
BOSTON – As Massachusetts continues to attract talent through its innovation
economy, the Office of Consumer Affairs advises consumers to read the fine print on any
projects seeking to raise capital through crowdfunding websites before they make a
contribution.

The Office of Consumer Affairs recently conducted a survey  of 11 crowdfunding
websites and compared features of each site. OCA looked at the vetting process of listed
projects, studied how donations or investments work, and explored the benefits offered to
donors and investors.

Crowdfunding websites allow entrepreneurs to host a startup project that consumers can
help to fund by raising small amounts of money from a large number of people, often in
exchange for rewards or an equity stake in the company or venture.

“Crowdfunding websites are a great way to support small businesses that may not have
otherwise gained the capital to get their great idea off of the ground, and our purpose
here is not to discourage folks from donating to these websites,” said Undersecretary of
Consumer Affairs and Business Regulation Barbara Anthony. “We want to remind
consumers, as with anything, to be prudent and thoughtful before they hand over their
hard earned money. If you’re going to contribute money, find out exactly what you will
get in return and whether you can get your money back if the project fails.”

Consumer Affairs researchers found that there are many different returns on investments
for crowdfunding contributions. Of the sites surveyed, OCA found that only two projects
that offered an equity stake in the company, while eight sites host projects that offered
some kind of reward for contributing to a project. Of the sites hosting rewards-based
incentives, some allow the creator to determine the perk or benefit. Only one site,
DonorsChoose.org, was categorized as a donation site, where no rewards or equity are
offered to contributors. Consumers should read all disclaimers and carefully consider
what they are hoping to gain from the transaction.

Each site varies in how thoroughly projects and businesses were vetted by the website.
Consumer Affairs staff looked at how clearly each site determined the legitimacy of the
project and its creators, as well as how this information was conveyed to the consumer.
Only two sites, Invested.in and Kickstarter, allow investors to cancel their pledge prior to
the closing of the project. Moreover, all of the sites carry various disclaimers of liability
that deny responsibility in the case of nonfulfillment by the creator or venture.

Of the 11 sites surveyed , five sites promise to return contributors’ money if the
creators fail to meet their fundraising goal, while four sites permit refunds only if the
creator fails to launch a profitable venture. The site Crowdrise collects funds as non-
refundable contributions. Only one site, AngelList, did not provide refund information to
potential contributors.

“Crowdfunding has the potential to be a real game changer not only for startups but also
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for small, unaccredited investors who want to put money into startups,” said Andre
Porter, Executive Director of the Office of Small Business and Entrepreneurship. “I
applaud Consumer Affairs and Business Regulation for carefully comparing these sites to
help consumers navigate and understand the new and evolving world of crowdfunding.”

Crowdfunding websites have received much attention on traditional and social media
channels. Many mainstream movie productions, book distributions, and music albums
have used crowdfunding in lieu of traditional sources. As a result, more consumers are
pledging their money to a variety of projects and causes.

The increase in notoriety and use of these sites has led to great benefits for the
crowdfunding sites and project creators however the campaigns can also be
unpredictable in how much money they raise. For example, one venture went viral and
wildly exceeded the creator’s goal of collecting 10 dollars to make a ‘potato salad’ and
ended up raising over $55,000. Other efforts, while having raised some money for the
projects, have fallen short of their goal.

“Consumers should be aware prior to investing that this is a reality of investment,” added
Undersecretary Anthony.

The Office of Consumer Affairs and Business Regulation advises consumers to consider
the following before making a donation through a crowdfunding website:

Lack of regulations: Most crowdfunding sites, except for those offering equity, do
not have specific regulations that apply to them. Equity sites are subject to SEC
regulations that require that investors be accredited with a specific net worth or
income threshold;

Know what you’re getting: Crowdfunding websites offer a variety of benefits for
investors and donors. Make sure you know whether you are getting a share of the
company, a share of the revenue, points to redeem elsewhere on the crowdfunding
site, or a product produced by the project.

Know any fees associated with each donation: Many sites charge a fee per
donation, and not all of your donation may reach the project due to these fees. Be
sure to know the amount of the fee and when it will be charged.

Research the creators and projects: Read the crowdfunding website for the
terms and conditions to determine how closely each project or creator was vetted.
Also determine for yourself how credible the project seems. Just because the creator
is funding a project on a legitimate site, it does not necessarily mean that the project
is viable or the creator is legitimate.

Know your rights: Read the terms and conditions on both the crowdfunding
website and the specific project to know whether you can cancel your donation before
the goal is met, and when the money will be withdrawn from your account.

The Office of Consumer Affairs and Business Regulation is committed to protecting
consumers through consumer advocacy and education, and also works to ensure that the
businesses its agencies regulate treat all Massachusetts consumers fairly. Follow the
Office at its blog, on Facebook and on Twitter @Mass_Consumer.
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