
Crowd Equity 

"A new funding model for local entrepreneurs and other market operators” 

 

New fresh capital 

Entrepreneurs, especially in rural areas and smaller towns, have a hard time finding financing to start 

and / or further develop their business. Banks often require high collateral and private equity firms 

are rarely interested in investing in smaller companies. If the entrepreneur is not willing or able to 

take a personal bank loan, possibly with the house as collateral, then the project collapses. In many 

cases, society is missing out on a valuable business venture that could mean new local jobs and 

increased tax revenues. Crowd Equity is an entirely new funding model designed for smaller 

businesses. 

Crowd Equity's business concept is based on a few key assumptions: 

 For many small businesses outside the major cities funding opportunities are very limited. 

This means that many potentially successful business ventures in rural areas never 

materialize. 

 The more people who invest in a company, the smaller the amount of money that is required 

by each investor. 

 It is easier to borrow money if you already have money. 

 People are prepared to invest a little money to high risk. 

 The motivation for people to invest in local businesses in their own city consists not only of 

economic returns. The ability to contribute to one's hometown development (eg, 

maintaining essential services in the district, new jobs, summer jobs for one’s own children 

more sponsorship for the football team) is also an important driving force. 

How exactly does the model work? 

A public limited company, Local Investment Company (LIC)  plc, is formed in the actual geographical 

area (eg a municipality). The owners consist primarily of experienced people from the local business 

community but may include banks and other partners. The company’s network includes access to 

expertise in business, economics, law, etc. 

The process: A local family business wants to expand its business and needs to invest 1.2 million SEK 

in new facilities and equipment. They turn to the LIC which, after examining the business, determines 

that the conditions for the company to find capital are good. In consultation with the Company A the 

LIC prepares a simpler prospectus and related offer to the public. The prospectus includes an 

assessment of the business, market, and a description of what the capital will be used. The 

prospectus will also describe the company's importance to the municipality in terms of jobs, tax 

revenue etc. The offer means that recovery of the invested capital and any return to the investors is 

entirely dependent on the local firm's success. In order to strengthen its links with its investors the 

company can reward its investors with “non-monetary” benefits such as vouchers, coupons, and 

other offerings. 



A case example: 200 people investing SEK 2000 (avg) (= 0.4 million) in company A through an LIC 

which borrows the money from the investors in the form of an equity loan and use it to buy shares in 

company A. The investment strengthens the company’s balance sheet and hence its solvency. The LIC 

appoints one or more board members, conveys a mentor and supports the company in its business 

efforts in collaboration with other partners (the LICs network). 

The increased solidity and the LICs and Crowds support of the company’s efforts means reduced 

credit risks for Bank B, which therefore will lend a further 400 000 to the company without the need 

for personal security. A governmental agency injects capital as well in the form of a loan of SEK 400 

000. 

Every year, investors will receive a financial report on the company's development. Investors will 

receive annually a refund / return on investment provided that the company's position is good and 

there are distributable funds. When the LIC disposes its shares in the company it pays the investors 

back (the loan) along with any benefits that arise from the appreciation of the company's shares. The 

investors have hopefully got a good return on investment while they have helped to develop their 

community. If company A goes bankrupt then the investors lose their capital (the amount borrowed 

to the LIC).  

Opportunities 

The model can obviously be used in several different contexts. For example; 

Three young entrepreneurs developed a new Internet service, and they want to form a company to 

commercialize their new technology. Relatives and friends are prepared to invest money in the new 

company but do not know how it's done practically and legally. An innovation LIC provides the 

solution. Moreover the LIC supports the entrepreneurs with a mentor, board members and other 

required partners. At the same time the young entrepreneurs don’t have to worry about the whole 

family interfering with company governance because the LIC is the only shareholder and as such it 

has a direct influence over the company; not tens or hundreds of small investors (which probably 

would be difficult if not impossible to manage for the individual entrepreneur). 

 

Advantages of the Crowd Equity modell 

For the entrepreneur: The model provides an opportunity to raise the company's solvency without 

the need for collateral. In addition, the entrepreneur gets a lot of help from the LICs network and the 

Crowd. Moreover it is the LIC and not the entrepreneur that is legally responsible to the local 

investors and as such it handles every aspect of this relationship. Those who invested in the company 

will be loyal and dedicated customers, something that can boost the ventures sales. 

For local investors: The model gives investors a safe structure through which people can, in an easy 

way, invest small amounts on local businesses and also provides a way for them to influence and 

strengthen the local industry. The local investors can contribute in improved local services and 

increased employment opportunities while having a chance to have an economic return if the 

company they support succeeds. 

For the community: The model gives the community a base on which local businesses can be 

developed, the local service can be improved while at the same time it involves the local community 

in an active and engaging way. 



For the public sector: The model gives the public sector an opportunity to move on from a subsidy-

based business support to a more market-driven local (risk) capital system. Using the model, the 

public sector can transform loans to equity without becoming a shareholder, something that gives 

great opportunities for expansion for micro and small enterprises. 

For banks and other credit institutions:  The LICs are a qualified intermediary who knows and 

understands the local business community well. Through the models support of each company's 

development, the banks can reduce their credit risk. Each bank that supports the model through 

partnership can easily claim a higher Corporate Social Responsibility (CSR). 

 

*** 

 


