
 

 

This Submission has been created by Andrew Ward and is representative of the personal views he has 

regarding CSEF and those he gathered from creating a LinkedIn Group 

(http://www.linkedin.com/groups/CSEFAustralia-5174120/about ) and website called CSEF-Australia 

(www.CSEF-Australia.com.au ). 

This Submission has been completed by an entrepreneur - not a lawyer or economist ς so uses plain 

language and may avoid technical terms (or occasionally get them wrong).   

CSEF-Australia and Andrew Ward would not be considered an existing player in the market ς i.e we 

ŀǊŜƴΩǘ ŀ ǇƭŀǘŦƻǊƳ ƭƛƪŜ tƻȊƛōƭŜ ƻǊ !{{h. or a VC wanting deal flow ς these players naturally have a view 

based on existing commercial interests. 

¢Ƙƛǎ {ǳōƳƛǎǎƛƻƴ Ŏƻƴǘŀƛƴǎ ƴƻǾŜƭ ƛŘŜŀǎ ŀƴŘ ǘƘƛƴƪƛƴƎ ǎƻ ǇŜǊƘŀǇǎ ǎƘƻǳƭŘ ōŜ ŎƻƴǎƛŘŜǊŜŘ ŀƴ άƻǳǘǎƛŘŜǊǎέ ǾƛŜǿ 

on the situation.  Over and above the novelty factor of this Submission, it gives cause to think of CSEF as 

being applicable to off-line as well as on-line businesses. 

This Submission is a response to a call from CAMAC to contribute to the discussions addressing 

Advancing Australia as a Digital Economy: An Update to the National Digital Economy Strategy.  

 

http://www.linkedin.com/groups/CSEFAustralia-5174120/about
http://www.csef-australia.com.au/


Context 

More that Tech Start-Ups 

The digital economy provides new dimensions to our broader economy and to investment opportunities 

and consumer behaviour.  It is appropriate to provide effective mechanisms to take advantage of this 

new way of operating.  

This submission recommends that correctly constructed Crowd Sourced Equity Funding (CSEF) 

legislation can support a new industry in the digital economy (online) but also in local businesses 

servicing local customers in the off-line economy.   

Local businesses benefit and enable regional development, economic activity in general and increase 

community resilience.  For economic diversity and resilience across the country, there needs to be a way 

to tap into millions of dollars not (yet) available and in the hands of millions of ordinary people desiring 

to participate and have some influence over where and how they will spend their money. 

CSEF enables community-owned ventures to emerge by giving them access to a new pool of funds and 

advocates for their present and future products according to the specific needs in an area.  These 

businesses are powered by local economic factors and merely enabled by the Digital Economy. 

Meanwhile there is a strong voice for IT&C start-ups, which are often high-tech or novel in some way 

and almost always will be internet-based and enabled. This Submission refers to them collectively as 

άǘŜŎƘ ǎǘŀǊǘ-ǳǇǎέΦ  ¢ƘŜȅ ŀǊŜ ǿŜƭƭ ŀŘǾƻŎŀǘŜŘ ŦƻǊ in general, so this Submission largely ignores them.
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Local Economic Development and Crowd Sourced Equity Funding 

There are many utilities that are cheaper to consume closer to the point of production, such as 

electricity, which loses efficiency with greater transmission distance.  The same is true of food; the 

longer the distance it travels, the greater the economic cost in food-miles and potential wastage.   This 

economic reality informs the common-sense approach this Submission advocates and articulates 

benefits to the Gross Domestic Product (GDP) through increasing the number and variety of new 

enterprises. 

CSEF policy needs to consider how community-based ownership can result in the provision of services 

that are promoted and locally consumed locally resulting in less cost to consumers. In this energy-

hungry world, this is a major benefit especially to those with lower incomes who already are struggling 

to meet increased costs of heating and cooling.    (ABC Bush Telegraph 26 Nov 2013) 

!ǎ ŀƴ ƛƭƭǳǎǘǊŀǘƛƻƴ ƻŦ ǘƘƛǎ ƛŘŜŀ ŎƻƴǎƛŘŜǊ Ƙƻǿ /{9C ƭŜƎƛǎƭŀǘƛƻƴ Ƴŀȅ ŜƴŀōƭŜ ŀ άŎǊƻǿŘέ ƛƴ ǘƘŜ ǎŀƳŜ ǎǳōǳǊō ƻǊ 

town to collectively pay for solar panels, large Photo-Voltaic batteries, wind turbines or wave-power 

technology and local power-line infrastructure ς essentially a local power plant.   Individually, these 

people could not afford such infrastructure, but collectively they can and have greater ownership and 

management over their own utility.  This venture could then generate, store and distribute electricity 

from green sources much more cheaply than coal-fired conventional power.  This is the power of local 

economics - cheaper services with other benefits. 

This community-owned business could sell services to their initial investors - ǘƘŜ άŎǊƻǿŘέ - who happen 

to have neighbours with a similar need.  This business could scale within a community but is unlikely to 

expand and service the neighbouring town. 

This type of business model is possible for many ventures related to Energy, Food, Water, Waste, 

Education and Social Services.  It is possible ONLY if facilitated by smart CSEF legislation.   

These types of ventures are low-tech, low-risk, moderate-return and tap into real existing needs. There 

are local-economic models (globally and in Australia) that are profitable and enabling regional 

development with the needs of future generations firmly in mind. 

This new investment industry has many benefits for enterprise and economic development in Australia 

especially utilising the digital economy.  To assure efficiency, effectiveness and success, CSEF requires 

fresh thinking and appropriate legislation to see it bloom. 

Any idea differing from the familiar is usually treated with some suspicion; Crowd Sourced Equity 

Funding is a new concept yet examples from other countries illustrate how successful this concept is in 

many situations. Already in Australia there are hundreds of examples of crowd-funded activities (with 

rewards-as-returns) that have ƘŀǇǇȅ ƻǳǘŎƻƳŜǎ ŀƴŘ ǎŀǘƛǎŦƛŜŘ ΨƛƴǾŜǎǘƻǊǎΩΦ 

This Submission primarily takes into account the needs of a new and emergent industry that enables 

community-owned ventures such as that described above to become άBusiness-As-Usualέ activities and 

sit alongside the established parts of the economy.  



Glossary 

Issuer: The person(s) who may be otherwise thought of as the Founder(s) 

CampaignΥ ¢Ƙƛǎ ƛǎ ǘƘŜ ŜȄǇƭŀƴŀǘƛƻƴ ŦǊƻƳ LǎǎǳŜǊ ǘƻ ǘƘŜ άŎǊƻǿŘέ ŜȄǇƭŀƛƴƛƴƎ ǿƘŀǘ ǘƘŜ ƻǇǇƻǊǘǳƴƛǘȅ ƛǎ ǘƘŀǘ 

they wish to have funded, how they would use the funds, and what return they hope to provide back to 

Investors.  This would usually include written and video contributions of content.   A Campaign would 

run for a defined  period of time.  A successful Campaign would create a Crowd-Funded-Entity (CFE).  

Likewise, an unsuccessful Campaign would return funds to Investors and not go ahead as a CFE. 

Issuer-Entity: The corporate entity used by the Issuer when attracting CSEF funding proposed in this 

Submission as a Crowd-Funded-Entity (CFE) 

Crowd-Funded-Entity (CFE): As proposed within this Submission, the Crowd-Funded-Entity (CFE) would 

behave in a similar way to a Private Company (Pty Ltd), but would have a stapled-relationship to the 

LǎǎǳŜǊ ŀƴŘ ǘƘŜ άŎǊƻǿŘέ Ǿƛŀ ŀ {ƛƴƎƭŜ tǳǊǇƻǎŜ LƴǾŜǎǘƳŜƴǘ ±ŜƘƛŎƭŜΦ  ¢Ƙƛǎ ƴŜǿ ǘȅǇŜ ƻŦ Ŝƴtity would have the 

rights to generally solicit during the term of a Campaign.  This type of entity is easily administered and 

closed in the likely event that the Campaign is unsuccessful at raising the funds it requires.  It can easily 

convert to a traditional corporate structure like a Private Company or Public Company in the event it 

requires and / or raises capital in excess of $2million. 

Crowd: This is generally defined as anyone, regardless of their relationship to the Issuer, regardless of 

the ά{ƻǇƘƛǎǘƛŎŀǘƛƻƴέ ƻŦ ǘƘŜƳ ŀǎ ŀƴ LƴǾŜǎǘƻǊ - in short, anyone who wishes to invest in an entity. 

Crowd Sourced Equity Funding (CSEF): Term defined by CAMAC Discussion Paper to explain the process 

ǿƘŜǊŜōȅ ǘƘŜ άŎǊƻǿŘέ Ǌƛǎƪ ǘƘŜƛǊ ƻǿƴ ƳƻƴŜȅ ōȅ ōŜŎƻƳƛƴƎ LƴǾŜǎǘƻǊǎ into an idea, in the expectation of a 

financial return when that idea generates returns. 

InvestorΥ ¢Ƙƛǎ ǊŜŦŜǊǎ ǘƻ ŀ ǎƛƴƎǳƭŀǊ ƛƴŘƛǾƛŘǳŀƭ ǘƘŀǘ ƳŀƪŜǎ ǳǇ ǘƘŜ άŎǊƻǿŘέΦ  ¢Ƙƛǎ ƛƴǾŜǎǘƻǊ ƛǎ ƭƛƪŜƭȅ ǘƻ ōŜ 

ƭŜƎŀƭƭȅ άǳƴǎƻǇƘƛǎǘƛŎŀǘŜŘέ ƻǊ ƳƻǊŜ ŎƻƳƳƻƴƭȅ ƪƴƻǿƴ ŀǎ ŀ άǊŜǘŀƛƭ ƛƴǾŜǎǘƻǊέ 

Single Purpose Investment Vehicle (SPIV) aka άLƴǾŜǎǘƻǊ-9ƴǘƛǘȅέ: As proposed within this Submission, 

the Single Purpose Investment Vehicle would behave similarly to a Trust.  It would have a stapled-

relationship to the Issuer and the Crowd-Funded-Entity.  This new type of entity would be limited to only 

a few defined activities such as pooling funds, receiving dividends and acquiring stock on behalf of the 

crowd in the Crowd-Funded-Entity.  The Single Purpose Investment Vehicle is otherwise prohibited from 

engaging in commercial agreements like employing people, buying or selling goods. 

Intermediary: Generally understood to be the website where Issuers and Investors engage in Crowd 

Sourced Equity Funding 

Market-Licensed Intermediary (MLI): As proposed within this Submission, the Market-Licensed 

Intermediary would receive a conditional annual license from the Regulator.  They would then be able to 

procure on behalf of Issuers suitable entities from the regulator to allow CSEF for the term of the 

Campaign.  The principal role of a Market-Licensed Intermediary is to regulate, standardise and confine 

the practices of Issuers through processes agreed industry-wide that reduce risk to the Investors.  In 

recognition of their services they are entitled to fees.  The Market-Licensed Intermediary would host the 

Campaigns of Issuers online and would be unable to give  financial advice of any Campaign listed.   

The Regulator: Australian Securities Investment Commission 
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Convert: In this Submission we use the term άŎƻƴǾŜǊǘέ ǘƻ ŘŜǎŎǊƛōŜ ǘƘŜ ǇǊƻŎŜǎǎ ǿƘŜǊŜōȅ ŀ /C9 ōŜŎƻƳŜǎ 

a more traditional Private Company (Pty Ltd) or Public Company (Ltd).  The process of converting 

άƎǊŀŘǳŀǘŜǎέ ǘƘŜ /C9 ŦǊƻƳ ǘƘŜ ƭŜƎƛǎƭŀǘƛǾŜ ŜƴǾƛǊƻƴƳŜƴǘ ƻŦ /{9C ŀƴŘ ƛƴǘƻ ƳƻǊŜ ŜǎǘŀōƭƛǎƘŜŘ ŦǊŀƳŜǿƻǊƪΦ 

Constitution : In this Submission this terms is used to describe the replaceable and non-replaceable 

elements that form the operating rules for the Crowd Funded Entity including its ability to have 

Investors dilute Issuers over time with unreturned dividends buying further capital.  Where this is the 

case the Constitution clearly provides the premium and dilution methodology.  In turn, the CFE 

Constitution  informs the creation of SPIV and SPIV Charter. 

(SPIV) Charter:  In this Submission the term is used to describe the operating rules for the SPIV.  These 

rules govern Members rights including their preferences if these were collected.  It references the 

stapled CFE that it is attached to when created. 

SPIV appointed Officer: In this Submission the term describes a volunteer Investor (via the SPIV) that 

will join the CFE as an unpaid Officer, representing (in person) the will of the Members with respect to 

the Charter of the SPIV. 

CFE-SPIV Application: The Application is completed by the Issuer, lodged by the Intermediary including 

fees to ASIC who, as the Regulator, will issue a set of stapled CFE-SPIV entities.  These will have impacts 

on the Constitution and Charter and direct what goes into the Plain Language Offer and Campaign. 

Plain Language Offer: This Submission proposes that all Campaigns should carry a Plain Language Offer 

explaining key elements of the deal.  This should act as a digital cover-sheet to any marketing materials 

and contain basic information including price, valuation and what proportion of SPIV returns are 

distributed to Investors as Dividends or used to buy additional capital from the Issuer. 

CSEF Education: This Submission proposes that all Registered Investors be channeled through CSEF 

Education regardless of the MLI they are investing through.  This would alert would-be Investors about 

inherent risks with CSEF and be presented as an online course  that Investors would have to 

acknowledge and Accept before progressing. 

Regime: This Submission proposes an entire or holistic solution seeking to change or create many things 

simultaneously.  To be implemented in a singular way ς as opposed to incrementally changing existing 

laws and entities.  This effort and structure is referred to as the Regime 

Returns: For the Purpose of this Submissions returns includes dividend and / or capital returns to 

investors in an operating business or sale-of-equity envirnment. 

 

 

 

 

 

 



Q1 Lƴ ǇǊƛƴŎƛǇƭŜΣ ǎƘƻǳƭŘ ŀƴȅ ǇǊƻǾƛǎƛƻƴ ōŜ ƳŀŘŜ ƛƴ ǘƘŜ ŎƻǊǇƻǊŀǘƛƻƴΩǎ ƭŜƎƛǎƭŀǘƛƻƴ ǘƻ 

accommodate or facilitate CSEF.  If so, why, if not, why? 

Accommodating CSEF 

The very short answer is yes, provisions should be made to accommodate Crowd Sourced Equity 
Funding.  This Submission constructs the case that new and appropriate legislation catering for CSEF 
needs to be created.  

Legally-speaking this might be achieved as a new Chapter of the Corporations Act ς if that is sufficient.  
Or perhaps the better approach is to create a new Act covering the proposed Regime suggested in this 
Submission. 

The approach we outline illustrates the beneficial impacts of CSEF on the broader economy, focuses 
exclusively on new business (Small to Medium Enterprises are the largest employer group in the 
country) and provides greatest clarity around what Crowd Sourced Equity Funding is, and can be. 

To administer and govern the interactions between Issuer and Investors we suggest Intermediaries be 
required to have a Market License granted by the Regulator and updated annually.   
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Why Crowd Sourced Equity Funding 

[ƛōŜǊŀǘƛƴƎ άǎƳŀƭƭ ƛƴŎǊŜƳŜƴǘǎ ƻŦ ƛƴǾŜǎǘƳŜƴǘ ōȅ ƭŀǊƎŜ ƴǳƳōŜǊǎ ƻŦ ǇŜƻǇƭŜέ ƛǎ ŀ ǿŀȅ ǘƻ ǳƴƭƻŎƪ ƳƻǊŜ 
economic activity that currently is prevented in the economy by well-intentioned existing legislation for 
existing structures that are used to attract investment and operate in the economy.   

TƘŜǎŜ ƛŘŜŀǎ ǿŜǊŜ ŜǎǘŀōƭƛǎƘŜŘ ǇǊŜ ǘƘŜ 5ƛƎƛǘŀƭ 9ŎƻƴƻƳȅ ŀƴŘ ǘƘŀǘ ƛǎ ƻƪΣ ōǳǘ ǘƘŜ 5ƛƎƛǘŀƭ 9ŎƻƴƻƳȅ ŎŀƴΩǘ ōŜ 
ignored in terms of impact on consumer behaviour and connectivity.  But, this is not about educating 
you about the Digital Economy. 

Many other countries have adopted CSEF ideas and provided air-space and legal clarification for this 
ŜƳŜǊƎƛƴƎ ƛƴǾŜǎǘƳŜƴǘ ƛƴŘǳǎǘǊȅΦ  ²ƛǘƘ ǘƘŜ ōŜƴŜŦƛǘ ƻŦ ƻǘƘŜǊΩǎ ŜȄǇŜǊƛŜƴŎŜǎΣ !ǳǎǘǊŀƭƛŀ Ŏŀƴ ƭŜŀǊƴ ŀƴŘ ƭŜŀǇ 
ahead of the pack, thus avoiding some mistakes our trading partners have encountered. 

 

The market-led desire for CSEF is demonstrated locally by the growth of similar rewards-based 
platforms, like Pozible www.pozible.com - the biggest.  The desire to engage in financial instruments 
similar to what CSEF would enable, can be seen in the debt products already made available through 
Peer2Peer schemes including Society One, i-Grin and Lending-hub and less successful rewards-based 
platforms like Start Some Good http://startsomegood.com/  

 

 

Crowd-funding Is Already A Force 

http://www.pozible.com/
http://startsomegood.com/


 8 

 

Globally, the implementation of CSEF by our economic peers ς the US, UK, Canada and NZ ς should 
encourage CSEF legislators in Australia. This CSEF funding model is becoming a legitimate investment 
activity within the economies of major trading partners, but not yet in Australia. 

This investment market is in its infancy, but has huge potential. Australia is a laggard in this crowd 
funding market and really has to play catch up to ensure we ŘƻƴΩǘ Ƴƛǎǎ ƻǇǇƻǊǘǳƴƛǘƛŜǎ, which other 
economies will gain. 
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Incentives Within CSEF 
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Australia Missing Out 

By not having a developed Crowd Sourced Equity Funding structure there are obvious detrimental 
outcomes. 

hƴŜ ƻŦ ǘƘŜ Ƴƻǎǘ ƻōǾƛƻǳǎ ƛǎ ǘƘŜ άōǊŀƛƴ ŘǊŀƛƴέ ǘƘŀǘ ƛǎ ƭƛƪŜƭȅ ŦǊƻƳ ǿƛǘƘƛƴ ƻǳǊ !ǳǎǘǊŀƭƛŀƴ Ƙƛ-tech, start-up 
community. It is common for software businesses to sell online and operate internationally from 
inception. Any entrepreneur considering a venture in this space would be encouraged to legislative 
environments that easily facilitated CSEF investment in their seedling of an idea.  

This potentially makes the start-up scene of New Zealand more attractive than that of Australia let alone 
the start-up scenes in Asian, US and UK jurisdictions, which already are benefiting from CSEF legislation 
ŀƴŘ ƻǳǘŎƻƳŜǎΦ  9ǉǳŀƭƭȅ ŎƻƳǇŜƭƭƛƴƎ ŀǎ ǘƘŜ άōǊŀƛƴ ŘǊŀƛƴέ Ǌƛǎƪ ƛǎ ǘƘŜ ƻǇǇƻǊǘǳƴƛǘȅ ŦƻǊ ōǳƛƭŘƛƴƎ ǊŜǎƛƭƛŜƴǘ ƭƻŎŀƭ 
economies.   

CSEF could potentially offer local communities a vehicle for pooling investment in shared local 
infrastructure.  This would be economically rational where they are cheaper to consume and manage 
the closer they are to the point of production such as energy, food, water, waste and education projects.  

Given most dwellings are occupied and mortgaged it is a fair assumption that these crowds are 
ŎƻƳƳƛǘǘŜŘ ǘƻ ƭƻŎŀƭ ƎǊƻǳǇǎ ōȅ ǾƛǊǘǳŜ ƻŦ ƛǘ ōŜƛƴƎ άƘƻƳŜέΦ  ¢Ƙƛǎ ƎǊƻǳǇ Ƴŀȅ ƘŀǾŜ нлҌ ȅŜŀǊ ƳƻǊǘƎŀƎŜǎ ŀƴŘ ǎƻ 
5+ year returns and pay back periods are not off-putting. 

Were CSEF legislation drafted with this stakeholder group in mind then there are many local community 
groups seeking to co-fund and consume these essential services. This would provide local social and 
environmental benefits, but at its core is a cost-saving.  

Politically we are all signed up to Regional Development and local economic benefits.  We also know 
aligning the interests of these stakeholders has the capacity to influence how their communities and 
futures can be i.e safer, greener, happier ς all highly motivating reasons. 

However, the economic stimulation is the greatest motivator when considering this sector at scale. 

If we accept there are reduced costs for buying local Energy, Food, Water, Waste and Education (5 
Project types). 

If we accept there at least 1000 communities in Australia that have ~10,000-people (1000 Communities) 

If they all engage in 1 of the 5 types of project you have created 1000 small businesses (if they engage in 
all you have created 5000 small businesses).   

If each business seeks to engage 10% of a community as CSEF Investors and expects the average 
contribution to be $1000 then each business would have attracted $1 million in start-up capital. 

This locally established capital would give stability to a new venture and the 90% of the community who 
were not CSEF Investors might still be a great customer base ς considering the product the locals are 
selling is cheaper, greener and local, many sales barriers are reduced. 

It is easy to imagine these 1000 small local-businesses being more sustainable investments than say 
Ϸмллл Ǉǳǘ ƛƴǘƻ ŀ άǘŜŎƘ ǎǘŀǊǘǳǇέΦ 

Australia should introduce a CSEF Regime similar or exactly the same as proposed in this Submission or 
ǿŜ Ƴƛǎǎ ƻǳǘ ƻƴ ŎǊŜŀǘƛƴƎ ŀ ōŜǘǘŜǊ άǘŜŎƘ ǎǘŀǊǘ-ǳǇέ ŜƴǾƛǊƻƴƳŜƴǘ ŀƴŘ ŀ ōŜǘǘŜǊ ƭƻŎŀƭ ŜƴǾƛǊƻƴƳŜƴǘΦ 

 

 

 

 

 

 

A New Chapter in The Corporations Act or a Fresh Act? 
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We submit that two new types of entity need to be created for CSEF ς one akin to a Pty Ltd for the 
Issuer and one akin to a Beneficial Trust for the pooling of Investors.  (As detailed later) 

By writing specific legislation as either a new Chapter of the Corporations Act or as a Fresh Act is 
required to regulate these new types of entity.  This new legislation would also consider the Market 
Licensed Intermediaries facilitating trade between the new entities. 

Australia can avoid affecting existing Private Companies, Public Companies and other traditional entities 
when it introduces CSEF by creating this new Regime.  It would be a case of trying to fit a square peg in a 
round hole if we simply tried to insert Digital Economy models into pre-Digital Economy legislation.   

In other words we can avoid wholesale disruption of the current economy by drafting specifically for 
CSEF.   

Legislative errors can more easily be wound-back and absolute clarity can be provided about the role 
CSEF plays in the broader Australian context i.e it is for new businesses. 

In essence, the CSEF Regime we propose is limited to new businesses only (with small capital 
requirements and all listed on the known Intermediaries) and cannot be applied to existing businesses.   

This also minimises possible ambiguity for existing businesses.  If the CSEF format that is adopted in 
!ǳǎǘǊŀƭƛŀ ƻǇŜǊŀǘŜǎ ŀǎ ΨŜȄŜƳǇǘƛƻƴǎΩ, or is available to their entity type (Private Company) existing small 
business may get confused by their eligibility. 

Introducing this new legislative and operational paradigm ς what we define as the Regime - requires 
diligent and creative preparation, but we contend that it is worth the investment of time and intellect. 
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Leave Good Enough Alone 

The Australian economy is the envy of the world and it would not be prudent to create legislation that 
affects existing businesses or the entity types in use such as Private and Public Companies or Managed 
Investment Schemes. 

If existing legislation is adjusted to include general solicitation or shareholder caps in Private Companies 
are extended, then these options are opened up across the board of existing and new companies; scale 
of impact is increased, but so too is the risk of fraud.  

Any broad-based changes to Private Company structures would require existing businesses to consider 
what structure suits them best.  This leads to providing professional advice and so AFSL advisors, lawyers 
and accountants would be supportive of this.   

However ƎŜǘǘƛƴƎ ƭƻǘΩǎ ƻŦ tǊƻŦŜǎǎƛƻƴŀƭǎ όŀƴŘ ǘƘŜƛǊ ŀǎǎƻŎƛŀǘŜŘ ƭƛŎŜƴǎŜǎΣ ƛƴǎǳǊŀƴŎŜǎ ŀƴŘ ǿŀƎŜǎύ ƛƴŎǊŜŀǎŜǎ 
the requirements for regulation that in turn would result in higher costs for all parties making it 
prohibitive for the pre-money enterprises that CSEF should focus on. 

Do Not Change These Things 

The Public Company structure is necessarily onerous and only available to businesses with established 
capital sources that can sustain the Regulatory overhead and associated expenses. 

The Public Company (Ltd) structure is not suitable for CSEF and therefore should not be touched. 

The Private company (Pty Ltd) structure is not appropriate either because of non-employee shareholder 
caps and other provisions like the 20/12 and solicitation rules.  As argued above it would be unwise to 
alter these well-established rules because then CSEF is opened to existing businesses and not just 
applicable to new businesses. 

CSEF should be applicable and available to the inventor of an innovative retail solution they want to 
bring to market.  CSEF should not be something every general store now in operation will be faced with 
when they next meet their accountant (if they do).    

The Managed Investment Scheme for pooling multiple shareholders suffers from being too onerous for 
seed-stage businesses and is akin to Public Company compliance.  Managed Investment Schemes also 
suffer from reputational issues that CSEF industry would want to avoid. 

These Managed Investment Schemes may also engage in employment and make commercial contracts. 
Lƴ ǘƘŜ ŎƻƴǘŜȄǘ ƻŦ /{9C ŀƴȅ Ŝƴǘƛǘȅ ǘƘŀǘ άǇƻƻƭŜŘέ ƻǊ ŀƎƎǊŜƎŀǘŜŘ ǘƘŜ ŎǊƻǿŘ ƛƴǘƻ ŀƴ Ŝƴǘƛǘȅ ŦƻǊ ǘƘŜ ǇǳǊǇƻǎŜ ƻŦ 
ǘŀƪƛƴƎ ǘƘŜ ŎǊƻǿŘΩǎ ǎǘŀƪŜ ƛƴ ǘƘŜ ǎƘŀǊŜ ǊŜƎƛǎǘŜǊΣ ǿƻǳƭŘ ǎŜƴǎƛōƭȅ ōŜ ǊŜǎǘǊƛŎǘŜŘ ǘƻ ǘƘŜ ǎǘŀǘǳǎ ƻŦ ŀ ƘƻƭŘƛƴƎ 
vehicle and should not be able to employ or participate in commercial contracts. Managed Investment 
Scheme legislation is inappropriate in the CSEF context. 
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Integrating New CSEF Legislation with Existing Legislation 

In this Submission we argue that the Regime for CSEF we suggest, can be considered a άfunnelέΣ άstart-
upέ ƻǊ ά{ŜŜŘ-ǎǘŀƎŜέ environment only.  The CSEF-ŘŜǊƛǾŜŘ ōǳǎƛƴŜǎǎŜǎ ǿƻǳƭŘ ōŜ άƎǊŀŘǳŀǘŜŘέ ƛŦ κ ǿƘŜƴ 
they exceeded capital requirement levels to either Private or Public Companies as appropriate and then 
would be subject to the already established legal framework. 

Closing a CSEF-derived business would work in the same way as it currently does i.e via administration 
and/or liquidation processes followed by de-registration. 
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Economic Dynamism

 

Properly constructed original CSEF legislation should feed into rather than merge or become part of 
existing legislation. 

For seed-stage funding, ǿƘƛŎƘ ƛǎ /{9CΩǎ ƴŀǘǳǊŀƭ ƘƻƳŜΣ ǎƳŀƭƭ ƛƴŎǊŜƳŜƴǘǎ ƻŦ ŦǳƴŘƛƴƎ ōȅ ƭŀǊƎŜ ƴǳƳōŜǊǎ ƻŦ 
people is an idea whose time has come. 

hƴŎŜ ŀ άŦŜŜŘ-ƛƴέ ǇŀǊŀŘƛƎƳ Ŧƻr legislation and operations of the market is adopted it is easily understood 
how an entity could integrate with existing economic norms and - 

a) Close if uneconomical, or 
b) Graduate to a Public or Private Company if requiring further capital for growth 
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Less ŀǇǇŀǊŜƴǘ ŀǘ ŦƛǊǎǘ ƛǎ ǘƘŜ ƴŜǿ άŜȄƛǘέ ƻǇǘƛƻƴ ŀǾŀƛƭŀōƭŜ ǘƻ LǎǎǳŜǊǎ όǘƘŜ ŜƴǘǊŜǇǊŜƴŜǳǊǎΣ ƛƴƴƻǾŀǘƻǊǎ ŜǘŎύ 
that CSEF allows.  Usually an entrepreneur can only profitably exit via trade-sale or public listing.  CSEF 
legislation pertaining to the new Issuer entity and Investor entity can allow (if well constructed (before 
legislation is released)) a new category of exit. 

In certain conditions, the proposed Regime would allow ǘƘŜ άŎǊƻǿŘέ (Investors) ǘƻ ōǳȅ ƻǳǘ ǘƘŜ LǎǎǳŜǊΩǎ 
remaining stake in the CSEF-derived business.  This might be particularly appealing to local infrastructure 
businesses where the community wants to literally and metaphorically own the project resulting in 
gradual transfer of equity in a CSEF-derived business from the Issuer to the Investors.   

This can create huge economic certainty for projects with a 5-year plus life span.  There is increased 
security when you start a project knowing that if your backers are your customers and happy, they will 
ultimately be who (collectively) would buy it from you and at what price they will pay for this. 

This could encourage a plethora of local-level community investment. Simultaneously it will allow 
managed-funds that typically have 5-10 year life cycles the opportunity to align with crowds in a way 
where a buyer and exit price is understood before committing entry funds.   

 

 

 

 

 

 

 

 



Q 2    Should any such provision: 

(i)    take the form of some variation of the small scale offering exemption and/or 

(ii)    confine CSEF to sophisticated, experienced and professional Investors? If so, what, if any, 

change should be made to the test of a sophisticated Investor in this context, or 

(iii)    adopt some other approach (such as discussed in Section 7.3) 

 

(i)    Take the form of some variation of the small scale offering exemption and/or 

The small scale offering exemption should be kept in place for small scale offers (CSEF is large-scale).  For 

large-scale funding such as CSEF as we see it in practice, a new Chapter within the Corporations Act is 

needed or a separate Act.   

The CSEF context proposed in this Submission includes a paradigm where it is only for new businesses and 

works in parallel with new entity types and principally based in and on the digital economy.  All expansion of 

the current exemptions really only work with a business that has existing revenue (i.e is not new) and is 

already a Pty Ltd or unlisted Public (Ltd) company structure. So this submission argues to leave the existing 

legislation in place for its specific purposes.  

The current exemption is too onerous and an unfair cost imposition on the new investment-industry of CSEF.   

So if the current exemption were to be used in any way it would have to be extended in a way that impacted 

the broader legislation we would seek not to disrupt.   

Never-mind that this would give the incumbent a great advantage in transforming from ŀ άƳŀǘŎƘƛƴƎ ǎŜǊǾƛŎŜέ 

for small-scale offers into the only player for large scale offers.  Something that was never intended when the 

exemption was made. 
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Notwithstanding the above reasons to dismiss changing the current small-scale exemption the issues with 

the current exemption include: 

1. The exemption as it currently stands allows unlimited Accredited and Overseas Investors, but 

allows only 20 un-accredited Local Investors. As per Q1, CSEF would benefit local Australian 

communities if introduced and this part of the exemption would have to change for CSEF to be 

effective for a large stakeholder group. 

2. ¢ƘŜ ŜȄŜƳǇǘƛƻƴ ōŀǎƛŎŀƭƭȅ ŘƻŜǎƴΩǘ allow for public solicitation (despite ASSOB claims), as this is 

only available under certain circumstances within the portal / website of the offer-board and / 

or potentially to people with a maximum one-degree of separation. The crowd in crowd-sourced 

is self-enforcing and self-evident; it requires people beyond a degree of separation to be 

approached. 

3. The exemption as it stands still practically funnels investment ultimately into a Limited (Ltd) 

company structure with Disclosure Documentation required by all public listed and unlisted 

companies. Seed stage and low capital-intensive businesses requiring between $20k and $500k 

ς would find this untenable. This current exemption has the effect of ruling out CSEF for Issuers 

unless they have a capital requirement in excess of $500k, which counter-intuitively would 

mean they would be of the size where conventional Angel investment networks are already 

operating making the CSEF legislation ineffective at freeing up the many small Investors and 

their associated economic activity. 

4. ¢ƘŜ ƭƛƳƛǘŜŘ ǎǳŎŎŜǎǎ ƻŦ άLƴǘŜǊƳŜŘƛŀǊƛŜǎέ ƻǇŜǊŀǘƛƴƎ ǳƴŘŜǊ ǘƘŜ ŜȄŜƳǇǘƛƻƴ ǎƘƻǳƭŘ ƎǳƛŘŜ ŦǳǘǳǊŜ 

CSEF legislation. The small-scale offer board (ASSOB) has helped 300 companies in nearly a 

decade and facilitated $135m in investments through the exemption. 

Being the only entity using this exemption, ASSOB declares an average of only 14 Investors in most 

ǎǳŎŎŜǎǎŦǳƭ ŎƭƻǎŜǎΦ ¢Ƙƛǎ ƛǎ ŎƻǊǊŜŎǘƭȅ ŎŀƭƭŜŘ ŀ άǎƳŀƭƭ ǎŎŀƭŜ ƻŦŦŜǊέΦ Lǘ ƛǎ ƴƻǘ /{9C ǿƘŜǊŜōȅ ǘƘƻǳǎŀƴŘǎ όŀ ŎǊƻǿŘύ 

may wish to participate in ownership of a business or venture. 

ASSOB or other match-making boards (if they exist) have a place in small-scale offers as evidenced by 

the statistics above, but crowd-ŦǳƴŘƛƴƎ ŀƴŘ /{9C ƛǎ ŀ άŦŜŜŘ-ƛƴέ ǘƻ ǘƘƛǎ ŜȄŜƳǇǘƛƻƴ ŀƴŘ ƴƻǘ ŀ ǊŜŀǎƻƴ ǘƻ 

extend the exemption.  CSEF would work at less capital-intensive levels and for a different type of 

business ς a new business.   

Comparing the exemption ASSOB operates under with CSEF / crowdfunding as proposed in this 

Submission is generous.  However, it may be technically accuraǘŜ ǘƻ Ŏŀƭƭ ǘƘƛǎ !ǳǎǘǊŀƭƛŀΩǎ ŦƛǊǎǘ ǎǘŜǇ 

towards CSEF.  Humbly we submit it is not the direction to continue with when compared to fresh 

legislation with minimal impact on existing legislation and businesses operating in that framework.   

Comparatively the pledge-based rewards platform Pozible has achieved much higher growth by tapping 

ƛƴǘƻ ǘƘŜ άŎǊƻǿŘέ ƛƴ ŀ ǎƛƳƛƭŀǊ ǿŀȅ ŀǎ ǘƘƛǎ /{9C {ǳōƳƛǎǎƛƻƴ ǇǊƻǇƻǎŜǎΦ 

Lƴ ŎƻƴŎƭǳǎƛƻƴΣ ǘƘŜ ŜȄŜƳǇǘƛƻƴ ƛǎ ƴƻǘ ǘƘŜ ǇǊƛƻǊƛǘȅ ōŜŎŀǳǎŜ ƛǘΩǎ ŦƻǊ άǎƳŀƭƭ-ǎŎŀƭŜ ƻŦŦŜǊǎέ ǿƘŜǊŜ ŎŀǇƛǘŀƭ 

requirements would be in excess of $500k and would be accompanied by onerous ongoing governance 

requirements; this is assuming some rules were also relaxed making it practical to implement. 

(Nor is it suggested that the current (Pty Ltd) company is a suitable vehicle with restrictions on 50 non-

employee shareholders, 20/12 rules etc. 
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The priority must be to create specific CSEF Legislation either as new Chapter in the Corporations Act or 

as a separate Act to cover CSEF.  

(ii)    Confine CSEF to sophisticated, experienced and professional Investors? If so, what, if any, 

change should be made to the test of a sophisticated Investor in this context, or 

As discussed above a set of new legislation would be preferred that allows crowd-funding instead of 

small scale offers. 

In keeping with the idea of: many people investing small amounts ς you would have to remove the 

Sophisticated Investor requirement in full for the proposed spirit of legislation to be enacted. 

The legislation should include all unsophisticated Investors. Otherwise you severely impair the spirit of 

άŎǊƻǿŘέ ǿƘŜƴ ǘŀƭƪƛƴƎ ŀōƻǳǘ ŎǊƻǿŘ-funding. 

Adopting the idea of this Submission - that a new type of Issuer entity be created and it specifically have 

ǘƘŜ ŀōƛƭƛǘȅ ǘƻ ƎŜƴŜǊŀƭƭȅ ǎƻƭƛŎƛǘ ŦƻǊ ǘƘŜ ǘŜǊƳ ƻŦ ƛǘΩǎ /ŀƳǇŀƛgn only ς this is part one of the good policy 

framework we suggest.  Part 2 is that this Issuer entity for the term of the Campaign should be able to 

approach any and all people regardless of sophistication or financial status for Investment.  This would 

be inherent in adoption of good CSEF policy in our opinion. 

 

As you can see from the diagram above, Investors would have a number of protections from fraudulent 

Issuers if the Regime we propose was accepted.  Making this a less risky proposition than say a pledge-

based crowd-funding campaign where only minimal safeguards are required in order to reduce friction 

and mass adoption.   

Once the discussion is about Investing for a Return there must be some friction ς in the form of 

Educating Investors, clearly explaining specific Offers and setting up the financial instruments needed to 

execute a commercial equity agreement. 

This deeper knowledge of users and the process-rich method of crowd-funding suggested in this 

Submission, takes the risk down when compared with pledge-based crowdfunding.   And there has been 

no fraud within Australian pledge-based Platforms1. 

 

                                                        
1 The author knows of none at least. 
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(iii)    Adopt some other approach (such as discussed in Section 7.3) 

The nature of the accommodations this Submission seeks can be found throughout. 

As a summary, we would suggest fresh legislation applicable to a new type of Issuer-entity (not a 

company Pty Ltd or Ltd and not a Managed Investment scheme) should include: 

- A lift on the general solicitation rule allowing Issuer-entities to offer under clear terms to the 
public that their business idea is for sale under condition of meeting criteria set out by 
Intermediaries (the marketplace). 

- A lift on the general solicitation rule allowing Issuer-entities to use any means they can afford or 
have legal access to in order to advertise their offer during the term of their offer.  When they 
had not an offer listed on an Intermediary they could not generally solicit ς what would they 
need to say any way. 

- A lift on the rule of 20/12 ς ƛǘ ŘƻŜǎƴΩǘ ōŜƭong in the world of CSEF ς it is still probably suitable for 
existing private companies and should be left intact as per this Submission central theme. 

- In accordance with this Submission the general solicitation rule is being relaxed only for new, 
pre-revenue business ideas for the period of their Offer on a Licensed Intermediary. 

- To allow for the fullest effect of CSEF Legislation as proposed in this Submission do not qualify 
who is an Investor ƻǊ ǇŀǊǘ ƻŦ ǘƘŜ άŎǊƻǿŘέ. 

- A classless Investor is proposed because practically there would be no differentiation between 
Investors by level of sophistication as they will all buy through a new type of Investor entity if 
they invested in the Issue during the period of the Offer. 

- If they invest after this point then they ǿƻǳƭŘ ōŜ ŘƻƛƴƎ ǎƻ ǿƘŜƴ ǘƘŜ Ŝƴǘƛǘȅ Ƙŀǎ άƎǊŀŘǳŀǘŜŘέ ǘƻ ŀƴ 
existing business structure like a Private Company or Public Company. 
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A Regulatory, licensing and reporting structure for Intermediaries that facilitate CSEF, this structure 

should include: 

- Clear disclosures to Investors by Issuers 
- Processes that Issuers are required to undertake so that the Intermediaries are minimising risks 
ς specifically of fraud (harm done by others) and 

- Processes Investors are required to undertake so that Intermediaries are enforcing limits to 
investment size (harm done to self) commensurate with that Investor 

- Intermediaries should have the capacity to share data and deny service to an individual that is 
attempting to break an annual cap imposed on investments in CSEF funded ventures. 

 
To conclude, fresh CSEF legislation is required in order to do the market dynamics in such a way that the 

legislation meaningfully unlocks economic activity from many people, in lots of small capital-requiring 

businesses. 



Q 3 In the CSEF context, what changes, if any, should be made, and for what 

reasons, to the regulation of: 

(i) proprietary companies 

(ii) public companies 

(iii) managed investment schemes. In considering (c), should the disclosure obligations of 

Issuers to Investors differ, in principle, if Investors are investing directly (as equity holders in 

the Issuer) or indirectly (through acquiring an interest in a managed investment scheme) and 

if so, how and why? 

 

(i) Proprietary companies 

Within the CSEF context as proposed by this Submission, the resulting Issuer entity would be a 
business that is similar to a private company as it stands today.  However you would not need 
to change the existing legislation for Private Companies.  In fact if you did you would be 
exposing all private companies to a change in their trading  

 

(ii) Public companies 

Given that CSEF context refers to seed-stage ideas and relatively small amounts of capital.  You 
do not need to make any changes to the regulation of Public Companies.  Instead as 
recommended by this Submission you would leave Public and Private company regulation intact 
and create fresh entities and legislation. 
 
In light of the role and importance of large companies with their commensurate value on 
exchanges, it seems appropriate to leave public company governance (which is generally 
accepted as high quality) inǘŀŎǘΦ LŦ ƛǘ ŀƛƴǘ ōǊƻƪŜ ŘƻƴΩǘ ŦƛȄ ƛǘΦ 

It would be anticipated that a successful /{9C ǾŜƴǘǳǊŜ ǿƻǳƭŘ ƳŀǘǳǊŜ ŀƴŘ άƎǊŀŘǳŀǘŜέ ŦǊƻƳ ǘƘŜ 
CSEF stage if requiring greater sums of capital from Investors.  This capital may progress into 
established ŦǳƴŘƛƴƎ άŦǳƴƴŜƭǎέ ǳǎǳŀƭƭȅ ƻŎŎǳǇƛŜŘ ōȅ Angels, VC, and Public Listing Options. 

These further investment rounds and exit rounds can remain largely unaffected as CSEF is 
designed to un-tap economic activity in the start-up and local community resilience space, 
which is at the other end of the spectrum in terms of scale to the Public Company and the role 
it plays. 

(iii) Managed investment schemes. In considering (c), should the disclosure obligations of 

Issuers to Investors differ, in principle, if Investors are investing directly (as equity holders in 

the Issuer) or indirectly (through acquiring an interest in a managed investment scheme) and 

if so, how and why? 

 

Taking the position of this Submission, whereby fresh legislation is drafted for the new type of 
Issuer-entity and new type of Investor-entity there would be no need to change the regulation 
governing Managed Investment Schemes. 
The creation of an Investor-entity that aggregates CSEF Investors is explained later.



Q 4 What provision, if any, should be made for each of the following matters as 

they concern CSEF Issuers: 

(i) types of Issuer: should there be restrictions on the classes of Issuers permitted to employ 

CSEF (for instance, investment companies are excluded from the CSEF provisions of the US 

Wh.{ !ŎǘΦ Lƴ LǘŀƭȅΣ /{9C ƛǎ ŎƻƴŦƛƴŜŘ ǘƻ ŘŜǎƛƎƴŀǘŜŘ ΨƛƴƴƻǾŀǘƛǾŜ ǎǘŀǊǘ-ǳǇǎΩύ 

(ii) types of permitted securities: what classes of securities of the Issuer should be able to be 

offered through CSEF 

(iii) maximum funds that an Issuer may raise: should there be a ceiling, and if so what, on the 

funds that can be raised by each Issuer in a particular period through CSEF. Should that ceiling 

include any funds raised under the small scale personal offers exemption 

(iv) disclosure by the Issuer to Investors: what disclosures should Issuers have to provide to 

Investors 

(v) controls on advertising by the Issuer: what controls, if any, should there be on advertising 

by an Issuer 

(vi) liability of Issuers: in what circumstances should the Directors or controllers of the Issuer 

have liability in relation to CSEF. What defences to liability should apply 

(vii) ban on a secondary market: should CSEF be limited to new issues, excluding on-selling of 

existing securities 

 

 
This diagram is provided to help visualize the life-cycle of an operating Crowd-Funded Entity 
(CFE) 
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CSEF Australia Recommendation 

A self contained Regulatory regime needs to be defined (even broadly) for it to be on the table 

and so included here is a method.  There may be more appropriate methods than this develop.  

.ǳǘ ǘƘƛǎ ŎƻǳƭŘ ǿƻǊƪΧ 

(i) Types of Issuer: should there be restrictions on the classes of Issuers permitted to employ 

CSEF (for instance, investment companies are excluded from the CSEF provisions of the US 

Wh.{ !ŎǘΦ Lƴ LǘŀƭȅΣ /{9C ƛǎ ŎƻƴŦƛƴŜŘ ǘƻ ŘŜǎƛƎƴŀǘŜŘ ΨƛƴƴƻǾŀǘƛǾŜ ǎǘŀǊǘ-ǳǇǎΩύ 

 

¢Ƙƛǎ {ǳōƳƛǎǎƛƻƴ ŀǊƎǳŜǎ ǘƘŀǘ LǎǎǳŜǊǎ ǎƘƻǳƭŘ ŀƭƭ ōŜ άƴŜǿέ ōǳǎƛƴŜǎǎŜǎ ŀƴŘ ƴƻǘ ŜȄƛǎǘƛƴƎ όǊŜǾŜƴǳŜ 
generating) businesses.  

This Submission would recommend that a new Issuer create a new Issuer-entity (perhaps called 
ŀ Ψ/ǊƻǿŘ-CǳƴŘŜŘ 9ƴǘƛǘȅΩ or CFE) for any Campaign that wishes to raise Crowd Sourced Equity 
Funding.   

The new Issuer-entity would list this on one of a few Market-Licensed Intermediaries and CSEF 
Investors would put their money into the new Issuer-entity via the Investor-entity (perhaps 
called the Single Purpose Investment Vehicle). 

Aside from being new ventures, there should be a cap on the total funds a Crowd-Funded Entity 
can raise.  Breaching that cap would cause the Crowd-Funded Entity to convert to a tradition 
Pty Ltd or Ltd form. 

Issuers (Directors and Officers) should all be required to maintain at least permanent residency 
status and have some other form of ties to Australia, be it local assets or otherwise. 

For CSEF we would argue there should be no other restrictions on the Issuer. 

Naturally however, this will become a place for seed-stage ideas rather than large-scale fund 
managers and investment companies who typically ǿƻǳƭŘƴΩǘ ōƻǘƘŜǊ ǿƛǘƘ ǘƘŜ ǎƳŀƭƭ-scale nature 
of CSEF. 

All Investors are encouraged to get professional advice before investing and must click that they 
have either a) done so or b) waive the right to do so and understand this risk.  This is done using 
the Plain Language Offer described later. 

 

(ii) Types of permitted securities: what classes of securities of the Issuer should be able to be 

offered through CSEF 

This Submission argues that a new type of entity be created when the Issuer wishes to raise 
CSEF.  This would have shareholders (if successful) that included the Founder (Issuer) and the 
crowd (Investors) via pooled ownership mechanism. 
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The Issuer and Their Crowd Funded Entity (CFE) 

This new Issuer-Entity can be called a Crowd-Funded Entity.  The Issuer is essentially the 
Founder (or entrepreneur) and is granted equity (Security) in this CFE for coming up with the 
initiative.  This Founder shareholding is complete with voting rights, dividend rights, capital 
rights etc (similar to a share in a private company Pty Ltd). 

The Issuer would determine how much of the Equity in the CFE is available to the SPIV based on 
the funds being sought and raised.  

The CFE would have sections of replaceable and non-ǊŜǇƭŀŎŜŀōƭŜ άŎƻƴǎǘƛǘǳǘƛƻƴέ ǘƘŀǘ ƛǎ ƳƻŘƛŦƛŜŘ 
according to set-up of the Campaign  ς again this is similar to a private company where the 
constitution of a shelf company can be amended or modified. 

The CFE would have the ability to do business with external parties and employ staff etc ς again 
similar to the familiar Private Company (Pty Ltd) model. 

The CFE would have to register for GST and pay tax rates at the same level prescribed for 
Private Companies. 

When applying for the new CFE type of an entity the Issuer would have to nominate if there 
Campaign will ǊŜǉǳƛǊŜ ǘƘŜ άǎǘŀǇƭŜŘέ {tL± ǘƻ ƘŀǾŜ ǘƘŜ ŎŀǇŀŎƛǘȅ ǘƻ ǊŜŎŜƛǾŜ млл҈ ƻŦ ǊŜǘǳǊƴǎ ŀǎ 
dividends or if some of these returns will be used to dilute the Issuers stake in the CFE and 
transfer it to the Single Purpose Investment Vehicle (SPIV). 

Stapled to each Crowd-Funded Entity (CFE) is a Single Purpose Investment Vehicle (SPIV). 

An Issuer would therefore not give CSEF Investors a security in the CFE, instead the CSEF 
Investors would be given ownership within the SPIV. 

A Crowd-Funded Entity (CFE) is a new entity and is created by the Regulator in accordance with 

an Application made by the Issuer and submitted through a Market-Licensed Intermediary 

(MLI).  An Issuer creates a CFE when they wish to raise Crowd Sourced Equity Funding (CSEF).   

¢ƘŜ LǎǎǳŜǊǎΩ /C9 ǿƛƭƭ ōŜŎƻƳŜ ǘƘŜ ŎƻƳƳŜǊŎƛŀƭ ǾŜƘƛŎƭŜ όƛŦ ŦǳƴŘŜŘύ ǘƘŀǘ ƻǇŜǊŀǘŜǎ Řŀȅ-to-day like a 

tǘȅ [ǘŘΦ  ¢ƘŜ /C9 ƻŦŦŜǊǎ Ŝǉǳƛǘȅ Ǿƛŀ ǘƘŜ {ƛƴƎƭŜ tǳǊǇƻǎŜ LƴǾŜǎǘƳŜƴǘ ±ŜƘƛŎƭŜ ό{tL±ύ ǘƻ ǘƘŜ άŎǊƻǿŘέ 

of Investors 
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The CFE is allowed to generally solicit, to anyone (regardless of sophistication) for any amount 

below say $500,000.  Putting a cap on single Investor of $500,000 and of total capital raised of 

say $5m will keep this Regime limited (intentionally). 

The CFE can solicit for funding, but in actuality the crowd funds will be held in Trust by the MLI 

until a Campaign is successful.  (Unsuccessful Campaigns return Investor funds held in Trust to 

the Investors).  At that point a Single Purpose Investment Vehicle (SPIV) makes the Investment 

on ōŜƘŀƭŦ ƻŦ ǘƘŜ LƴǾŜǎǘƻǊǎ όάǘƘŜ ŎǊƻǿŘέύΦ  ¢ƘŜƴ ǘƘŜ /C9 ǊŜŎŜƛǾŜǎ ƛǘΩǎ /{9CΦ 

The CFE is run according to a Constitution that contains non-replaceable items that govern 

behaviour and replaceable parts that are determined by the Issuer when making an Application.  

The specific nature of the Application is reflected in the specific nature of the CFE Constitution.  

Moreover, the Constitution dictates to replaceable parts of the SPIV Charter (to be explained 

further later) and the Plain Language Offer (to be explained in detail later) 

The CFE has disclosure and reporting obligations to the SPIV because the SPIV will have rights 

όŜǉǳƛǘȅύ ƛƴ ǘƘŜ /C9Φ  bƻǘǿƛǘƘǎǘŀƴŘƛƴƎ ǘƘŜ ƻōƭƛƎŀǘƛƻƴǎ ƻƴ ǘƘŜ /C9 Ƴƻǎǘ /C9Ωǎ ǿƛƭƭ ǿŀƴǘ ŀƴ 

ongoing relationship with the crowd of Investors. 

A /C9 Ƴŀȅ ōŜ άŎƭƻǎŜŘέ ŦǊƻƳ ŦǳǊǘƘŜǊ ŦǳƴŘƛƴƎ ƻƴ ŀƴȅ aŀǊƪŜǘ [ƛŎŜƴǎŜŘ LƴǘŜǊƳŜŘƛŀǊƛŜǎ ŀŦǘŜǊ 

receiving CSEF funding of no more than $5million. 

A venture that is started as a CFE with a stapled SPIV that is seeking further funds in excess of 

$5m is like any other bǳǎƛƴŜǎǎ ŀƴŘ ǿƻǳƭŘ ƴŜŜŘ ǘƻ ά/ƻƴǾŜǊǘέ ǘƻ ǘƘŜ ŦŀƳƛƭƛŀǊ tǊƛǾŀǘŜ ƻǊ tǳōƭƛŎ 

Company structures to seek Angel Funding or similar methods of financing according to their 

needs. 

A CFE could according to the pre-agreement with the SPIV, be purchased by the SPIV for a pre-

disclosed premium ς turning full ownership of the CFE over to the SPIV.  This provides a new 

(non-traditional) exit mechanism for the Issuer (entrepreneur) who created the CFE.   

!ǎ ŀ ƴŜǿ ǘȅǇŜ ƻŦ LƴǾŜǎǘƳŜƴǘ /C9Ωǎ ŎƻǳƭŘ ōŜ ǇŜǊŦŜŎǘ ŦƻǊ ά.ƛƎ /ŀǇƛǘŀƭέ ŀƴŘ ά[ƛǘǘƭŜ /ŀǇƛǘŀƭέ 

partnership.  A CFE opens CSEF to matched-funding opportunities with governments and large 

managed funds ς ƎŜƴŜǊŀǘƛƴƎ ŀ ƴŜǿ άƭƻƻǇέ ƛƴ ǘƘŜ ŜŎƻƴƻƳƛŎ ǎȅǎǘŜƳΦ 

A CFE can generally solicit as long as they declare they are a CFE in their advertising.  The CFE 

can only generally solicit for the term of their Campaign. 

A CFE can not raise CSEF funding directly only via a SPIV and only via a Market Licensed 

Intermediary. 

A CFE can have more than one Issuer allowing Founders and Angel Investors to align before the 

CSEF raise as long as disclosed - or after the CSEF raise, as long as the type of security does not 

diminish the SPIV rights or dis-proportionally.  The simple solution would be to have funders of 

the CFE with the same security as the Issuer (Founder)  

A CFE otherwise works like a private company (Pty Ltd) and should be able to easily convert to 

this more traditional business structure should its needs change. 
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The Issuer and The Single Purpose Investment Vehicle (SPIV) 

A SPIV has securities similar to a Unit Trust whereby Investors are treated as Members and 
receive the benefits of dividends and capital growth of their units. 

Investors would receive units within the SPIV according to the amount of funds they invest.  

These securities would have no voting rights individually available to Investors, but would 
collectively provide a volunteer SPIV nominated Officer to the CFE who represents the SPIV 
interests.  This is similar to the role of the Trustee.   

A SPIV would be restricted from doing business with external parties and could not employ staff 
for example.   

The role of the SPIV nominated Officer (ƛǎ ǎƛƳƛƭŀǊ ǘƻ ǘƘŀǘ ƻŦ ŀ ά¢ǊǳǎǘŜŜέ ŦƻǊ ŀ ¢Ǌǳǎǘύ ǿƻǳƭŘ ōŜ 
unpaid and they would operate according to a prescribed Charter that includes reference to 
replaceable and non-replaceable sections of the constitution that the CFE was set up with.  This 
Charter would include non-ǊŜǇƭŀŎŜŀōƭŜ ǘŜǊƳǎ ƭƛƪŜ ΨŀŎǘƛƴƎ ƛƴ the best interest of the majority of 
SPIV unit-holdersΩ.  

Restricting the nominated Officer from anything but a volunteer that communicates the will of 
the Charter and preferences collected is designed to reduce overhead and allow frictionless 
ŘŜƭƛǾŜǊȅ ƻŦ άŘƛǾƛŘŜƴŘǎέ ǘƻ ǘƘŜ {tL± ƻǿƴŜǊǎ ƛƴ ǘƘŜ ŜǾŜƴǘ ƻŦ ŀ ŘƛǾƛŘŜƴŘΦ  ¸Ŝǘ ǎǘƛƭƭ ŎŀǇǘǳǊŜ ǘƘŀǘ 
feeling of being a part of the decision making process of the CFE. 

Capital return to the SPIV Investors would be tied only to a capital return in the CFE.  This would 
remove any potential secondary market for SPIV Investors. 

Practically the following steps would occur 

1. An Issuer would join a Market Licensed Intermediary where they intend to raise CSEF  
2. The Issuer would apply to the Regulator for an CFE-SPIV set of entities 
3. In accordance with the nature of the Project an Issuer would make available in return 

for funds provided by the Investor a stake in the Single Purpose Investment Vehicle 
4. This Single Purpose Investment Vehicle would pool then Investors funds and interest 

into one group and allocate an equivalent number of units as each Investor has paid for. 
5. The SPIV ǿƻǳƭŘ ƘŀǾŜ ŀ ƴƻƳƛƴŀǘŜŘΣ ǳƴǇŀƛŘΣ ǊŜǇǊŜǎŜƴǘƛƴƎ άhŦŦƛŎŜǊέ ŀŎǘƛƴƎ ƻƴ ǘƘŜ ŎǊƻǿŘǎ 

behalf within the CFE. 
6. Should a CFE be considering a decision that they want buy-in from the crowd on, then 

the Officer will give voice to the preferences of unit-holders on behalf of the SPIV. 
 

 

(Binary digital polling methods can be used collect the preferences 

of individual CSEF Investors.  Where the CSEF Investor does not 

partake in the polling then they in effect proxy their preference to 

the unpaid SPIV Officer) 

 

 

Restricting the type of entities and investment options with CSEF 
to those described above provides low levels of complexity.  This would enable these entities to 
carry on with their business with minimal transaction and other costs in the early stages, in 
addition to maintaining the creative, operational and other controls required to give fruition to 
the Campaign and Project Plan. 
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As long as adequate levels of disclosure were in place between CFE and SPIV then a fair balance 
between Issuers and Investors could be achieved, while minimising complexity, red tape, public 
and private costs simultaneously.  

Notwithstanding the benefit of the simplicity described in the above model, this Submission 
makes a further recommendation: that under disclosed and prescribed circumstances a SPIV 
could acquire a greater share of ownership in the CFE.   

This would occur in the following way 

1. As the CFE operates like any other business, it generates returns to the Issuer (initiating 
person that is owner of the CFE) and the Investors who are pooled in the SPIV. 

2. ¢ƘŜ {tL± ƛƴǎǘŜŀŘ ƻŦ ǇŀǎǎƛƴƎ ǘƘŜǎŜ άŘƛǾƛŘŜƴŘέ ǊŜǘǳǊƴǎ ƛƴ Ŧǳƭƭ ǘƻ ǘƘŜ ǳƴƛǘ ƘƻƭŘŜǊǎ 
(individual Investors) of the SPIV would use part or all of these funds to buy more equity 
in the CFE. 

(This is disclosed and the rates prescribed up front in the Project Plan so that Investors know what 

they are buying)  

3. The Issuer (CFE) would then be selling equity in the CFE to the SPIV giving Investors in 
the SPIV a greater future return. 

4. Over time the SPIV could acquire the entirety of the CFE equity and at this point the CFE 
would cease to have the Issuer as a stakeholder  

5. It may be appropriate that once an agreed threshold of beneficial owners are actually 
SPIV unit holders then the CFE Ƴŀȅ ōŜ ŦƻǊŎŜŘ ǘƻ άƎǊŀŘǳŀǘŜέ ǘƻ ŀ tǊƛǾŀǘŜ /ƻƳǇŀƴȅ 
structure Pty Ltd or forced to graduate to an unlisted Public Company (Limited Ltd) 

 

It may be appropriate that the CFE-SPIV twin set of entities be graduated from the low 

governance CSEF environment to a traditional governance and structure once either the 

threshold for Capital raised is breached or the threshold of SPIV ownership in the CFE is 

breached. 
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(iii) Maximum funds that an Issuer may raise: should there be a ceiling, and if so what, on the 

funds that can be raised by each Issuer in a particular period through CSEF. Should that ceiling 

include any funds raised under the small scale personal offers exemption 

 

In light of the comments above, there should be a ceiling (somewhere below $5million). After 
all, once these entities have raised sufficient capital to grow to the next stage, there is no 
longer a desperate need to bridge a gap in seed stage funding that CSEF aims to bridge. 

In addition, by that stage, the CFE should have a proven track record κ ǇŀǎǎŜŘ άǇǊƻƻŦ ƻŦ 
ŎƻƴŎŜǇǘέΣ ǿƘƛŎƘ ǿƻǳƭŘ ōǊƛƴƎ ǘƘŜƳ ǘƻ ǘƘŜ size where other conventional sources of capital are 
likely to assist in taking them to the next level. 

On one view, there is no real reason why the ceiling should be any different to that contained in 
ǎ тлу ƻŦ ǘƘŜ /ƻǊǇƻǊŀǘƛƻƴǎ !Ŏǘ нллм ό/ǘƘύ όάǘƘŜ !Ŏǘέύ i.e $2million, given that this would be 
sufficient for the majority of start-ups to prove their concept on a small scale and retain 
sufficient equity to attract further capital.  

However, on the other hand, we will surely see completely new innovations and business 
ƳƻŘŜƭǎΣ ǇŀǊǘƛŎǳƭŀǊƭȅ ƛƴ ǘƘŜ ŀǊŜŀǎ ƻŦ άƭƻŎŀƭ ƛƴŦǊŀǎǘǊǳŎǘǳǊŜέ ŀƴŘ άŎƭŜŀƴ-ǘŜŎƘέΦ  !ǎ ǎǳŎƘΣ ƛǘ Ƴŀȅ ōŜ 
that a tiered system is put in place, whereby the ceiling is different for certain types of projects 
according to varying criteria to be assessed with reference to costs associated with proving the 
concept and perhaps the time and cost likely to be involved in breaking even and generating a 
profit. 

To be accommodating we Recommend a maximum capital threshold of $5m although believe 
most of the activity will be in the region of $5k - $500k.  
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iv) Disclosure by the Issuer to Investors: what disclosures should Issuers have to provide to 

Investors 

 

 

 
Given the matters raised particularly per (i) above, the Issuers should be required to register 
with a Market Licensed Intermediary.  Thereby completing things like ID checks and processes 
that minimise fraud. 

Once registered the Issuer can complete online forms that highlight and disclose the Campaign 
(Project Plan).  This would include reference to capital being sought, SPIV levels of initial 
investment, SPIV acquisition costs of CFE equity as the business operates and threshold levels 
whereby the CFE-SPIV graduate to traditional means of governance and structure. 

In addition to upfront disclosure the Issuer should be required to annually report to the 
Investors in the CFE and therefore to the unit holders in the SPIV. 

The Issuers would then need to be subjected to certain levels of disclosure and diligence to the 
intermediaries, and the intermediaries would need to reach certain thresholds in conducting 
their own due diligence.  

Both of these entities, and perhaps their Directors and officers could, for example, share joint 
and several liability to Investors with respect to misrepresentations, breaches of fiduciary 
duties and so on, and each could be liable to the other in turn. It may be that a new class of 
duties is created, as with those of Directors already set out in the applicable Act. 

(v) Controls on issuing by the Issuer: what controls, if any, should there be on advertising by 

an Issuer 


