the first time on the platform.26” 

In the real estate crowdfunding context, this means that if a developer has already 

completed several projects, has built a good reputation and has already been given 

money in the past to reach successful funding, it is more likely that he will also be given 

money in the present and in the future. 

 
Funding reciprocity: “Reciprocity in general is the mutual exchange of tangibles or 

intangible, for example, money or solid objects concerning the first, and help or ser-

vices concerning the latter. In the crowdfunding context, there can be found two kinds 

of reciprocity: direct reciprocity (between two individuals) and indirect reciprocity (be-

tween an individual and a group. Gouldner (1960) describes reciprocity as a norm, 

which obliges people to help those, who have helped them before. Concerning direct 

reciprocity, one can argue that a platform member A is more likely to fund a project of 

member B if member B also funds a project of A.”27. This aspect is more limited to 

other types of crowdfunding, like crowd donating and reward based crowdfunding, it 

does not apply to real estate crowdfunding. 

 

                                            
26 Koch et al.2015 
 
27 Koch, Jascha-Alexander and Siering, Michael, "Crowdfunding Success Factors: The Characteristics 

of Successfully Funded Projects on Crowdfunding Platforms" (2015). ECIS 2015 Completed Research 
Papers. Paper 106 
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Social networks: Potential funders could be impressed and influenced by the num-

bers of friends, followers, and likes in the social and professional networks of the cam-

paign owners, leading to the opinion that those developers must be trustworthy and/or 

successful. 

 

Category assignment: the projects on a crowdfunding platform can be organized and 

assigned to different categories according to the project content. There are categories 

such as "Music", "Food”, “Lifestyle" or "Games". As these categories stand for singular 

orientations and interests, potential funders from specified target groups may be at-

tracted.  

3.3.4 Common mistakes in crowdfunding campaigns  

The following list illustrates the most common mistakes in crowdfunding campaigns, it 

was based and adapted from the work of Rouhiainen, Guidelines for Finnish start-ups 

on how to utilize crowdfunding, 2016. 

 

1. Not catching the interest of the audience or potential investors, as consequence of 

having poor graphical material (images, renders, videos, diagrams etc.), poor descrip-

tion or the total absence of both. 

2. Poor description of the project or lack of information, it is important to explain and 

clarify the project in a depth way, offering enough information in order to gain the in-

terest of the potential funders. 

3. Not having a marketing plan or business strategy. Usually, the crowdfunding cam-

paign is just a small part of a bigger marketing plan. The information of the project has 

to respond to the business strategy and be aligned with the marketing plan. It has to 

be appealing to attract the consumers and/or potential funders. 

4. Not giving enough relevance to the marketing strategy. The projects do not sell by 

themselves. The developers need to endorse their projects by highlighting the benefits 

and qualities. When potential investors can clearly see that a project is profitable and 

it is responding to the market needs, they will be interested in being part of it and 

funding it. 
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5. Run a crowdfunding campaign without using the available promotional channels. If 

your project or you marketing plan has a specific target group, make sure that you are 

using all the relevant channels to reach that specific group of potential investors. For 

example social and professional media like Facebook, Instagram, Snapchat, LinkedIn, 

YouTube, Twitter, etc.    

 

6. Not having enough or verified experience as a developer. Having team members 

involved in the campaign and in the project without relevant experience in their fields, 

or even worse having team members who have been involved with fraudulent projects. 

The investors need certainty, they have to know where their money goes, and who the 

people in charge of the project are.   

 

7. Not giving accurate financial information to your potential investors. The earnings, 

yields, interest, or any profit promised to the investors has to be based on realistic 

calculations of the project. It is not just a matter of credibility, reputation, or trust, but 

also a legal binding between the parties. 28 

3.4 Regulations and normativity 

 

The regulations and the normativity review in this study are focus exclusively in the 

current situation in the USA and Europe. This is due to the delimitation established for 

this thesis. Additionally, the information descripted in this chapter, was taken from the 

book Archetypes of crowdfunding platforms and it is based on the work of Danmayr. 

 

Crowdfunding as a mean to financing all kind of projects may be efficient most of the 

time, but it becomes a challenge when it involves the offering of equity. Under the 

current legal situation, equity based crowdfunding is severely limited in key markets 

like America and Europe. It is a question of protection for the investors when social 

networks are used to request funds for business enterprises. Currently, and due to the 

novelty of this phenomenon, there are not clear rules, which offer the proper balance 

                                            
28 Rouhiainen, Guidelines for Finnish start-ups on how to utilize crowdfunding, 2016 
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to encourage small business funding without threatening the investor. As a result, eq-

uity-based crowdfunding platforms are uncommon, though there are some exceptions 

where platforms can act according to existing legislations, as broker dealers. It is only 

accessible for accredited investors, killing the nature of the crowdfunding business29. 

 

The situation in the USA – The JOBS Act 

 

The Jump-start Our Business Start-ups Act (or JOBS Act) was passed in 2012 in the 

USA as a response to the squat growth, when the government identified the crowd-

funding as a feasible solution for the nation financial problems. There was clear that 

encouraging entrepreneurship the economy would recover faster, but it was necessary 

to introduce exemptions to the security laws. Without such an exemption, crowdfunding 

will not be possible for capital raising, concerning the costs of being compliant with 

current laws. 

Any time one gives away money expecting to share in the profits of a project venture 

or initiative without having control, a security is sold in this context. The main obstacle 

facing this investment model are the significant legal fees associated with federal reg-

istration. Compared to the legal environment in other countries, SEC registration is 

typically more burdensome and expensive.  

The passing the JOBS Act, leads towards the first legal way for US Businesses to tap 

the crowd. Disruptions occur when one takes into account that the JOBS Act was built 

into a nearly 80-year-old regulatory, pre-internet regime. A person of average provides 

seed capital for a stranger’s start-up halfway across the internet by means of a web-

based platform. (Knight et al. 2009) Following on experts’ suggestions there is a need 

to expand access to private equity markets. Due to limitations within the Dodd-Frank 

reforms (an individual must have a net worth of at least $1 million and an annual in-

come of more than $200,000, a person’s home is excluded from net worth calculation), 

this access is only available for approximately 2 percent of the American population. 

(Kauffman 2013). 

 

                                            
29 Danmayr, archetypes of crowdfunding platforms, Springer Gabler, 2014 
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A basic rule of securities law since 1933 says: if you offer securities to the public, you 

must register the offering with the SEC. A general solicitation occurs if potential inves-

tors are attracted without taking into account whether they are sophisticated or accred-

ited investors according to SEC’s requirements.  

There has been no exemption fitting the needs of smaller companies, and therefore 

these ventures were excluded from financial markets. Prohibitive costs mostly come 

from conducting the necessary due diligence, preparing required filings for the SEC, 

and attracting an underwriter, who typically takes a portion of the funds raised as a fee. 

As described above, remaining sources are self-funding, loans from a bank, invest-

ments from friends and family, business angels or venture capitalists. 

If a crowdfunding platform is intended to collect donations without any possible finan-

cial return to the donor, there is no offering of securities – securities laws are not ap-

plied. The new crowdfunding exemption introduces the opportunity to seek a small 

amount of money and enable a person of average to participate as an investor in the 

start-up world. The inner working of the exemption shows the following characteris-

tics30: 

 Offering securities is limited at $1 million (debt, equity or combined) 

 No restrictions on who may invest 

 Would-be investors have to pass a financial literacy test 

 Individual contribution is based on the investor’s annual income or assets: an-

nual income or net worth less than $100.000: the greater of $2.000 or 5% of 

annual income or net worth in crowdfunding securities in any given year 

 Annual income or net worth greater than $100.000: 10% of annual income or 

net worth, up to a limit of $100.000 

 Restriction for transferring securities for one year 

 

Critics say that there should be created non-financial criteria for sophisticated investors 

with fewer worth. Instead of having enough wealth to be insulated from losses, addi-

tionally the JOBS-Act definition could be expanded to include those who are sophisti-

cated enough to mitigate some of the risk. 

                                            
30 Gelfond and Foti 2012, Hazen 2012, Knight et al. 2009 
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Such a solution would still protect naïve investors from risks, thus allowing for knowl-

edgeable investors with fewer assets to participate in private equity markets. Wealthy 

individuals may continue to be accredited without knowledge certification, as they have 

adequate wealth to compensate their risk.Though there is no need to register an offer-

ing within this exemption, the issuer has to file certain disclosures with the SEC and 

make them available for all potential investors. The issuer has to disclose: 

 Name and address 

 Identities of officers and directors 

 Description of the business plan 

 Company’s financial condition, financial statements and capital structure 

 Amount which should be raised by the offering 

Declaration of intention on how to use the money raised 

 Price for securities 

 Deadline for reaching the funding goal (not achieving this goal precludes the 

issuer from receiving any money) 

Compared to a traditional IPO, these disclosures are less sophisticated and potential 

issuers should be motivated to produce these documents in order to get the financial 

resources they are seeking for. There is already concern that the rules especially for 

crowdfunding platforms are too tight and the outstanding interpretation and enforce-

ment could make it worse.The greatest trap may be that the JOBS Act requires that 

crowdfunding issuers do not advertise the terms of offering, except for notices which 

direct investors to the funding portal or broker. Even a video, widely used in common 

crowdfunding practice, may create liability for the issuer because it presents the issuer 

and its venture only in a positive light. Anything included will be seen as a statement 

made in connection with the purchase or sale of any security and therefore liability for 

misstatements or omissions arises. (For the issuer as well as the platform) Who wants 

to employ the same tactics to promote one’s securities that have been useful in adver-

tising one’s business and products may find himself constituting impermissible market 

conditioning under the SEC’s rules. Knowing this pitfalls seems to be a necessity, not 

being lulled into a false sense of freedom by the recent changes. It would be clearly 

inconsistent with the legislative intent of the JOBS-Act for the SEC to strangle crowd-

funding through onerous regulations. 

A second major exemption is provided by the JOBS Act by suspending the requirement 

for registration in case of addressing more than 2000 accredited or 500 non-accredited 
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investors. This is basically necessary for crowdfunding to work. Solving one problem, 

this exemption highlights another. Knight et al. (2009) point out that keeping track of a 

vast number of investors will be a great challenge for small or even nascent ventures. 

Small contributions from a large number of investors deserve as much of investor pro-

tection than greater amounts of money from fewer individuals. (Gelfond and Foti 2012, 

Hazen 2012) The third major contribution of the JOBS Act directly addresses crowd-

funding platforms. One fundamental principle of securities law says that if you are “en-

gaged in the business of effecting transactions in securities for the account of others,” 

or “engaged in the business of buying and selling securities” for your own account, you 

are a broker or dealer and therefore must register with the SEC. This is true in the case 

of social networks, connecting their members with crowdfunding offerings. (Hazen 

2012) The JOBS Act explicitly releases crowdfunding platforms from designation as a 

brokerdealer. Though there is a lot of uncertainty around this exemption. For instance, 

the SEC has the authority to determine whether this exemption is available uncondi-

tionally or conditionally, without knowing yet how onerous those conditions may be. 

Further a crowdfunding platform still needs to register with the SEC, it just has not to 

go through the registration process of a broker-dealer. A new obligation for crowdfund-

ing platforms is that they must provide investor education, ensure that investors do not 

exceed the individual investment cap as shown above, prevent fraud and protect con-

fidential information. It will also be responsible for only paying out money to issuers if 

the initial funding goal is reached and set up procedures to allow investors to cancel 

their commitments to invest. Another interesting fact, especially for one considering to 

come up with a funding portal is that broker-dealers might be hard competitors, be-

cause all platforms are not broker-dealers, but some broker-dealers will likely be fund-

ing portals. Facing all the shown responsibilities creates a challenging environment for 

portals just starting their business. The mentioned responsibilities could also be seen 

as the SEC’s answer to feared fraud and other shady dealings permeating the crowd-

funding market. (Hazen 2012, Knight et al. 2009) There is concern that creators with 

unreasonable ideas will still find funding from naïve investors, they will simply back 

projects that have been already supported by others. (Kuppuswamy and Bayus 2013) 

The JOBS Act is not without sceptics, as evident from the ongoing discussion, though 

the Act should have been finalized by the end of 2012. Some critics are concerned that 

crowdfunding could turn into crowd fleecing. “There is no question, fraud will occur” a 

journalist predicts. Considering that the recent financial crisis was caused in large part 
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by lack of regulation, relaxing regulation concerning crowdfunding has the potential to 

make matters worse. (Kauffman 2013) The advantages of crowdfunding do not justify 

to loosen investor protection. However the final setting of the JOBS-Act may look like, 

it should be conditioned on mandatory disclosures. (Hazen 2012) Another facet sheds 

light upon business models of the proposed funding portals. They are not allowed to 

charge closing fees, though most nascent issuers may not be able to pay upfront fees. 

These are only basic questions, arising around passing the JOBS Act. The SEC and 

FINRA are still in the process of rulemaking. According to an official SEC spokesman 

“crowdfunding is an area of concern” and so the deliberate pace of FINRA’s and SEC’s 

work should not be interpreted as a lack of priority. Ongoing changes have to be mon-

itored, by potential issuers as well as funding portal providers, to be prepared when 

the JOBS Act will be passed. (Kaufmann et al. 2013) Success will likely depend on 

whether the final rules allow for lean processes or make crowdfunding costly and un-

appealing. (Gelfond and Foti 2012) How a potential framework for crowdfunding plat-

forms under the JOBS Act ultimately ends up offering equity-based crowdfunding will 

primarily depend on how the SEC rules are finalized and how FINRA sets additional 

claims. Financial innovation in terms of crowdfunding carries both risks and rewards. 

Several proposal for a possible crowdfunding exemption have been made. Some of 

them are only bare frames, but all of them share common features. Bradford (2012) 

summarized these proposals and came up with a recommendation for rule makers: 

 

 Funding should be limited to $250.000 -$500.000 each year for issuers 

 No need of any registration or further information requirements 

 Investors annually investment should be no more than either $500 or 2% of the 

investor’s annual income, whichever is greater 

 Offerings should include a funding goal and should not close until this goal is 

met 

 Offerings have to be made on a crowdfunding platform that: 

 Notifies the SEC that it is supporting crowdfunding under this exemp-

tion 

 Is open to the general public 

 Provides communication means that allow investors to communicate 

about offerings 

 Provides investors with simple education before investing is allowed 
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 Does not invest in the platform’s offerings (also employees of the 

crowdfunding provider must be excluded from investments) 

 Does not offer any investment advice. 

 

The SEC should keep in mind that real-world experimentation is currently the best way 

to test a new phenomenon. (Kauffman 2013) 

 

Tab. 2: Requirements to be accredited investors according to SEC31 

 

The situation in Europe: 

 

In Europe, there is not Approaches like the JOBS-Act in the USA, which anyway seems 

to be inappropriate for the fragmented European market. Thus, it is necessary to es-

tablish urgently a normative frame regard crowdfunding. Currently the only organiza-

tion addressing this issue is “The European Crowdfunding Framework”. 

                                            
31 https://support.realtyshares.com/hc/en-us/articles/115004536247-What-is-an-Accredited-Investor- 

 

Accredited investor is a term defined by the U.S. Securities and Exchange Commission (SEC) 

under Regulation D, Rule 501. An investor must accomplish at least one of the following in 

order to qualify as accredited:  

 Earn an individual income of more than $200,000 per year, or a joint spousal income of more 

than $300,000 per year, in each of the last two years and expect to reasonably maintain the 

same level of income 

 Have a net worth exceeding $1 million, either individually or jointly with his or her spouse. 

 Be a bank, insurance company, registered investment company, business development 

company, or small business investment company. 

 Be a general partner, executive officer, director or a related combination thereof for the is-

suer of a security being offered. 

 Be a business in which all the equity owners are accredited investors. 

 Be an employee benefit plan, a trust, charitable organization, partnership, or company with 

total assets in excess of $5 million. 
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Due to the lack of additional serious sources, directly addressing European circum-

stances, this section heavily relies on “The European Crowdfunding Framework”. Even 

the section that addresses legal issues in the Massolution Crowdfunding Industry Re-

port 2013 does not unveil other sources than the main author of the European Crowd-

funding Framework, Kristof De Buysere from Tilburg University. 

The European Union and its overall legal and regulatory framework causes many chal-

lenges. It leaves too much opportunity for fragmentation, due to varying interpretations 

by each member states. This can also be stated for access to finance for Small and 

Medium Sized Enterprises (SMEs). Though there has been issued a plan to improve 

this situation (measures taken since 2007 to improve access to finance for SMEs by 

means of the Competitive and Innovation Programme, the European Investment Bank 

allocation for SME loans, cohesion policy funds and the Risk Sharing instrument in the 

European Commission’s Framework Programme 7), it did not take into account crowd-

funding as a highly innovative means for pushing Europe’s entrepreneurship. 

(De Buysere et al. 2012) A sub-department of the European Commission is concerned 

with cross border matching innovative firms with suitable investors. They figured out-

that the fragmented European regulatory environment represents the greatest chal-

lenge for entrepreneurs, platform providers and investors alike. This expert group pro-

poses, maybe influenced by troubles observed amongst the JOBS-Act, to encourage 

crowdfunding in Europe without over-regulating it, but with proper investor and entre-

preneur protection as an overarching criteria. Coming up with a solution is also a ques-

tion of competitiveness with non-European future players in the crowdfunding industry. 

(De Buysere et al. 2012) There are already crowdfunding platforms online which allow 

for equity crowdfunding in several European countries such as the UK or Netherlands. 

They are faced with complex schemes of partaking and control in the entity in order to 

avoid legal issues. (Lehner 2013) In the tension between stimulating efficient and 

transparent markets and ensuring investor protection, the major drawbacks for intro-

ducing equity and loan based crowdfunding can be found. As in the US, investor pro-

tection regimes are designed for incumbent investment settings, excluding a large 

number of crowd funders. (De Buysere et al. 2012) In Europe we are faced with a 

Prospectus Directive, allowing freedom for national lawmakers to implement country-

specific regulations below a 5 million Euro threshold. These regulations are ranging 

from full prospectus regimes to complete exemptions. Though there is a harmonised 

exemption for campaigns not exceeding €100.000, this limit seems to be too low for 
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many ambitious campaigns. The European Crowdfunding Network proposes to include 

harmonised rules in the sub 5 million Euro region. In the event of a light regulatory 

regime above €100.000 there should be a preparation and approval procedure intro-

duced for creating a prospectus, thus being a guarantee against additional national 

approaches of fundraising promotion rules. 

In addition introducing investment caps per investor or campaign might be suitable in 

order to protect investors. (De Buysere et al. 2012) Deutsche Bank Research (2013) 

also points out the prospectus exemption below a funding volume of € 100.000 in 

twelve months. There is no need for special protection of the issuance according to the 

EU Prospectus Directive. The necessity for a prospectus in the case of more than 20 

shares or share price exceeding € 200.000 does not apply to most crowdfunding initi-

atives because stakes tend to be quite small amounts. However, the need to publish a 

prospectus does apply to equity crowdfunding. A striking fact is that it applies to the 

initiator, rather than the crowdfunding platform provider (legally separate persons). 

Besides the shown Prospectus Directive, several other obstacles for applying crowd-

funding as a means for financing ventures in an early seed stage can be identified:  

 Corporate law provisions: Inexpensive corporate, typically chosen by start-ups 

are limited in terms of offering equity to new and yet unknown investors. For-

malities that are in many cases involved in equity transactions might not be suit-

able nowadays. Applying features from public company types (this does not 

mean that they are necessarily listed) to such simplified company types may 

circumvent these undesirable features. 

 Regulations impacting the intermediary function of crowdfunding platforms: 

Such platforms, as shown, usually arrange transactions between investors and 

investees directly. Many platforms in case of equity crowdfunding act as a cen-

tral counterparty. So already mentioned obstacles may be circumvented, fitted 

to the specific needs of the country of origin. Investors receive equity in an in-

termediate entity, or will be a creditor of that entity through an equity-like con-

tract. Depending on the model that a regulator in a specific country deems ac-

ceptable, there is a wide range of different transaction models, leading towards 

a highly investor unfriendly situation. 

 Accepting reclaimable funds: Accepting reclaimable funds requires a license as 

a credit institution. Crowdfunding platforms are usually unable to meet these 

license requirements. Due it is a basic function of a crowdfunding platform to 
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pay back pledges in case of not meeting the funding goal (the threshold pledge 

model), by doing so they are facing the highest regulatory burden and cost to 

accept money in advance from investors. There has to be found an exemption 

for platforms that legalizes electronically storing money as long as the money is 

separated from the platforms’ own account in case of bankruptcy. 

 Collective investment undertakings: A pan-European transaction model for 

crowdfunding platforms is not conceivable yet, due to platforms necessity to 

prevent getting caught under the “Undertakings for the Collective Investment in 

Transferable Securities” (UCITS) and the “Alternative Investment Fund Manag-

ers Directive” (AIFM), which are prohibitively costly. 

 MiFID: Crowdfunding platform providers may be faced with some activities, reg-

ulated within in the “Markets in Financial Instruments Directive” (MiFID). Differ-

ent national interpretations make it hard to clarify whether a platform transaction 

structure classifies as such an activity or not. This is primarily true for: 

 The placing of financial instruments 

 Execution of orders on behalf of clients 

 Reception and transmission of orders in relation to one or more 

 financial instruments 

 Operating a multilateral trading facility 

 Services related to underwriting. 

Yet finding ways to circumvent these burdens, there is a substantial risk to be qualified 

as such a regulated activity. The proposed activity of operating and organized trading 

facility” may also apply to crowdfunding platform providers. Qualifying some sort of 

regulation seems to be necessary, but it has to be kept in mind that such a regime 

should be proportional and manageable from an organizational point of view, thus re-

quiring an exemption for crowdfunding platforms under MiFID. (De Buysere et al. 2012) 

As shown in the paragraphs above, development of crowdfunding specific regulatory 

and legislative regimes are emerging. Though, there are still inadequacies in laws that 

lead to an unsatisfactorily condition for the participating parties. Given the dynamics 

within the crowdfunding industry landscape, there is an urgent need to find optimal 

regulation and legislation.(Massolution 2013)32 

 

                                            
32 Danmayr, archetypes of crowdfunding platforms, Springer Gabler, 2014  
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German Crowdfunding Law, KASG 

The German crowdfunding law is called “Kleinanlegerschutzgesezt”, often abbreviated 

KASG, which literally means “Law for the protection of the small investor.” 

This law is one instance of a country-specific crowdfunding regulation which specifies 

under which conditions crowdfunding securities may be offered to retail investors while 

being exempted from publishing a full-fledged prospectus. As a reminder: crowdfund-

ing regulation at European Union (EU) level was so far deemed “premature” by EU 

authorities and is therefore not included in the Capital Markets Union, the EU’s effort 

to harmonize capital market regulations at EU level. Hence, each EU country currently 

issues its own regulation which creates a legal patchwork and hinders cross border 

deals33.  

The German government’s report firstly notes that German real estate projects repre-

sent 10% of the successful projects and 33% of the capital raised through crowdin-

vesting, that is €36 million. Projects are typically residential property development, 

mostly construction, the reminder being renovations. German real estate crowdinvest-

ing nearly doubled in size last year while the growth of startup crowdfunding slumped. 

The government finds this trend negative. It justifies its proposal to exclude real estate 

from the scope of the crowdfunding exemptions as follows: 

 The large share of real estate in crowdinvesting represents a deviation from 

the intention of the legislator which was to foster the funding of high-growth 

startups. 

 There is no lack of funding for real estate projects. Social real estate, for 

example, can be funded through schemes that are specific to social hous-

ing.  

 Real estate crowdinvesting could be considered as a form of deregulation 

of real estate finance which could, bearing in mind the role played by real 

estate in the 2008 financial crisis, create a price bubble, and ultimately pose 

a threat to financial stability. 

                                            
33 https://www.crowdfundinsider.com/2017/05/99687-german-crowdfunding-association-urges-regula-

tor-not-exclude-real-estate-crowdfunding-regulation/ 

http://www.bgbl.de/xaver/bgbl/start.xav?startbk=Bundesanzeiger_BGBl&jumpTo=bgbl115s1114.pdf
https://www.crowdfundinsider.com/2016/05/85762-global-crowdfunding-local-regulation-from-light-touch-to-prescriptive-bespoke-rules/


 

 
 

35 

Note that these critics do not make any mention of the protection of retail investors 

which is supposed to be the focus of the KASG law. 

However, this topic was addressed elsewhere by the German financial regula-

tor BaFin: 

 Current real estate crowdfunding offerings make use of the subordinated 

debt instruments (shareholder loans and subordinated loans are the only 

securities authorized under the current KASG law). This could mislead retail 

investor to believe that their debt is more senior and more secure than it 

actually is. 

 There are potential conflicts of interest if, for example, real estate promoters 

create a platform and therefore are judge and jury for the quality of the pro-

jects presented on the platform. 

The German Crowdfunding Association expressed its disagreement with the govern-

ment’s critics of real estate crowdfunding and its recommendation to exclude it from 

the scope of the KASG law. 

Firstly, considering the general issue of crowd investing (equity), the association notes 

that, even though there is not yet a harmonized crowdfunding regulation, there is a 

willingness at EU level to improve SME’s access to alternative financing that should 

encourage the German government to foster crowdfunding instead of limiting it. The 

association recalled its proposals to enlarge the KASG instead. Secondly, the associ-

ation recalls that the government previously stated in answer to a request by the Green 

Party that its investigations had shown no sign of misconduct relating to crowdfunding 

or crowdfunding platforms.  On the contrary, crowdfunded companies have proven to 

have a significantly higher survival rate than other startups and SME.34 

 

 

 

                                            
34 https://www.crowdfundinsider.com/2017/05/99687-german-crowdfunding-association-urges-regula-

tor-not-exclude-real-estate-crowdfunding-regulation/ 

https://www.bafin.de/EN/Homepage/homepage_node.html
https://www.crowdfundinsider.com/2017/04/99344-germany-lawmakers-must-strengthen-market-investment-crowdfunding/
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3.5 List of analyzed platforms    

N° Company name Country Year 

1 

 

Zinsland 

www.zinsland.de 
Germany 2014 

2 

 

Bergfürst 

www.bergfuerst.com  
Germany 2014 

3 

 

Ifunded 

www.ifunded.de 
Germany 2016 

4 

 

Fundrise 

www.fundrise.com 
USA 2012 

5 
 

                           

Peerstreet 

www.peerstreet.com 

USA 2014 

6 
 

Real crowd 

www.realcrowd.com 
USA 2013 

7 

 

Peer realty      

www.peerrealty.com 
USA 2014 

8 
 

Realty Mogul 

www.realtymogul.com 
USA 2012 

9 

 

Rea Capital                 

www.reacapital.de 
Germany 2016 

10 

 

Realty shares                  

www.realtyshares.com 
USA 2013 

Tab. 3:  List of companies (crowdfunding platforms) analyzed  

 

http://www.financeads.net/tc.php?t=20107C86630694T
https://info.peerstreet.com/
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3.5.1 Analysis method and results    

The analysis of the different real estate crowdfunding platforms was conducted using 

a matrix to organize and compare relevant data of each company35. The method used 

was collecting information from the available projects in the platforms focus on relevant 

aspects for the study like the company profile, the listing projects, and the type and 

quality of the information displayed to the potential investors. 

The following comparative table prepared in June 2017 (Tab.3), reveals important fea-

tures about the current environment of the real estate crowdfunding platforms:  

Company features  

 All the analyzed platforms in Europe operate under crowd lending scheme, 

while in the USA is a mixed between lending and equity crowdfunding. 

 Real estate crowdfunding is a business in its beginnings, where the oldest plat-

forms were established five years ago and the average time of operations is 3 

years. The newest one has been on the market less than one year.   

 The European platforms seems to be more accessible to potential investors, 

offering minimum investments from 10, 250, and 500 EUR while in the USA this 

amount could be 1000USD, 5000USD, and even 50000USD. Where only ac-

credited investor can participate. 

 Most of the Real estate crowdfunding platforms in the USA charge fees to the 

investors, contrary to the Europeans platforms.   

Projects features 

 Both in Europe and the USA, the majority of projects listed are residential, rep-

resenting more than 90% of the portfolio listed. Although most of the platforms 

have commercial projects, just few of them are specialized companies in this 

type of assets.    

 The European real estate crowdfunding platforms usually have few projects to 

funding at the same time (2 or 4 maximum). While in the USA, platforms have 

a wide offer of projects. 

                                            
35 http://www.therealestatecrowdfundingreview.com/top-100-sites-ranked-and-reviewed 
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 The average cost of the construction projects listed in the European platforms 

are 7.2 million EUR, while in the USA the average cost of the developments 

listed are 12 million USD. 

  The maturity time for the investment in the USA platforms is in average 41 

months while for the European 24 months. 

   The average percentage financing through crowdfunding in relation to the total 

construction cost or value of the asset is around 8.6% for the smallest and 28% 

for the highest.  

 The minimum ROI offering is 5.0% per year, more attractive returns are avail-

able in the USA platforms specialized in loans, senior debts (18.80% per year) 

but only for accredited investors with large, and long-term investments.   

 The average financial goal for the crowdfunding campaigns are between half 

million and around one million EUR. 

 

Informative features 

 

 Videos and digital animation are important part of the marketing campaign, but 

only half of the platforms use this tool. 

 Images and renders are the most common resource to promote the projects. 

However, the quality and the quantity depends on the standards of each plat-

forms.   

 The developer profile is only present in half of the platforms analyzed, even 

though it is a relevant aspect in the final decision of the potential investor.    

 Planimetric information seems to be an irrelevant item for the investors, since 

only 30% of the real estate crowdfunding platforms have this information.  

 Financial structure of the listed projects is essential for the investors, thus, this 

item is common to all the platforms. 

  Although all the platforms have clear disclaimer about risks, terms and condi-

tions, just 30% of them have a risk assessment for their projects. 

 Educational material is a common element in all the real estate crowdfunding 

platforms.  
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Tab. 4: Summary of the analyzed crowdfunding platforms  
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3.6 Construction and real estate finance   

“Without financing (debt, equity, or some combination), no real estate development is 

possible. Consequently, it is critical for developers to keep up with trends in real estate 

finance and the various sources of capital”, like real estate crowdfunding.  

Real estate development is a capital-intensive enterprise. Most developers do not have 

the wealth or desire to fund an entire project on their own, so they seek debt and equity 

investment capital from other sources. The process of financing real estate involves a 

series of arrangements based on the types of risk present at each stage of develop-

ment. Thus, different sources of capital are appropriate at different stages36. Real es-

tate crowdfunding is a new way of financing projects to some extent. It is a suitable 

source for small gaps in the financial structure of the projects, Equity capital.    

3.6.1 The real estate finance process 

 
Real estate development typically involves a series of financing arrangements: prede-

velopment financing, short-term construction financing, possibly interim financing, and 

finally permanent financing. As a project progresses, its investment risk varies and 

consequently so do, the interest rates and rates of return required by lenders and eq-

uity investors. Predevelopment debt and equity usually carry the most risk and the 

highest expected returns. Financing the purchase of well-designed and well located 

buildings with creditworthy tenants carries lower risk and correspondingly has lower 

expected returns37. 

There are three general loan structures that are used to finance development.Gener-

ally, the structure chosen will depend on what the developer expects to do with the 

property after construction and leasing are completed. In most cases developers ex-

pect to do one of three things: 

1. The property may be sold upon completion and lease-up to investors who want to 

own real estate but who do not want to bear the risk of development and initial leasing. 

In this case, the difference between the developer’s cost and the price received for the 

                                            
36 Miles, Netherton and Schmitz, Real estate development principles and process,2015, p187   
37 Brueggeman and Fisher, Real Estate Finance and Investments 
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completed property represents profit to the developer. In this case, the developer will 

usually consider short-term financing structures. 

2. The developer may retain ownership with the expectation that she will continue to 

manage, operate, and lease the property as an integral part of her business. Many 

developers maintain relationships with tenants and may have opportunities to develop 

and lease to them if future expansion becomes necessary. In this event, a developer 

will seek a longer-term financing structure. This may consist of two loans, a permanent 

loan and a construction loan. 

3. A developer may consider the sale or refinancing of a property upon completion. 

This is an option that combines elements of (1) and (2) above. In this case, the devel-

oper may seek short-term construction financing, coupled with either an option, or a 

commitment, to extend financing for one or two years beyond the construction period. 

This allows additional time beyond construction to (1) prepare the property for sale, or 

(2) provide actual financial data from operations to lenders. The latter may provide the 

opportunity for refinancing at more attractive interest rates as the project should be 

less risky to lenders. 

Many of these loans may have maturities ranging from five to seven years and are 

commonly referred to as mini-perm loans. However, the downside of this strategy is 

that interest rates may be higher than was the case when construction began and the 

developer may be forced to pay a higher interest rate than may have otherwise been 

available had a precommitment for a permanent loan been made at the beginning of 

the development process. If this strategy is chosen, the developer should also investi-

gate the possibility of an interest rate swap or hedge against higher interest rates. After 

the lease-up stage is completed and normal occupancy levels are achieved, the interim 

loan will usually be repaid by using either proceeds from the sale of the property or 

funds obtained from a permanent mortgage loan. Permanent loans usually come from 

life insurance companies, pension funds, or, in some cases, large commercial banks. 

In cases where a developer expects to have long-term ownership of a property, a com-

mitment for permanent debt financing may be acquired before a commitment for the 

construction loan is obtained. Even in cases where developers expect to sell or re-

finance property when a project is completed, if leasing market conditions warrant it, 

the interim lender may require the developer to obtain a permanent loan commitment 

or to provide contractual evidence that he will sell the project to an identified buyer 

before the maturity date of the interim loan. Justification for such loan requirements 
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may occur if the demand for space in a local market is expected to weaken, but the 

likelihood of sale of a project upon lease-up is high. Too much speculative and open-

ended construction lending in a local market may result in significant overbuilding or 

an excess supply of space, which in turn may result in more vacancies and a reduction 

in rents. Property values may then decline, resulting in foreclosures.2 In this case, a 

construction lender may want more assurance that the loan will be repaid from a sale 

or from a permanent loan committed to by another lender.38 

 

The lender verifies the developer’s assumptions, adjusts them as needed, and then 

independently assesses the project’s viability. Each step includes a series of questions 

that both the developer and the lender need to address. 

The six steps begin with a broad or macro view of the market and the property’s loca-

tion in the market, and then narrow to a micro view of the improvements and borrower. 

The final step combines all the collected quantitative and qualitative data into an anal-

ysis of the development’s financial viability. With relatively minor variations, for most 

lenders a loan proposal includes these elements39: 

1. Market and submarket analysis 

2. Location analysis of the subject site 

3. Assessment of the appropriateness of the proposed improvements for the site 

4. Determination of the creditworthiness of the borrower 

5. Evaluation of the developer’s construction team and property management plan 

6. Evaluation of the financial viability of the proposed improvements. 

3.6.2 Capital Structure 

 
Real estate projects are typically financed by at least two capital sources: debt and 

equity. In some cases, there is a complicated financing structure, or “capital stack,” 

with multiple sources of debt and equity each controlling partial interests in the property 

cash flows. Sometimes the capital structure becomes complex due to each interested 

party desires a different risk profile, which dictates how their claims on the cash flows 

                                            
38 Brueggeman and Fisher, Real Estate Finance and Investments 

 
39 Miles, Netherton and Schmitz, Real estate development principles and process,2015, p217   
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should be structured. The first major distinction is that debt financing is more contrac-

tual, while equity financing is more residual. Debt capital providers (lenders) have the 

first claim on cash flows from the property on the basis of contractual agreements that 

specify the property (and sometimes personal assets) as collateral for the loan. By 

contrast, equity investors receive cash flows from the property after the debt holders 

have been paid. This distinction causes debt providers to require a lower return on 

capital than equity holders, who assume a higher level of risk and therefore require a 

higher return on capital40.  

 

 

Fig. 14: Financing structure or “capital stack”41 

 

Senior debt usually constitutes the largest portion of the capital stack but carries the 

most conservative risk profile because of its contractual interest in property cash flows 

and ability to foreclose on the asset if the contractual terms are not met. Senior debt is 

usually sourced through banks and other traditional institutional lenders.  

Mezzanine debt is subordinate to senior debt; in the capital stack, it fills the gap be-

tween senior debt and project equity. Typical providers of mezzanine debt include 

hedge funds, mortgage REITs, and private sources.  

                                            
40 Miles, Netherton and Schmitz, Real estate development principles and process,2015, p215 
41 Miles, Netherton and Schmitz, Real estate development principles and process,2015, p216                                                                                                                                        
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Equity capital takes the form of either preferred equity or common equity. Preferred 

equity, as the name suggests, takes a senior position over common equity in the capital 

structure. Although it maintains a residual interest in the property cash flows, it func-

tions more like debt, with a set return that is paid, or accrued, on a regular basis. Pre-

ferred equity providers expect a higher return on investment than both senior and 

mezzanine debt providers, but a lower return than common equity providers require. 

Preferred equity is sourced through private investors such as individuals, private equity 

funds, and real estate investment firms. The capital source that maintains the highest 

risk profile and highest expected return is common equity42. 

 

The current conditions of the Real estate crowdfunding and the way it operates in the 

market, placed this source of financing as Equity capital among the capital structure 

previously study Fig.14. 

 

 

 
 

 

 

 

 

 

 

 

 

 

 

 

                                            
42 Miles, Netherton and Schmitz, Real estate development principles and process,2015, p216                                                                                                                                        
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4 The current assessment process 

4.1 The documentation required for the process  

The quality and the information required for the assessment process of a project look-

ing for access into a real estate crowdfunding platform is very similar to the process of 

looking for investors or loans with traditional financial institutions. You have to provide 

relevant information from both, the project and the developer company. The following 

list illustrated the general documentation required in order to apply for a loan in a com-

mercial bank or similar institution:43  

General submission for project development loans 

A. General requirements for a loan submission package 

1. Project information 

a. Project description – legal description of the site, survey, photographs of site, 

renderings of building and any parking facilities, development strategy and 

timing.  

b. Site and circulation plan, identification of any easements, availability of utili-

ties, description of adjacent land uses, soil tests. 

c. Plans for building improvements. Detailed list of amenities. 

d. Identification of architect, general contractor, principal subcontractors. Sup-

porting financial data and past performance of parties. Copies of any agree-

ments executed among parties. Description of construction and development 

procedures. 

2. Market and financial data 

a. Full set of financial statements on the borrower and any other principal pro-

ject sponsors, past development experience, list of previous project lenders. 

b. Pro forma operating statement. Detail on proposed leasing terms to tenants, 

including base rent, escalations, expense stops, renewal options, common 

area expense allocation, overage (retail leases), finish-out allowances, and 

other commitments. 

c. Detailed cost breakdowns, including: 

• Any land acquisition costs. 

• Any necessary land development costs. 

• Any required demolition costs. 

• Direct or hard costs with breakdowns for excavation, grading, foundation, 

masonry, steel work, drywall or plastering, HVAC, plumbing, electrical, el-

evator, and other mechanical items, any special finish-out or fixtures. 

                                            
43 Brueggeman and Fisher, Real Estate Finance and Investments,14th ed. p518 
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• Indirect or soft costs, including architects, engineering fees, legal fees, 

property taxes, interest-construction period, development fees, insurance 

and bonding fees, estimated contingency, reserve, anticipated permanent 

loan fees. 

d. Any executed lease commitments or letters of intent from tenants detailing 

all terms of leases. 

e. Market study and appraisal, including all comparable and detached schedule 

of rents charged by competitors. 

f. Loan request, terms, anticipated interest rate, amortization period, antici-

pated participation options. 

g. Equity to be provided by developer and/or other sponsors (cash and/or land); 

anticipated financing of draws/repayment. 

3. Government and regulatory information 

a. Statement as to zoning status. 

b. Ad valorem taxes, method of payment, reappraisal dates. 

c. All necessary permits, evidence of approved zoning variances, etc. 

4. Legal documentation. 

a. Legal entity applying for loan (evidence of incorporation, partnership agree-

ment). 

b. Statement of land cost or contract evidencing purchase. 

c. Detail regarding deed restrictions, etc. 

d. Subordination agreements. 

e. Force majeure provisions (events beyond the control of the developer such 

as an “act of God”). 

B. Additional information needed for interim loan package (if two loans are used) 

1. A copy of the permanent or standby commitment from the permanent lender.   

Details on the amount, rate, term, fees, options relative to prepayment, calls, and 

participation. Details on contingencies that the developer must meet before the 

commitment is binding. 

2. Detailed architectural plans and specifications. 

3. Detailed cost breakdown. 

4. All data relative to requirements listed in Part A and updated as appropriate. 

 

Tab. 5: List of general requirements for a loan submission, Brueggeman and Fisher 44 

 

Since the real estate crowdfunding, is an investment in common equity, the projects 

usually have acquired a senior debt when the developers are looking for additional 

                                            
44 Brueggeman and Fisher, Real Estate Finance and Investments,14th ed. p518. 
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capital. Thus, a detail review of the project, a validation of the risk assessment, site 

and market analysis have been performance already by the bank or the credit institu-

tion. Which means the project is feasible and the level of risk is acceptable for inves-

tors, based on these assumptions the assessment process of the real estate platforms 

mainly focus on the developer profile, experience, portfolio, financial records, and per-

sonal or additional guarantees.   

4.2 The assessment process   

Currently, the assessment and publishing process in different real estate crowdfunding 

platforms includes but are not limited to the following steps: 

Steps and information needed in the assessment and publishing process 

1. Registration online in the crowdfunding platform, it usually has three types of 

forms to fill.    

 Form with Basic data the developer have to create an account and pro-

vide basic contact information like name, telephone, address, email etc. 

 Form with the company data like type of business, years of experi-

ences, numbers of employees, revenues of the last year, assets, debts 

etc.  

 Form with the project data like type of development, budget, commer-

cial value once it is completed, timing, current phase, financial structure, 

and the amount of capital needed.     

2. Contact and verification of the previous information, first by email, later by phone 

and finally in a personal meeting. 

3. Request of documents in order to validate all the given information, the devel-

oper have to provide relevant information of the company and the project as 

well.(see tab. 5 , list of general requirements for a loan submission)  

4. Analysis and assessment of the information, there is three main criterion taken 

in account to evaluate the proposal:  

 Developer experience 

 Financial strength 

 Project information 

5. Relevant and additional documents 

 Service fulfillment insurance policy 

 Additional guarantees   

 Information about other credits and obligations   

 Site and market analysis 
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 Risk assessment  

 Financial structure   

6. Negotiation adjustment and/or approval of the financial structure of the project 

like amount of capital needed, length of the loan, interest rate, time frame for 

the campaign.   

7. Issue of the legal contracts like final agreement for the platform and final 

agreement for the investors. 

8. Edition and adjustment of the graphic information of the project to meet the 

platform standards, facts sheet and brochure of the project. 

9. Publication of the project and the campaign in the online platform. 

10. Updating of progress of the project like imagines, reports, videos etc.  

Tab. 6: Steps and information needed in the assessment and publishing process, own illustration 

 

The process description and the steps presented in the graphics cannot be accurate, 

since every company and project are very different and have different variables and 

factors that influence the final results. It is more a general view of the current process 

in most of the real estate crowdfunding platforms. The common framework that com-

prises the key elements in the practice.     

 

Fig. 15: Assessment process in real estate crowdfunding platforms, own illustration  

As it was mention before the most important part of the entire process is to demonstrate 

proficiency as a project developer. Good reputation and accredited experience are key 

factors to have access to the crowdfunding platform. This is the first filter applied by 
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most of the real estate platforms since there are not real guarantees for the investor in 

this kind of ventures. Remember that in the event of foreclose or bankruptcy, the senior 

debt will have priority above others. Aside of the good will of the project developer to 

honor their debts the crowdfunding platforms needs to reduce the risk and have the 

certainty that the project will be completed in the terms as it was planned originally. 

Thus, it is critical to only accept developers with the right knowledge, enough experi-

ences and adequate financial strength, capable of fulfilling their promises.    

Tab. 7: Criteria in the assessment process of projects in real estate platforms, own illustration 

Criteria and documents in the assessment process of  

projects in real estate crowdfunding platforms 

D
E

V
E

L
O

P
E

R
  
 P

R
O

F
IL

E
 

1. Experience  

 Usually more than five years, and volume of money invested   

 Type of business and type of projects  

 Reputation  

 Portfolio of projects 

 Commercial references  

2. Financial strength 

 Bank statements  

 Revenues, debts, earnings, assets 

 Additional and personal guarantees  

P
R

O
J

E
C

T
  
 

3. Project information – overview  

 Legal situation 

 Cash flow of the project 

 Financial structure, % of debt and % of equity 

  Other loans and agreements 

 Timing 

 Feasibility studies, budget, future incomes, site analysis, market analysis, 

risk analysis etc.    

 Current phase of the project 

 Contractor and sub-contractors records 

 General information of the project, like renders, videos, plans, sections, ele-

vations etc.  

The analysis and assessment process should seek for indicators that show if the current situation 

of the developer and the project have changed, for example, if there is any variance in the project 

finance, market conditions, or if the level of risk still acceptable. Although both, developer and 

project are analyzed, most of the work in the assessment process focused on the verification of 

the developer profile.  
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4.3 Risk assessment  

“The majority of real estate development projects are financed with a large amount of 

debt leverage. Because expense is high, the sale is difficult, and return on 

investment is delayed, real estate business is inherently risky”45.  

By definition real estate industry  implied financial risks for all the parties involved. This 

reality is extended to real estate crowdfunding platforms as well, since most of their 

investment projects are under construction, phase which is generally more risky to a 

lender/investor than financing completed projects, thus, the rate for construction loans 

is higher. Additionally, real estate crowdfunding companies just offer to the investors 

equity participation, term which is somewhat a misnomer because the lender does not 

actually acquire an ownership interest in the property. Rather, in return for a lower 

stated interest rate on the loan, the lender participates in some way in the income or 

cash flow from the property. Thus, the lender’s rate of return depends, in part, on the 

performance of the property. 

 

How the platform evalueted the level of risk in their projects? 

 

Since every company is different and all of them have dissimilar standards, it is difficult 

to simplify the process of risk assessment. However, in general terms for most of the 

real estate crowdfunding platforms, the evaluation process mainly is focused on the 

financial risks and the capability of the developer to fulfill their obligations with the 

banks, credit institutions and the promises on yield made to the investors. Currently, 

platforms assessed the level of risk for their listed projects based on factors that have 

a direct impact on the cash flow of the property like location, phase of the project, 

occupancy rate, type of tenants, the level of debt, the legal situation, and the developer 

profile. Each of this factor is evaluated and scored using a standardized method, in 

order to have a more accurate approach.  

The following example from the German real estate platform iFunded, see Appendix C 

risk assessment matrix, explain how the risk is determined for each project listed in 

their website. In the assessment process, there are nine criteria for assessing project 

                                            
45 Dr.Götz-Sebastian Hök (Lawyer in Berlin) 
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risk. Depending on the Characterization of the individual risk, criteria are assigned risk 

points and added at the end.  

According to the number of risk points, the real estate project is placed in one of the 

five risk classes. There are risk classes A to E, where A is for low-risk and E is for more 

risky projects46. 

 

 

Tab. 8: Categories and score to determine the level of risk 

 

Risk Assessment structure from the German platform iFunded 

The Lützowstrasse Berlin project has 12 risk points and is place into the Risk class B 

classification. This risk assessment was made up as follows: 

 

1. What is the leverage ratio of the project? 

0% 1%-49% 50%-59% 60%-69% 70%-79% 

0 1 2 3 4 

 

2. What is the equity ratio of the project? 

≥40% 30%-39% 20%-29% 10%-19% 0%-9% 

0 1 2 3 4 

 

3. How good is the macro location of the financed property? 

Capital   

cities 

All other 

main cities 

Cities with at 

least 200000 in-

habitants 

Cities with at 

least 100000 in-

habitants 

All other cities 

 

0 1 2 3 4 

 

4. How good is the quality of the micro location of the Financed property? 

                                            
46 https://ifunded.de/en/how-it-works 

A B C D E 

0 - 8 9 -15 16 - 22 23 - 30 ≥ 31 
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Location in the 

city center with 

excellent   con-

nection 

Location in 

the proximity 

of the city 

center  

Good resi-

dential area 

with good 

supply 

On the out-

skirts of the 

city with con-

nection to pub-

lic transport 

On the outskirts 

of the city with 

no connection to 

public transport 

0 1 2 3 4 

 

5. What is the occupancy rate of the property? Number of tenants  

≥90% 89%-70% 69%-40% 39%-19% ≤19% 

0 1 2 3 4 

 

7. What is the current development phase of the property? How many years of 

operation has the property?  

≥10 6 - 10 2 - 5 1 0 

0 1 2 3 4 

 

8. How much is the total investment volume of the project developer? 

≥250 

Million EUR 

200 - 249              

Million EUR 

199 – 100                  

Million EUR 

99 – 50         

Million EUR 

≤ 50                 

Million EUR 

0 1 2 3 4 

 

9. What securities are available? 

 Has the project developer offered personal guarantees?                                                                        

Yes = 0  No = 2 

 Is there a basic debt of second rank as security for the crowd?                                                       

Yes = 0  No = 2 

 Are there any entitlements for the investors?                                                                           

Yes = 0  No = 2 

 

All this information like risk criteria, data and risk points are organized in a simple as-

sessment matrix to get the final scored and the risk classification for the project. It is 

important to understand that this process have an important component of subjectivity, 

and it is not 100% accurate. Thus, the professional experience and the intuition of the 

team members are valuable to avoid mistakes. See Tab.9: iFunded risk assessment 

matrix for projects.  
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Risk criteria Input data Risk 

points 

1. Debt ratio                                                52.47% 2 

2. Equity ratio                                              40,03% 0 

3. Macro location                                          Berlin 0 

4. Micro location Lützow district in the city center 1 

5. Occupancy rate                                    100% 0 

6. Tenant number                                       >10 0 

7. Phase of development                Existing property with little maintenance 1 

8. Developer experience    Total investment <50 million euros 4 

9. Securities  Personal guarantees                             2 

 Basic debt of second rank                    2 

 Entitlements for the investors                0 

4 

Total score                                                                                                    12 

Tab. 9: iFunded risk assessment matrix for projects  

 

What at the risks for the investors and the other parties involved ? 

Equity is higher-risk financing than debt financing and it is a more expensive source of 

capital. Using more equity makes debt financing easier but means that the project may 

need to earn more, thus, the weighted average cost of capital may be higher. It is in 

this place where real estate crowdfunding has room to operate, making of it a risky 

enterprise for all the parties involved.  

  

Risks for the investor 
 
Often investors make decisions based just on the potential revenues and returns, while 

ignoring essential factors on risks. This tendency is dangerous and it can lead to un-

sustainable losses. In the cases of real estate crowdfunding platforms, it is common 

that they just talk about the potential benefits and extraordinary returns, but almost 

never, they explain the risks associated with this type of investment, misleading poten-

tial investor to risky decisions, not suitable for their risk profile. 

All the real estate crowdfunding platforms are obligated by law to inform about the 

risks, explain the terms and conditions for their deals, and have clear risk disclaimers 
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about the projects they promote. Nevertheless, just some of them offer a transparent 

risk assessment for their investors. Another potential risk that investor can face is the 

possibility of funding fake projects from fraudulent platforms.     

 

Risk for the platform 

The main risk for the platform is to fail in their due diligence process, and then approve 

projects from unskilled developers or projects where the current financial situation has 

changed recently, with the potential consequents of a foreclosed of the property,  dam-

aged to the platform reputation, additional cost, and all the legal implications of a de-

fault. 

 

Risk for the developer  

The major risk for the developers is not to meet the monetary goal in the platform, 

which have the legal implication that they will not be able to use those resources at 

all, affecting the economic structure of the project, and jeopardizing the whole devel-

opment. That is the reason why monetary goal or equity offering in a crowdfunding 

platform should not be more than 20% of the cost of the project.        

 
 
Like any other business, in the real estate crowdfunding is important to understand the 

risks involved in the business, the way platforms operate and how real estate works. 

Thus, a basic concept to understand before to invest or publish projects in any real 

estate crowdfunding platform is that the business model has been desing for a high-

risk profile investors, with previous experiences in the field or at least some 

comprehension of this industry. The second thing to keep in mind is that real estate 

crowdfunding is not the last option for financing developments when other credits 

options are not available, the project and the developer have to meet minimum 

conditions in order to participate and use properly this tool, decreasing the risk for all 

the parties involved. 
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5 Guideline and checklist for Developers  

5.1 Defining medium size projects  

Since every project is unique, and every developer company is different, is very difficult 

to measure and define the right scale for all of them. For instance, in a small business, 

a project of half million could be considered as a large project, while in a multi-million 

company, projects of two million budget are considered as a small ones. Therefore, it 

is clear that everyone has to define its own standards and scales, responding to par-

ticular needs and views. In this thesis, the size for medium projects was defined based 

on the following elements and criterions47: 

 Project duration “this element determines project size by examining the esti-

mated duration, in months, from project initiation to project close. The longer the 

duration, the larger the project size is in regards to length of time involved with 

the project”. The duration used to classify a project as medium size was 12 to 

24 months. 

 Level of risk this element considered a rough estimate level of risk in a project, 

low, moderate or high. The level of risk used to classify a project as medium 

size was low to moderate. 

 Total project cost “This element is the typical area used in classifying projects 

by size”. The range used to defined a project as medium size was 3.0 € million 

to 15 € million.  

 Level of complexity “this element determines the degree of difficulty for the 

project in terms of technology use, equipment, and the sensitivity to introducing 

new technology. Other factors considered were contracting strategy and team 

members”. A rough estimate range for this element was low, moderate or high. 

The level of complexity used to classify a project as medium size was low to 

moderate. 

                                            
47 Josey, W. C. & England, K. (2009). Utilizing a project profile matrix to determine project management 

requirements. Paper presented at PMI® Global Congress 2009—North America, Orlando, FL. Newtown 
Square, PA: Project Management Institute. 
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The purpose of the following matrix is to define to which size category a project be-

longs. This taking into account the elements previously described as duration, risk, 

cost, and complexity. The model is based on the paper “utilizing a project profile matrix 

to determine project management requirements”.  

In the first column on the left, there are the three possible categories for the size of a 

project, small, medium, and large. There is also a value rank, 4-6 for small, 7-9 for 

medium, and 10-12 for large projects. These limits are important since a project could 

have different size characteristics at the same time, for instance, a short duration but 

a high complexity. The following columns are the parameters with its score that belongs 

to that classification. Selecting and calculating the distinctive elements of a project, it 

would give us the size where it belongs based on duration, risk, cost, and complexity.      

 

Tab. 10: Classification size matrix for construction projects base on duration, risk, cost, and complexity 48  

The example project displayed in the matrix was estimated to have 18 months of du-

ration, with a moderate level of risk, a total cost of 5 million €, and a low level of com-

plexity.  With this information and using the score for each category (2+2+2+1=7), the 

final score is calculated in seven points for that type of project, which indicates a ‘me-

dium’ size project (range between 7 to 9 points). 

                                            
48 Josey, W. C. & England, K. (2009). Utilizing a project profile matrix to determine project management 
requirements. Paper presented at PMI® Global Congress 2009—North America, Orlando, FL. Newtown 
Square, PA: Project Management Institute. 
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5.2 Guideline 

5.2.1 Guideline for developers on how to use real estate crowdfunding in me-

dium size projects   

The following guideline and checklists have the aims to inform and explain in a simple 

way to the project developers how to use real estate crowdfunding platforms as a com-

plementary source of financing construction projects. The information presented is a 

summary, a generalization of the current situation of the real estate crowdfunding in-

dustry, all the data was taken from the different platforms, and this is the result of that 

analysis. 

In the first part of this schematic proposal the concept of crowdfunding and real estate 

crowdfunding are introduced, follow by the explanations on how it works, the ad-

vantages, steps to implement it, and some ideas to keep in mind. At the end, there are 

two checklist, one for the steps and action to the implementation, and the second for 

the documents needed49.    

Understanding Real Estate Crowdfunding  

 

Fig. 16: Guideline on how to use Real estate Crowdfunding part 1, own illustration 

                                            
49 Zeus crowdfunding, https://www.askzeus.com/zeuscrowdfunding/borrow/#funding-guidelines 
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Fig. 17: Guideline on how to use Real estate Crowdfunding part 2, own illustration 

 

 

Fig. 18: Guideline on how to use Real estate Crowdfunding part 3, own illustration 
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Fig. 19: Guideline on how to use Real estate Crowdfunding part 4, own illustration  

 

 

Fig. 20: Guideline on how to use Real estate Crowdfunding part 5, own illustration  
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Steps in the implementation of real estate crowdfunding 

 

 Developer profile the first step before to start using real estate crowdfunding 

as an alternative source of financing is to review your profile as developer. Make 

sure that you are a skilled and experience developer with good financial records 

and good reputation among your customers and colleagues. Developer experi-

ence and financial strength are the most important factors for all the platforms 

in their assessment process.   

  Project review secondly, be sure that you project has all the information 

needed to apply to a loan. Additional evaluated if your project meet all the re-

quirements to classify as a medium size project. Make a pre-evaluation to know 

if your project is ready to be listed before to apply to any platform.    

 Platform searching it is important to know which type of platforms are available 

in your region. Research, compare and choose the best option for you and your 

project. Review the requirements and conditions, target group, costs, business 

model etc. since all platforms have different standards and different commercial 

approaches.   

 Application submission register online with your selected platform, create 

your account and upload the information requested. Company balance and fi-

nancial information to validate your developer profile, and the project infor-

mation to evaluate its feasibility.      

 Negotiation and project preparation once you passed through the selection 

process review and negotiate the financial structure of your project, fees, mon-

etary goal, interest rate, and the timeframe to pay dividends. Prepare the graph-

ical information of your project to be displayed in the platform. 

 Documents, contracts, and legal agreements preparation and review make 

sure that you understand all the terms, conditions, and agreements before sign 

any contract. Be prepare to give personal guarantees and other additional se-

curities. 

 Keep in touch with your investors via the platform and social media, you have 

to deliver newsletters and reports about the project progress.   
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5.2.2 Guideline for developers on how to use real estate crowdfunding plat-

forms to financing medium size projects. 

 

Before you start … 

 Learn and inform                                                                                                              

Yourself about real estate crowdfunding and their platforms 

 Review the project  

Check if your project classified as a medium size project, and make sure that 

you have all the information required in order to apply for a loan   

 Search a platform 

Review and compare the different options available in the market and choose 

the most suitable platform according to your profile and project requirements.  

 

 

1              Sign up and register 

online 

Express your interest in financing your medium size 

project with you preferred real estate crowdfunding 

platform. 

 

2 

 

Fill out your profile 

 

Fill the forms with the contact information and the 

basic data about your company and the project. 

Also, upload all the information needed to verify your 

profile as skilled developer.  

 

3 

 

      Submit your project 

 

Send documents and the information regard the pro-

ject, technical, graphical and financial information. 

Upon the request of the crowdfunding platform. 

 

4 

 

Gain the approval 

After the due diligence process, which includes an 

experience and credit check, your project will be ap-

proved if the level of risk and financial strength is ad-

equate for you to profile and the project. 

 

5 

 

Funding your project 

 

Start your project according to the plan, and keep 

your investors informed during the construction pro-

cess.  

 

Tab. 11: Guideline on how to use real estate crowdfunding platforms 
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5.3 Checklist  

5.3.1 Checklist for developers on how to implement crowdfunding  

Tab. 12: Checklist of steps for developers to implement crowdfunding 

 Checklist of steps for developers to implement crowdfunding  

N°     Steps and actions check 

Project review  

1. 
Check your project and make sure that you have all the information needed to applied 

for a credit (see Tab.5 List of general requirements for a loan submission) 

 

2. 
 Prepare all the relevant financial information about your project like budgeting, 

scheduling, expected income, financial structure etc.   

 

3. 
Prepare a brief summary of the key numbers and data of your project like total cost, 

debt ratio, equity ratio, capital needed, type of development, area, location etc. 

 

Platform searching  

4. 
Prepare a list with the platforms available in your region or city, and then make a top 

five list of your favorite crowdfunding platforms. 

 

5. 
Review and compare which crowdfunding platform are more suitable for your project 

and developer profile.  

 

6. 
Choose the most convenient real estate crowdfunding platform according to your pro-

file and project requirements.  

 

Application submission  

7. Sign in and register your interest with your preferred platform.    

8. 
Fill the forms with the contact information and the basic data about your company 

and the project. 

 

9. Upload all the information needed to verify your profile as a skilled developer.   

10. Wait to be contacted and prepare for a personal interview  

11. 
Send documents and additional information request for the platform like technical 

documents, financial statements, portfolio of previous projects etc. 

 

After a positive respond…   Negotiation and project preparation 

12. 
With the collaboration of the crowdfunding platform, define the best strategy to pre-

senting and funding your project.  

 

13. 
Review and negotiate the financial structure of your project, fees, monetary goal, in-

terest rate, and the timeframe to pay dividends. 

 

14. Read, review and sign all the contracts and agreements, even power of attorney.   

15. Negotiate and agree with the real estate crowdfunding platform the guarantees.    

16. Keep informing your investors about the project progress with newsletter and reports.   

17. Fulfill your promises and pay the dividends and returns to your investors on time.    
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5.3.2  Checklist of documents for developers using crowdfunding platforms 

 

Tab. 13: Checklist of documents for developers using crowdfunding 

 Checklist of documents for developers using crowdfunding  

N° Type of document check 

Company documents - Developer profile 

1. Organizational structure of the company ownership, shareholders and partners  

2. Company balance debts, assets, revenues and earnings of the last 5 years  

3. Financial statements bank statements  

4. Portfolio of previous projects  verified experience from the least five years   

5. Report of capital invested volume of million allocated in previous projects  

6. Professional and social networks public perception, publications, and awards  

7. Evidence of  guarantees  

Project information 

8. Construction documents technical and architectural drawings, digital files   

9. Construction permits and licenses    

10. Phase of the project  

11. Budget and schedule of the project  

12. Financial structure of the project, debt ratio, equity ratio, amount of capital needed  

13. Risk assessment of the project  

14. Report of expected incomes for the project  

15. Credits evidence of other loans   

16. Tenants contracts  

17. Description of the project  

18. Graphic material  renders, animations, videos and imagines of the project  

Documents, contracts and legal agreements 

19. Contract and agreement for the platform  

20. Contract and agreement for the investors  

21. Contract and agreement for the trust  

22. Contract for securities and personal guarantees     

23. Power of attorney   
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6 Assessment matrix for medium size projects 

6.1 Matrix as a tool 

The matrix as a tool would help to define if a real estate development or construction 

project is ready to be published in a crowdfunding platform. It would be tell us if a 

development meet the general standards of the platforms before start the application 

process, this in order to save time and improved any detectable weaknesses.  

After studied the information found about several projects displayed in the different 

crowdfunding platforms, and the information that these companies ask the developers, 

a common pattern appeared. All the real estate crowdfunding platforms evaluated their 

projects based on the financial viability. They measure the level of risks, the potential 

opportunity to generate profits, and the additional guarantees offered by the developer. 

They mainly focus on three areas by separated: developer profile, project information, 

and the financial structure of the project, but the general assessment has a global ap-

proach.   

Developer profile: as it has been mentioned before, this section is the most relevant 

between the two other sections, and it is related directly to the professional skills of the 

project developer. Years of experiences in the business are the most valuable asset, 

and it contributes to a significant weight in the final score when the appraisal of the 

project take places. It seems that creditors understand long professional trajectory as 

an equivalent of capable developers, trained enough to respond and overcome any 

problem, and financially strong to take responsibility in case of serious difficulties in the 

project. Of course, it is not just a matter of time. It is also a question of reputation and 

good performance during those years. In this category the factors evaluated are:  

 Organizational structure of the Developer Company, ownership, sharehold-

ers, partners, contractors and subcontractors. 

 Financial strength level of debt, assets, revenues, and type of business. Addi-

tional, financial reports, and credits scores are study.  

 Portfolio of projects that the company manages, operates or control. 

 Volume of capital invested in previous projects 

 Liquidity and additional guarantees in case the project face difficulties  
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Project information: this is the second most important part of the assessment process 

of listing a project in a crowdfunding platform. The supplied information must be clear 

and completed, in order to evaluate the project in the most accurate way. The idea with 

the information upload in the platform is to understand the scope of the project, its 

complexity, and level of risk involved, feasibility studies, and the expected incomes for 

the property. the evaluated aspects in this section could include:   

 Technical and architectural drawings  

 Location 

 Current phase of the project 

 Budgeting 

 Schedule  

 Site analysis macro and micro  

 Risk analysis mainly financial risks  

 Market analysis with the current and future conditions   

 Permits and licenses current situation 

Financial structure:  the last section is about the financial health or financial balance 

in the project, although this part could be considered as information of the project, it is 

important to dedicate a separate section in order to visualize clearer the financial struc-

ture, the evaluated aspects in this section could include:  

 Total cost of the project 

 Proportion of debt and equity  

 Tenants, occupancy rate, expected income  

 Return on investment, yield, interest  

 Amount of capital needed 

 Period of time  

 Financial cost of the loans 

 

Important note: Consider that most of the information needed to be listed in a real 

estate crowdfunding platform, you already have it. The factors and aspects evaluated 

are almost the same than the traditional credit institutions requests for a loan. The 

major consideration with the crowdfunding as an alternative source of financing are 

your developer profile and the additional guarantees that you can offered.    
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How the matrix works? 

The matrix is divide in four sections. The first part is for fill the basic information about 

the project, like type of project, location, amount of capital needed, and for review the 

size of the project, small, medium or large according to the standards established in 

the chapter 5 of this thesis. The other three section comprise the developer profile, 

project information, and the financial structure. In each one of them, more detail as-

pects are measured in order to calculate the score for each section and then the total 

score.     

The scale used to assess the projects goes from zero to one hundred, where the ideal 

scenario is placed between 81 and 100. The threshold is 61, which means your project 

has the minimum requirements to apply, and high probability to get a positive respond 

from most of the crowdfunding platforms, all other values under this mark should im-

prove their conditions before go further with any real estate crowdfunding platform or 

credit institution. 

A perfect score would award 50 points for the developer profile section, 30 points for 

the project information, and 20 points for the financial structure.   

0 - 20 21 - 40 41 - 60 61 - 80 81 - 100 

 

Tab. 14:  score scale for the assessment matrix with the threshold mark 

6.2 The assessment process with the matrix 

The idea of using the assessment matrix is to have the opportunity to review the whole 

project very quickly once again and identify flaws or missing information. It is a tool to 

self-evaluate the project and correct mistakes, in order to save time in the application 

process with the real estate crowdfunding platforms. 
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The assessment matrix  

 Assessment matrix for medium size projects  

Developer company: Date: 

Project ID - name: 

Type of project Residential commercial Industrial 

Current phase Planning - Design Construction Operation 

Location: 

Funding use for Purchase Refinance Renovation Bridge transactional consruction 

Total Cost: Capital needed: 

Project size appraisal 

Duration (months) 25 – 36 

3 

12 -24  

2 

6 -11 

1 

Level of risk High  

3 

Moderate 

2 

Low 

1 

Total cost EUR 

(millions) 

≥15 

3 

3 -15 

2 

0 – 2.9 

1 

Level of 

complexity 

High  

3 

Moderate 

2 

Low 

1 

Total score Large 

10 -12  

Medium 

7 - 9 

Small 

4 - 6 

N° Section points 

Developer profile - max. score 50 points 

1. 

Years of professional experiences 

≥ 12 

10 

9 -12 

8 

6 - 8 

6 

3 - 5 

4 

0 - 2 

2 

 

2. 

Volume of capital invested during those years in real estate projects (millions EUR) 

≥ 250 

10 

200 – 249 

8 

199 – 100 

6 

99 – 50 

4 

≤ 50 

2 

 

3. 

Utilities of the company during the last year (millions EUR) 

≥ 9 

10 

4 – 8.9 

8 

3.9 – 2 

6 

1.9 – 1 

4 

0.1 – 0.9 

2 

 

4. 

In relation with your assets what is your level of debt? 

0% 

10 

1%-20% 

8 

21%-50% 

6 

51%-70% 

4 

≥70% 

2 

 

5. 

Can you offer additional guarantees for the project?  

Yes 

10 

No 

0 
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Tab. 15:  The assessment matrix for medium size projects 

 

 

Project information - max. score 30 points 

6. 

Have you prepared a financial analysis of the property that you can provide us? 

Yes 

5 

No 

0 

 

7. 

Have you done a marketing analysis of your project that you can provide us? 

Yes 

5 

No 

0 

 

8. 

Have you prepared a risk assessment of your project?  

Yes 

5 

No 

0 

 

9. 

Have you prepared the budget and schedule of your project? 

Yes 

5 

No 

0 

 

10. 

Can you provide us graphic material of your project? like renders, images, videos, animations 

Yes 

5 

No 

0 

 

11. 

Can you provide us technical and architectural drawings of your project? 

Yes 

5 

No 

0 

 

Financial structure - max. score 20 points 

12 

What is the leverage ratio of the project? 

0% 

5 

1%-49% 

4 

50%-59% 

3 

60%-69% 

2 

70%-79% 

1 

 

13. 

What is the equity ratio of the project? 

≥40% 

5 

30%-39% 

4 

20%-29% 

3 

10%-19% 

2 

0%-9% 

1 

 

14. 

What is the occupancy rate of the property? 

≥90%                   

5 

89%-70% 

4 

69%-40%   

3 

39%-19% 

2 

≤19% 

1 

 

15. 

What is the IRR internal rate of return of the project? 

≥20%                   

5 

16%-20% 

4 

11%-15%   

3 

6%-10% 

2 

1% - 5% 

1 

 

Total score for the project  
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6.3 Validation of the matrix tool  

To validate and verify the functionality of the assessment matrix, a tested was con-

ducted using two projects from two different real estate crowdfunding platforms. The 

first project is located in the USA, ,the development is a multi-residential complex, and 

it belongs to the website Real Crowd, for more detail about this project please see the 

appendix A real estate project Vantage at Harlingen. The second one is a single house 

from the German platform Bergfürst and it is located in Mallorca Spain, see the appen-

dix E real estate project Soleada Mallorca.   

6.4 Results  

In the following table is possible to see a summary of the assessment process with the 

matrix: 

Soleada Mallorca - Spain Vantage at Harlingen 

USA 

Section  Question Points  Section 

points 

Points Section 

points 

D
e
v
e
lo

p
e
r 

p
ro

fi
le

 

1 10  

 

32 

10  

 

44 

2 2 10 

3 4 10 

4 6 4 

5 10 10 

P
ro

je
c
t 

in
fo

rm
a
ti

o
n

 

6 5  

 

 

30 

5  

 

 

30 

7 5 5 

8 5 5 

9 5 5 

10 5 5 

11 5 5 

F
in

a
n

c
ia

l 

s
tr

u
c
tu

re
 12 1  

 

8 

1  

 

14 

13 4 4 

14 1 5 

15 2 4 

TOTAL SCORE 70                    88  

Tab. 16:  summary of the evaluated projects 

Soleada Mallorca is single-family house with a total cost of 4.5 million EUR. The project 

developer is looking capital to renovate the house and resale the property in less than 
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one year.  In contrast, Vantage at Harlingen is a residential complex of 26 million EUR, 

where the main objective of the developer is purchase the property and keep for at 

least five years, this is property with a full occupancy rate, and it is already generating 

incomes. Although both projects are dissimilar, both classified as medium size pro-

jects.     

Even though in both compered projects, the developers have strong profiles and 

enough experiences, there is an important difference in their scores, the reason for this 

is the huge volume of capital invested in previous projects and the utilities of the Amer-

ican company during the last year, is a matter of scale and the type of business.  

On the other hand, the quality and the quantity of the project information was good for 

both, there was enough information to understand the developments and their potential 

benefits.   

Finally, in the section of the financial structure, there is again a significant difference 

between the projects, and the reason again is due to the nature of their business and 

the different time of maturity for each project.   
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6.5 Potential benefits and current barriers                                                                                                         

Potential benefits of the real estate crowdfunding for small investors 

Among the many benefits that the real estate crowdfunding has to offer for the inves-

tors, these are the most visible:     

 Democratization of the investment, currently almost everyone have the op-

portunity to participate in the real estate market and its profits, with a very small 

investment that in former times were impossible.  

 Transparency, the real estate crowdfunding platforms offers deals and oppor-

tunities to the investor that are quite easy to track and oversight through the 

continuous updating of the developers.   

 Security, thanks to the due diligence process carry on by the real estate crowd-

funding platforms, the chances of financial risks are reduced. 

 Diversification, platforms offer a vast variety of projects in different types of 

segments and locations.  

 

Potential benefits for projects developers 

As a new technology, real estate crowdfunding is changing in a positive way the ap-

proach of do business within this industry. These are some of the benefits it has to 

offer for projects developers:     

 Affordable investments attract much more people to participate than with tra-

ditional strategies. 

 Large exposure brings plenty of investors willing to financing profitable pro-

jects, which accelerates the funding process. Real estate crowdfunding works 

online and it is open 24/7.  

 It is cheaper, thanks to the online transactions the operational cost are lower 

than traditional credit institutions. It is a win win situation for the developers and 

for the investors. Attractive returns for the lenders and lower interest rate for the 

builders. 

 It is faster, the lending process is much faster and could   be more flexible than 

the process with others institutions. 
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Current barriers in the implementation of this tool 

 

Nowadays the major barrier for the full implementation of the real estate crowdfunding 

are the different governments all over the world. Specifically their regulations that 

threaten this type of business and constrain the whole industry, in some cases is the 

over regulation and the unfounded fears of the governments that limit the potential of 

the real estate crowdfunding, and in other cases is the total absence of it. We have a 

technology from the XXI century but we still operating under the laws of the last cen-

tury. Thus is necessary that professionals from the real estate industry work together 

with the policy makers to have a legislation that understand the core of the business50.    

Another problem facing the real estate crowdfunding is the lack of knowledge in this 

field from the public in general. For example, some developer and most of the people 

tend to relate real estate crowdfunding with online donations, some kind of charity for 

desperate project developers without resources. Thus, many are concern about their 

credibility as professionals and reputation as capable developers. However, the reality 

is quite far from this wrong idea. Real estate crowdfunding is a relatively new phenom-

enon, and it needs time to be appreciate and understand. 

 

 

 

 

 

 

 

 

 

 

                                            
50 https://www.crowdfundinsider.com/2017/05/99687-german-crowdfunding-association-urges-regula-

tor-not-exclude-real-estate-crowdfunding-regulation/ 
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7 Conclusions 

7.1 Outlook of the real estate crowdfunding 

The general outlook of the real estate crowdfunding in strategic markets like Europa 

and the USA is that it will continue its exponential growth like in the last five years. 

Consolidating and normalizing its present in the real estate industry every day. Thus, 

it is important for the project developers to understand how this business model oper-

ates, learn about it, updating, and take advantages of this alternative source of financ-

ing.   

Relevant findings of the study 

 Through this study was possible to identify positive trends for the industry, like 

the flourishing of new real estate crowdfunding platforms in Germany, where in 

partnership with experienced developers, they are responding to the demand 

for residential complex. Offering at the same time the opportunity to common 

people to invest in profitable projects. It seems that in Europe the accessibility 

to this type of venture is much easier than in the USA, where only accredited 

investor can participate.  

 

 European platforms are more conservatives than the Americans, this in terms 

of the percentage of equity financed, usually between 5% to 30% of the total 

cost of the project, while in the USA some platforms specialized in long term 

loans are financing 100% of the total cost of the project.    

 

 Real estate crowdfunding is not the last option to financing construction pro-

jects. It follows principles and standards like any other industry. The platforms 

only publishes verified projects of skilled developers with enough experiences 

and financial strength. 

 

 Crowdfunding is the result of the internet and new technologies. However, it is 

regulated by laws designed to protect investor in the pre-internet age, more than 

87 years ago. Due to those legal restriction in the USA many “real estate crowd-
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funding platform” are actually investment funds, operating as a professional bro-

kers. This jeopardies the original idea of the crowdfunding to attract investors 

massively, since only accredited investor can participate of this type of initiatives 

(around 2% of the USA population).       

 

 Equity is higher-risk financing than debt financing and it is a more expensive 

source of capital. Using more equity makes debt financing easier but means 

that the project may need to earn more, thus, the weighted average cost of cap-

ital may be higher. It is in this place where real estate crowdfunding has room 

to operate, making of it a risky enterprise for all the parties involved. 

 

 

Further recommendations  

For the project developers looking to implement real estate crowdfunding in their pro-

jects is advised to:      

 Prepared their own research about the different options available for them in the 

market, there is a vast variety of platform specialized in different segments of 

the real estate business, thus, it is fundamental to study, review and compare 

which crowdfunding platform is more suitable for their project and their devel-

oper profile. It is important to take informed decisions, choosing the most con-

venient platform according to their needs and specific project requirements. 

 

 Be aware of the fraud, as a new industry real estate crowdfunding is threatened 

by people who try to take advantage of the inexperience and general ignorance 

of the people in this field. Always verify the company and their websites before 

delivering your personal details or pay any fees.   
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Appendix 

Appendix A                                                                                                                                

Real estate project form the platform Real Crowd, Vantage at Harlingen 
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Appendix B                                                                                           

Real estate project form the platform iFunded, Eisenzahnstras   
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Appendix C                                                                                                                         

Risk assessment matrix, from iFunded platform 
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Appendix D                                                                                                                      

Real estate project from the platform Zinsland, Villen am Sonnenhof 
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Appendix E                                                                                                                              

Real estate project from the platform Bergfürst, Soleada 35 Mallorca 
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Appendix F 

Risk disclaimer from the platform Bergfürst, project Soleada 35 Mallorca 



 

 

126 

 

 

 



 

 

127 

 



 

 

128 

 

List of Literature 

 Bergfürst, https://www.bergfuerst.com 

 Brueggeman and Fisher, Real Estate Finance and Investments,14th 

 Crowdfund insider, https://www.crowdfundinsider.com/2017/05/99687-german-

crowdfunding-association-urges-regulator-not-exclude-real-estate-crowdfund-

ing-regulation/, June 20th, 2017 

 Crowd sourcing, (2016). The Crowdfunding Industry Report, 

http://www.crowdsourcing.org/editorial/global-crowdfunding-market-to-reach-

344b-in-2015-predicts-massolutions-2015cf-industry-report/45376  

 Danmayr, Archetypes of crowdfunding platforms, Springer Gabler, 2014 

 Dietrich and Amrein, Institute of Financial Services Zug IFZ, Crowdfunding 

Monitoring Switzerland, 2015, https://blog.hslu.ch/retailbank-

ing/files/2015/05/Crowdfunding-Monitoring-2015-English.pdf 

 Freedman and Nutting, Equity Crowdfunding for investors, 2015 

 Fundrise, https://www.fundrise.com 

 Fundrise, https://fundrise.com/reits/income-ereit/view, June 20th, 2017 

 Gofundme, https://www.gofundme.com/twzeqw, June 20th, 2017 

 Grundy and Ohmer, Cogent Business & Management (2016), German crowd-

investing platforms: Literature review and survey 

 Ifunded, https://www.ifunded.de 

 Ifunded, https://ifunded.de/en/how-it-works 

 Josey, W. C. & England, K. (2009). Utilizing a project profile matrix to deter-

mine project management requirements. Paper presented at PMI® Global 

http://www.financeads.net/tc.php?t=20107C86630694T


 

 

129 

Congress 2009—North America, Orlando, FL. Newtown Square, PA: Project 

Management Institute. 

 Kapilendo, https://www.kapilendo.de/projekte/01ce2b85-b39c-4aa4-aee4-

3c707019f83c, June 20th, 2017  

 Kickstarter, https://www.kickstarter.com/projects/timbuktu/kickstarter-gold-

good-night-stories-for-rebel-girl?ref=home_popular, June 20th, 2017 

 Koch, Jascha-Alexander and Siering, Michael, "Crowdfunding Success Fac-

tors: The Characteristics of Successfully Funded Projects on Crowdfunding 

Platforms" (2015). ECIS 2015 Completed Research Papers. Paper 106  

 Marchand, Equity based crowdfunding real estate markets, 2015 

 Miles, Netherton and Schmitz, Real estate development principles and pro-

cess,2015   

 N. Scholz, The Relevance of Crowdfunding, Springer Fachmedien Wiesbaden 

2015 

 Oxford dictionary, https://en.oxforddictionaries.com/definition/crowdfunding 

 Peer realty, https://www.peerrealty.com 

 Peerstreet, https://www.peerstreet.com 

 Pierrakis and Collins, Crowdfunding: a new innovative model of providing 

funding to projects and businesses,  

 Rea Capital, https://www.reacapital.de 

 Real crowd, https://www.realcrowd.com 

 Real crowd, https://www.realcrowd.com/offerings/apexone-investment-part-

ners/apexone-growth-income-fund-ii 

 Realty Mogul, https://www.realtymogul.com 



 

 

130 

 Realty shares, https://www.realtyshares.com 

 Realty shares, https://support.realtyshares.com/hc/en-us/arti-

cles/115004536247-What-is-an-Accredited-Investor-, June 20th, 2017 

 Rouhiainen, Guidelines for Finnish start-ups on how to utilize crowdfunding, 

2016 

 Sebastian and Grell, Crowdfunding Architecture, 2013 

 Statista, https://www.statista.com/statistics/412487/europe-alternative-finance-

transactions-crowdfunding/ 

 Statista, https://www.statista.com/statistics/620952/total-crowdfunding-volume-

worldwide/ 

 The American Institute of Architects, Crowdfunding  Architecture,2013 

 The Real Estate Finance Journal E Summer-Fall 2014, Crowdfunding for Real 

Estate  

 http://www.therealestatecrowdfundingreview.com/top-100-sites-ranked-and-

reviewed 

 Zeus crowdfunding, https://www.askzeus.com/zeuscrowdfunding/ 

 Zinsland, https://www.zinsland.de 

 

 

 


