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Being Part of the Crowd: Mini-bonds, crowdfunding and alternative
ϐ������������������������������

The development and growth of franchise networks relies on the
availability of accessible funding. When a business is ready to
expand – whether organically and through a franchise model – it
ƌĞƋƵŝƌĞƐ�ĐĂƉŝƚĂů�ĞŝƚŚĞƌ�ƚŽ�ŝŶǀ ĞƐƚ�ŝŶ�ŝƚƐ�Žǁ Ŷ�ĂĚĚŝƟŽŶĂů�ƐŝƚĞƐ͕ �Žƌ�ƚŽ�
ĚĞǀ ĞůŽƉ�ŝƚƐ�ĨƌĂŶĐŚŝƐĞ�ŝŶĨƌĂƐƚƌƵĐƚƵƌĞ�ƐƵĐŚ�ĂƐ�ǁ ƌŝƟŶŐ�ŝƚƐ�ŽƉĞƌĂƟŽŶƐ�
manual, preparing the necessary legal documents and franchisee
recruitment programme.

^ŝŵŝůĂƌůǇ͕�ƉƌŽƐƉĞĐƟǀ Ğ�ĨƌĂŶĐŚŝƐĞĞƐ�ƌĞƋƵŝƌĞ�ĨƵŶĚŝŶŐ�ƚŽ�ƉƵƌĐŚĂƐĞ�Ă�
ĨƌĂŶĐŚŝƐĞ�ĂŶĚ�ŵĂŬĞ�ƚŚĞ�ŶĞĐĞƐƐĂƌǇ�ŝŶŝƟĂů�ŝŶǀ ĞƐƚŵĞŶƚƐ�ŝŶ�ŝƚ͘ ��
ZĞƐƚƌŝĐƚĞĚ�ĂĐĐĞƐƐ�ƚŽ�ƚƌĂĚŝƟŽŶĂů�ƐŽƵƌĐĞƐ�ŽĨ�ĨƵŶĚŝŶŐ�ŝŶ�ƌĞĐĞŶƚ�ǇĞĂƌƐ�
ŚĂƐ�ƐĞĞŶ�Ă�ŐƌŽǁ ƚŚ�ŝŶ�ĂůƚĞƌŶĂƟǀ Ğ�Į ŶĂŶĐĞ�ƐŽƵƌĐĞƐ�ĨŽƌ�ŶĞǁ �ĨƌĂŶĐŚŝƐĞ�
ďƵƐŝŶĞƐƐĞƐ�ĂŶĚ�ǀ ĞŶƚƵƌĞƐ͘ ��/Ŷ�ƉĂƌƟĐƵůĂƌ͕�ƚŚĞƌĞ�ŚĂƐ�ďĞĞŶ�ŐƌŽǁ ƚŚ�ŝŶ�
two areas; mini-bonds and crowdfunding.

hŶĚŽƵďƚĞĚůǇ�ƚŚĞƐĞ�ĂůƚĞƌŶĂƟǀ Ğ�Į ŶĂŶĐĞ�ƐŽƵƌĐĞƐ�Žī Ğƌ�ƚŚĞ�ĨƌĂŶĐŚŝƐĞ�
sector a real opportunity for growth but it is important that both
ƚŚĞ�ĨƌĂŶĐŚŝƐŽƌ�ĂŶĚ�ĨƌĂŶĐŚŝƐĞĞ�ĂƉƉƌĞĐŝĂƚĞ�ŚŽǁ �ƚŚĞƐĞ�ĂůƚĞƌŶĂƟǀ Ğ�
Į ŶĂŶĐŝŶŐƐ�ǁ ŽƌŬ�ĂŶĚ�ƚŚĞ�ƉŽƚĞŶƟĂů�ĐŽŶƐĞƋƵĞŶĐĞƐ�ŽĨ�ƵƐŝŶŐ�ƚŚĞŵ͘ ���

Mini-bonds

Mini-ďŽŶĚƐ�ĂƌĞ�ĂŶ�ŝŶŶŽǀ ĂƟǀ Ğ�ĂŶĚ�ƌĞůĂƟǀ ĞůǇ�ůŽǁ �ĐŽƐƚ�ǁ ĂǇ�ĨŽƌ�h<�
privately owned companies to raise funds from UK investors. The
corporate mini-ďŽŶĚ�ŵĂƌŬĞƚ�ŚĂƐ�ŐƌŽǁ Ŷ�ĚƌĂŵĂƟĐĂůůǇ�ŝŶ�ƚŚĞ�ůĂƐƚ�
ĨĞǁ �ǇĞĂƌƐ͕ �ĂƐ�ĐŽŵƉĂŶŝĞƐ�ƐĞĂƌĐŚ�ĨŽƌ�ĂůƚĞƌŶĂƟǀ Ğ�ŵĞƚŚŽĚƐ�ƚŽ�ƌĂŝƐĞ�
funds.

���������������������ϐ�������� ���-bonds

With mini-bonds, an investor makes an investment in a company
in exchange for a "bond" – which is a form of loan. In return for
lending money to the company the investor receives regular
interest payments and repayment of the principal sum at the end
of the term of the bond.  So for example, a company may offer a 4 
year bond providing 8% interest.

Whether it is a franchisor or a franchisee that is seeking funding,
mini-ďŽŶĚƐ�Žī Ğƌ�ƐŽŵĞ�ĂƩ ƌĂĐƟǀ Ğ�ďĞŶĞĮ ƚƐ�Žǀ Ğƌ�ƚƌĂĚŝƟŽŶĂů�ĨƵŶĚŝŶŐ�
ŽƉƟŽŶƐ͗

 ĂŶ�ŽƉƉŽƌƚƵŶŝƚǇ�ƚŽ�ƌĂŝƐĞ�ŵƵĐŚ�ŶĞĞĚĞĚ�ĐĂƉŝƚĂů�ǁ ŝƚŚŽƵƚ�ĚŝůƵƟŶŐ�
equity ownership of the franchise company – the shareholders
remain unchanged;

 funds can be raised without incurring the costs and delay

associated with an issue of shares;

 ƚŚĞƌĞ�ŝƐ�ŶŽ�ƌĞƐƚƌŝĐƟŽŶ�ŽŶ�ƚŚĞ�ƐŝǌĞ�ŽĨ�ĨƵŶĚƌĂŝƐŝŶŐ͖

 mini-bonds are typically offered by more established franchise 

businesses – typically either the franchisor looking to expand
Žƌ�ĂŶ�ĞƐƚĂďůŝƐŚĞĚ�ĨƌĂŶĐŚŝƐĞĞ�ůŽŽŬŝŶŐ�ƚŽ�ĨƵŶĚ�ƚŚĞ�ĂĐƋƵŝƐŝƟŽŶ�ŽĨ�
ĂĚĚŝƟŽŶĂů�ĨƌĂŶĐŚŝƐĞƐ͖

 the publicity generated by the offer of mini-bonds increases 

awareness of the company's brand and products and services;

 mini-bonds are a great way to involve customers, clients or
fans in the development or growth of the issuing company;

 they provide access to non-bank finance; and 

 there is much greater flexibility in the terms upon which the 

funds are raised and their purpose.

How do mini-bonds work?

Mini-bonds are small units of debt issued by a company. Subject
ƚŽ�ĐĞƌƚĂŝŶ�ĞƐƐĞŶƟĂů�ĐŚĂƌĂĐƚĞƌŝƐƟĐƐ͕ �ƚŚĞ�ƚĞƌŵƐ�ŽĨ�ƚŚĞ�ĚĞďƚ�ĐĂŶ�ďĞ�
tailored to the requirements of the issuing company. They are
ǀ ĞƌǇ�ƐŝŵŝůĂƌ�ƚŽ�Ă�ĐŽŶǀ ĞŶƟŽŶĂů�ƌĞƚĂŝů�ďŽŶĚ͕ �ĞǆĐĞƉƚ�ƚŚĞǇ�ĂƌĞ�ŶŽƚ�
listed on the London Stock Exchange and are commonly not
transferable.

The mini-bonds are created by way of a legal instrument, and
Žī ĞƌĞĚ�ƚŽ�ƚŚĞ�h<�ƉƵďůŝĐ�ďǇ�ǁ ĂǇ�ŽĨ�ĂŶ�ΗŝŶǀ ŝƚĂƟŽŶ�ĚŽĐƵŵĞŶƚΗ͘��
Within the limits set out below, there is scope for the mini-bonds
to be structured so they suit the requirements of the issuing
company. For example, the issuing company can set repayment
terms, interest levels, and whether interest will be paid in cash or
by way of products or services. It is not uncommon for the
ŝƐƐƵŝŶŐ�ĐŽŵƉĂŶǇ�ƚŽ�Žī Ğƌ�ŝŶĐĞŶƟǀ ĞƐ�ĂůŽŶŐƐŝĚĞ�ĐĂƐŚ�ŝŶƚĞƌĞƐƚ͕ �ƐƵĐŚ�
as credits that can be used to pay for in-store items or discounted
electricity rates.

There are two legal regimes that apply to the bond offer; the 
ƉƌŽƐƉĞĐƚƵƐ�ƌĞŐŝŵĞ�ĂŶĚ�ƚŚĞ�Į ŶĂŶĐŝĂů�ƉƌŽŵŽƟŽŶƐ�ƌĞŐŝŵĞ͘

Mini-ďŽŶĚƐ�ĂƌĞ�ĐůĂƐƐĞĚ�ĂƐ�ΗƐĞĐƵƌŝƟĞƐΗ͘��KƌĚŝŶĂƌŝůǇ͕�ĂŶǇ�Žī Ğƌ�ŽĨ�
ƚƌĂŶƐĨĞƌĂďůĞ�ƐĞĐƵƌŝƟĞƐ�ƚŽ�ƚŚĞ�ƉƵďůŝĐ�ƌĞƋƵŝƌĞƐ�ƚŚĞ�ƉƵďůŝĐĂƟŽŶ�ŽĨ�Ă�
prospectus which has been pre-approved by the Financial
�ŽŶĚƵĐƚ��ƵƚŚŽƌŝƚǇ͘�dŚĞ�ƉƌĞƉĂƌĂƟŽŶ�ŽĨ�Ă�ƉƌŽƐƉĞĐƚƵƐ�ŝƐ�Ă�ĐŽƐƚůǇ�
ĂŶĚ�ƟŵĞ�ĐŽŶƐƵŵŝŶŐ�ƉƌŽĐĞƐƐ�ƐŽ͕ �ƚŽ�Ăǀ ŽŝĚ�ƚŚŝƐ͕ �ŵŝŶŝ-bonds are
usually not transferable in any circumstances. Making the mini-
bond non-transferable is sufficient to bring a mini-bond offer 
outside the prospectus regime. Note, however, that it is possible
to offer transferrable mini-bonds, provided the total amount 
sought under the offer is restricted to less than €5 million. 

�ǀ ĞŶ�ƚŚŽƵŐŚ�ŶŽ�ƉƌŽƐƉĞĐƚƵƐ�ŝƐ�ƌĞƋƵŝƌĞĚ͕ �Ăůů�ĐŽŵŵƵŶŝĐĂƟŽŶƐ�
ƉƌŽŵŽƟŶŐ�ƚŚĞ�Žī Ğƌ�ǁ ŝůů�ďĞ�ƌĞŐĂƌĚĞĚ�ĂƐ�ΗĮ ŶĂŶĐŝĂů�ƉƌŽŵŽƟŽŶƐΗ͘��
hŶĚĞƌ�ƐĞĐƟŽŶ�Ϯϭ�ŽĨ�ƚŚĞ�&ŝŶĂŶĐŝĂů�̂ Ğƌǀ ŝĐĞƐ�ĂŶĚ�D ĂƌŬĞƚƐ��Đƚ�ϮϬϬϬ͕�
ŶŽ�Į ŶĂŶĐŝĂů�ƉƌŽŵŽƟŽŶ�ŵĂǇ�ďĞ�ŝƐƐƵĞĚ�ƵŶůĞƐƐ�ŝƚ�ŝƐ�ŝƐƐƵĞĚ�Žƌ�
approved by an FCA authorised person. It is very likely that there
ǁ ŝůů�ďĞ�ŶŽ�ĞǆĞŵƉƟŽŶ�Ăǀ ĂŝůĂďůĞ�ŝŶ�ƚŚĞ�ĐĂƐĞ�ŽĨ�Ă�ďŽŶĚ�Žī Ğƌ�ŽƉĞŶ�ƚŽ�
the general public and accordingly, an FCA authorised person
ŵƵƐƚ�ĂƉƉƌŽǀ Ğ�ƚŚĞ�ŝŶǀ ŝƚĂƟŽŶ�ĚŽĐƵŵĞŶƚ�ĂŶĚ�Ăůů�ƌĞůĂƚĞĚ�
ƉƌŽŵŽƟŽŶĂů�ŵĂƚĞƌŝĂů�ĂƐ�Į ŶĂŶĐŝĂů�ƉƌŽŵŽƟŽŶƐ͘
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/Ĩ�Ă�ĐŽŵƉĂŶǇ�ǁ ĞƌĞ�ŝŶ�Ă�ƉŽƐŝƟŽŶ�ǁ ŚĞƌĞ�ŝƚ�ŚĂĚ�ƚŽ�ƉƵďůŝƐŚ�Ă�
prospectus, there are very detailed requirements for what should
ďĞ�ĐŽŶƚĂŝŶĞĚ�ŝŶ�ƚŚĞ�ŝŶǀ ŝƚĂƟŽŶ�ĚŽĐƵŵĞŶƚ͘ ���ĞĐĂƵƐĞ�ŵŝŶŝ-bond
offers do not call for a prospectus, but are instead financial 
ƉƌŽŵŽƟŽŶƐ͕ �ƚŚĞƌĞ�ŝƐ�ŶŽ�ƉƌŽƐƉĞĐƚƵƐ�ƚǇƉĞ�ůŝƐƚ�ŽĨ�ŵĂŶĚĂƚŽƌǇ�ĐŽŶƚĞŶƚ�
ƌĞƋƵŝƌĞŵĞŶƚƐ͘ ��, Žǁ Ğǀ Ğƌ͕�ƚŚĞƌĞ�ŝƐ�Ă�ŐĞŶĞƌĂů�ŽďůŝŐĂƟŽŶ�ƚŚĂƚ�Ăůů�
ĞůĞŵĞŶƚƐ�ŽĨ�ƚŚĞ�ƉƌŽŵŽƟŽŶ�ĂƌĞ�ΗĨĂŝƌ͕�ĐůĞĂƌ�ĂŶĚ�ŶŽƚ�ŵŝƐůĞĂĚŝŶŐΗ͘��
There is some guidance as to what this phrase means but it is
ůĂƌŐĞůǇ�Ă�ŵĂƩ Ğƌ�ĨŽƌ�ƚŚĞ�&���ĂƵƚŚŽƌŝƐĞĚ�ƉĞƌƐŽŶ�ƚŽ�ĚĞƚĞƌŵŝŶĞ�ĂƐ�
part of their approval process. There is no requirement to show
Į ŶĂŶĐŝĂů�ŝŶĨŽƌŵĂƟŽŶ�ĨŽƌ�Ă�ƐƉĞĐŝĮ Đ�ƉĞƌŝŽĚ͕ �ďƵƚ�ƚŚĞ�&���ĂƵƚŚŽƌŝƐĞĚ�
person will want to ensure that there is sufficient financial 
ŝŶĨŽƌŵĂƟŽŶ�ƚŽ�Őŝǀ Ğ�ŝŶǀ ĞƐƚŽƌƐ�Ă�ĨƵůů�ƵŶĚĞƌƐƚĂŶĚŝŶŐ�ŽĨ�ƚŚĞ�ďƵƐŝŶĞƐƐ�
they are being invited to invest in.

t ŝƚŚ�Ğī ĞĐƚ�ĨƌŽŵ�ϮϬϭϰ͕ �ƚŚĞ�&���ŝŶƚƌŽĚƵĐĞĚ�ĂĚĚŝƟŽŶĂů�
requirements on the FCA authorised persons approving mini-bond
Žī ĞƌƐ͘ ���ĞĨŽƌĞ�ŵĂŬŝŶŐ�Ă�ĚŝƌĞĐƚ�Žī Ğƌ�Į ŶĂŶĐŝĂů�ƉƌŽŵŽƟŽŶ͕ �
authorised firms now need to check that a retail investor is 
ĂƉƉƌŽƉƌŝĂƚĞůǇ�ĐĞƌƟĮ ĞĚ͘ ��/Ŷ�ƉƌĂĐƟĐĞ͕�ƚŚŝƐ�ŵĞĂŶƐ�ƚŚĂƚ�ĞĂĐŚ�ƉĞƌƐŽŶ�
wishing to invest in mini-bonds must confirm that they will restrict 
ƚŚĞŵƐĞůǀ ĞƐ�ƚŽ�ŝŶǀ ĞƐƟŶŐ�ŽŶůǇ�ϭϬй �ŽĨ�ƚŚĞŝƌ�ŶĞƚ�ŝŶǀ ĞƐƟďůĞ�Į ŶĂŶĐŝĂů�
assets in ‘non-ƌĞĂĚŝůǇ�ƌĞĂůŝƐĂďůĞ�ƐĞĐƵƌŝƟĞƐ͛ �ƐƵĐŚ�ĂƐ�ŵŝŶŝ-bonds. In
ĂĚĚŝƟŽŶ͕ �&���ĂƵƚŚŽƌŝƐĞĚ�Į ƌŵƐ�ŵƵƐƚ�ĐŽŶĚƵĐƚ�ĂŶ�ĂƉƉƌŽƉƌŝĂƚĞŶĞƐƐ�
test before allowing any of these investors to invest.

dŚĞƐĞ�ĂĚĚŝƟŽŶĂů�ƌĞƋƵŝƌĞŵĞŶƚƐ�ĐĂŶ�ďĞ�ƐĂƟƐĮ ĞĚ�ďǇ�&���ĂƵƚŚŽƌŝƐĞĚ�
Į ƌŵƐ�ŽŶ�ĂŶ�ŝŶĚŝǀ ŝĚƵĂů�ďĂƐŝƐ͕ �ďƵƚ�ƐŽŵĞ�ĐƌŽǁ ĚĨƵŶĚŝŶŐ�ŽƌŐĂŶŝƐĂƟŽŶƐ͕ �
such as Crowdcube, have built these features into their
ŝŶĨƌĂƐƚƌƵĐƚƵƌĞ�ĂŶĚ�ŶŽǁ �Žī Ğƌ�ĂŶ�ĞǆĐĞůůĞŶƚ�ĨŽƌƵŵ�ĨŽƌ�ĐŽŶĚƵĐƟŶŐ�
mini-bond offers.    

Crowdfunding

As the same suggests, crowdfunding is a way of raising capital
ĨƌŽŵ�Ă�ůĂƌŐĞ�ŶƵŵďĞƌ�ŽĨ�ŝŶǀ ĞƐƚŽƌƐ�ŝŶ�ƌĞůĂƟǀ ĞůǇ�ƐŵĂůů�ĂŵŽƵŶƚƐ�ƚŽ�
ĨƵŶĚ�Ă�ďƵƐŝŶĞƐƐ͕ �ƉƌŽũĞĐƚ�Žƌ�ǀ ĞŶƚƵƌĞ͘�dŚŝƐ�ŝƐ�ŽŌĞŶ�ĚŽŶĞ�ƚŚƌŽƵŐŚ�
ŽŶůŝŶĞ�ƉůĂƞŽƌŵƐ�ĂŶĚ�ĐĂŶ�ƌĞĂĐŚ�ƚŚŽƵƐĂŶĚƐ�ŽĨ�ƉŽƚĞŶƟĂů�ĨƵŶĚĞƌƐ͘

There are three principal types of crowdfunding:

 Debt;

 Equity; and

 �ŽŶĂƟŽŶ͘

Debt investors lend for financial returns by way of interest, 
bypassing intermediaries such as banks. The investment can be by
way of mini-bonds, as described above.

Equity investors, depending on the policy of the crowdfunding
ƉůĂƞŽƌŵ͕ �ĞŝƚŚĞƌ�ƌĞĐĞŝǀ Ğ�ƐŚĂƌĞƐ�ŝŶ�ƚŚĞ�ĐŽŵƉĂŶǇ�Žƌ�ĐŽŶƚƌŝďƵƚĞ�ƚŽ�Ă�
fund that invests as a nominated agent.

���������������������ϐ��������������������������

�ƌŽǁ ĚĨƵŶĚŝŶŐ�Žī ĞƌƐ�ƐŽŵĞ�ĂƩ ƌĂĐƟǀ Ğ�ďĞŶĞĮ ƚƐ�ƚŽ�Ă�ĨƌĂŶĐŚŝƐĞ�
business, including:

 investors can share in the growth in the value of the

ƵŶĚĞƌůǇŝŶŐ�ĨƌĂŶĐŚŝƐĞ͕�ǁ ŝƚŚ�ƚŚĞ�ƉŽƚĞŶƟĂů�ĨŽƌ�ĂĚĚŝƟŽŶĂů�
dividend income;

 crowdfunding is typically offered by start-up, early stage and 

growth businesses so this model is a good fit for both 
businesses looking to kick start their expansion (either
organically or through a franchise model, or typically a hybrid
of both) and those looking to raise funds to buy their first 
franchise;

 although restricted to raising no more than €5 million this will
ŶŽƚ͕ �ǁ ŝƚŚŝŶ�Ă�ĨƌĂŶĐŚŝƐĞ�ĐŽŶƚĞǆƚ͕ �ĐƌĞĂƚĞ�ĂŶǇ�Ěŝĸ ĐƵůƟĞƐ�ĂƐ�ƚŚĞ�
investments sought by both franchisors and franchisees is
likely to fall significantly below that cap; and 

 importantly, there is no requirement on the company to make

interest repayments.

How does equity crowdfunding work?

The legal framework around equity crowdfunding is very similar
to that of mini-bonds, except that the companies are offering 
shares in themselves, rather than units of debt.

The applicable legal regimes are the same; there is a prospectus
ĂŶĚ�Į ŶĂŶĐŝĂů�ƉƌŽŵŽƟŽŶƐ�ƌĞŐŝŵĞ͘��t ŝƚŚ�ƌĞŐĂƌĚƐ�ƚŽ�ƚŚĞ�ƉƌŽƐƉĞĐƚƵƐ�
regime, shares are always transferrable and therefore every
equity crowdfunding offer must be restricted in size to less than 
Φϱ�ŵŝůůŝŽŶ͘ ��dŚĞƌĞĂŌĞƌ͕�ƚŚĞ�Į ŶĂŶĐŝĂů�ƉƌŽŵŽƟŽŶƐ�ƌĞŐŝŵĞ�ǁ ŝůů�ĂƉƉůǇ�
exactly as described above – ƐŽ�ĂŶ�ŝŶǀ ŝƚĂƟŽŶ�ĚŽĐƵŵĞŶƚ�ŵƵƐƚ�ďĞ�
prepared and approved by an FCA authorised person, who will
need to ensure that the document is fair, clear and not
ŵŝƐůĞĂĚŝŶŐ�ĂŶĚ�ƚŚĂƚ�ƚŚĞ�Žī Ğƌ�ŝƐ�ŽŶůǇ�ŵĂĚĞ�ƚŽ�ƉĞƌƐŽŶƐ�ǁ ŚŽ�ƐĂƟƐĨǇ�
the FCA's new criteria.

The differences between debt and equity crowdfunding

�Ğďƚ�ĂŶĚ�ĞƋƵŝƚǇ�ĐƌŽǁ ĚĨƵŶĚŝŶŐ�ƐŚĂƌĞ�ŵĂŶǇ�ĨĞĂƚƵƌĞƐ͕ �ŝŶ�ƉĂƌƟĐƵůĂƌ�
ƚŚĞ�ƌĞůĂƟǀ Ğ�ĞĂƐĞ�ĂŶĚ�ĐŽƐƚ-Ğī ĞĐƟǀ ĞŶĞƐƐ�ǁ ŝƚŚ�ǁ ŚŝĐŚ�ƚŚĞǇ�ĂůůŽǁ �
growing businesses to access finance. 

, Žǁ Ğǀ Ğƌ͕�ďǇ�ĚĞĮ ŶŝƟŽŶ͕ �ĚĞďƚ�ĨƵŶĚƌĂŝƐŝŶŐ�ĐĂůůƐ�ĨŽƌ�ĐŽŵƉĂŶŝĞƐ�ƚŽ�
deliver regular interest payments to investors. In order to be able
to offer this, companies need to be confident that they will 
generate sufficient revenue to meet the interest payments, as 
well as repay the capital at the end of the term, and this will be a
key element that the FCA authorised person will want to review
ĂƐ�ƉĂƌƚ�ŽĨ�ƚŚĞŝƌ�ĂƉƉƌŽǀ Ăů�ƉƌŽĐĞƐƐ͘ ��dŚŝƐ�ŝƐ�ŽĨ�ƉĂƌƟĐƵůĂƌ�ƌĞůĞǀ ĂŶĐĞ�ƚŽ�
Ă�ƉŽƚĞŶƟĂů�ĨƌĂŶĐŚŝƐĞĞ�ĐŽŶƐŝĚĞƌŝŶŐ�ƵƐŝŶŐ�ĚĞďƚ�ĐƌŽǁ ĚĨƵŶĚŝŶŐ�ĂƐ�Ă�
means to raise finance to acquire and fund a franchise.  The 
ĨƌĂŶĐŚŝƐĞĞ�ŵƵƐƚ�ƐĂƟƐĨǇ�ŝƚƐĞůĨ�ĂŶĚ�ƚŚĞ�&���ĂƵƚŚŽƌŝƐĞĚ�ƉĞƌƐŽŶ�ƚŚĂƚ�
ŝƚ�ĐĂŶ�Ăī ŽƌĚ�ƚŽ�ŵĂŬĞ�ƚŚĞ�ŝŶƚĞƌĞƐƚ�ƉĂǇŵĞŶƚƐ�ŝŶ�ĂĚĚŝƟŽŶ�ƚŽ�ƚŚĞ�



Brussels /  Düsseldorf  / Hamburg / London / Manchester / Munich / Paris / Shanghai / Silicon Valley / ϐ����ϐ�����Ǥ��� ��������������������������������������������������������������������������������������������������������������

dŚŝƐ�ƉƵďůŝĐĂƟŽŶ�ŝƐ�ŶŽƚ�Ă�ƐƵďƐƟƚƵƚĞ�ĨŽƌ�ĚĞƚĂŝůĞĚ�ĂĚǀ ŝĐĞ�ŽŶ�ƐƉĞĐŝĮ Đ�ƚƌĂŶƐĂĐƟŽŶƐ�ĂŶĚ�ƐŚŽƵůĚ�ŶŽƚ�ďĞ�ƚĂŬĞŶ�ĂƐ�ƉƌŽǀ ŝĚŝŶŐ�ůĞŐĂů�advice on any of the topics discussed.

© Copyright Field Fisher Waterhouse LLP 2014. All rights reserved.

Field Fisher Waterhouse LLP is a limited liability partnership registered in England and Wales with registered number OC318472, ǁ ŚŝĐŚ�ŝƐ�ƌĞŐƵůĂƚĞĚ�ďǇ�ƚŚĞ�̂ ŽůŝĐŝƚŽƌƐ�ZĞŐƵůĂƟŽŶ�
�ƵƚŚŽƌŝƚǇ͘���ůŝƐƚ�ŽĨ�ŵĞŵďĞƌƐ�ĂŶĚ�ƚŚĞŝƌ�ƉƌŽĨĞƐƐŝŽŶĂů�ƋƵĂůŝĮ ĐĂƟŽŶƐ�ŝƐ�Ăǀ ĂŝůĂďůĞ�ĨŽƌ�ŝŶƐƉĞĐƟŽŶ�Ăƚ�ŝƚƐ�ƌĞŐŝƐƚĞƌĞĚ�Žĸ ĐĞ͕�Zŝǀ Ğrbank House, 2 Swan Lane, London, EC4R 3TT. We use
the word “partner” to refer to a member of Field Fisher Waterhouse LLP, or an employee or consultant with equivalent standing anĚ�ƋƵĂůŝĮ ĐĂƟŽŶƐ͘

payment of franchise fees to the franchisor. As a result, debt
crowdfunding is more suited to established businesses with a
ƚƌĂĐŬ�ƌĞĐŽƌĚ�ŽĨ�ƌĞǀ ĞŶƵĞ�ŐĞŶĞƌĂƟŽŶ�ƚŚĂƚ�ƚŚĞǇ�ĐĂŶ�ďĂƐĞ�ƌĞůŝĂďůĞ�
forecasts on. If they can meet these requirements, companies
ĐĂŶ�ĞŶũŽǇ�ƚŚĞ�ĂďŝůŝƚǇ�ƚŽ�ƐĞĞŬ�ĂŶǇ�ůĞǀ Ğů�ŽĨ�ĨƵŶĚŝŶŐ�ǁ ŝƚŚŽƵƚ�ĚŝůƵƟŶŐ�
ownership of the business.

&Žƌ�ƉŽƚĞŶƟĂů�ĨƌĂŶĐŚŝƐĞĞƐ�Žƌ�ĐŽŵƉĂŶŝĞƐ�ůŽŽŬŝŶŐ�ƚŽ�ĨƵŶĚ�ƚŚĞŝƌ�ĞĂƌůǇ�
franchise growth, equity crowdfunding may be more appropriate.
t ŝƚŚ�ƚŚĞƐĞ�ƉƌŽƉŽƐŝƟŽŶƐ͕ �ƚŚĞƌĞ�ĂƌĞ�ŶŽ�ŐƵĂƌĂŶƚĞĞĚ�ŝŶƚĞƌĞƐƚ�Žƌ�
dividend payments and investors understand that capital
ĂƉƉƌĞĐŝĂƟŽŶ�ŝƐ�ŶŽƚ�ŐƵĂƌĂŶƚĞĞĚ͘ ��̂ ŵĂůůĞƌ�ƐƵŵƐ�ĐĂŶ�ďĞ�ƌĂŝƐĞĚ�ĂŶĚ�
investors take a share of the ownership of the business – but this
can provide vital capital at an early stage of a business's growth or
ǁ ŚĞŶ�Ă�ƉŽƚĞŶƟĂů�ĨƌĂŶĐŚŝƐĞĞ�ŝƐ�ůŽŽŬŝŶŐ�ƚŽ�ƌĂŝƐĞ�ĨƵŶĚƐ�ŶĞĞĚĞĚ�ƚŽ�
buy into a franchise.

The crowdfunding difference

There are a number of factors which make crowdfunding and
franchising a natural fit.  For a start, crowdfunding is aimed at 
companies with lower investment needs (less than €5 million) –
ŝĚĞĂů�ĨŽƌ�Ă�ƉŽƚĞŶƟĂů�ĨƌĂŶĐŚŝƐĞĞ�Žƌ�Ă�ďƵƐŝŶĞƐƐ�ůŽŽŬŝŶŐ�ƚŽ�ƌĂŝƐĞ�
ƐƵĸ ĐŝĞŶƚ�ĐĂƉŝƚĂů�ƚŽ�ĨƵŶĚ�ƚŚĞ�ĐƌĞĂƟŽŶ�ŽĨ�Ă�ĨƌĂŶĐŚŝƐĞ�ŶĞƚǁ ŽƌŬ͘��
/ƚ�ŝƐ�ĂůƐŽ�Ă�ŐƌĞĂƚ�ǁ ĂǇ�ƚŽ�ĐŽŶŶĞĐƚ�ǁ ŝƚŚ�ĞǆŝƐƟŶŐ�ĂŶĚ�ƉŽƚĞŶƟĂů�
ĐƵƐƚŽŵĞƌƐ͕ �ƉĂƌƟĐƵůĂƌůǇ�ĨŽƌ�Ă�ůŽĐĂů�ĨƌĂŶĐŚŝƐĞĞ͘��/Ĩ�Ă�ŶĞǁ �ĨƌĂŶĐŚŝƐĞĞ�
is lucky enough to have a few hundred local investors funding its
business, those investors provide a natural client base. It also
serves to weaken the argument that franchise brands are really
ũƵƐƚ�ďŝŐ�ĐŽƌƉŽƌĂƚĞ�ƉůĂǇĞƌƐ�ŵŽǀ ŝŶŐ�ŝŶƚŽ�ůŽĐĂů�ĐŽŵŵƵŶŝƟĞƐ͘ ��dŚĂƚ�
has never been the case when the franchisee is usually a local
small business itself. However, having a group of local investors
in the franchise can promote the sense that this business (and the
brand) is local.

It's not only the local franchisee that can benefit from the loyalty 
of its investors; the brand-owning franchisor can experience a
similar effect.  The recent 8 per cent four-year mini-bond issued 
ďǇ�D ĞǆŝĐĂŶ�ƌĞƐƚĂƵƌĂŶƚ�ĐŚĂŝŶ��ŚŝůĂŶŐŽ�ŝƐ�Ă�ŐŽŽĚ�ŝůůƵƐƚƌĂƟŽŶ�ŽĨ�ƚŚĞ�
two-ǁ ĂǇ�ƌĞůĂƟŽŶƐŚŝƉ�ďĞƚǁ ĞĞŶ�ĨƵŶĚĞƌƐ�ĂŶĚ�ƚŚĞ�ďƌĂŶĚ͘ �/Ŷǀ ĞƐƚŽƌƐ�ŝŶ�
their "burrito bond" are typically already fans of the brand or, if
not, are likely to become so once they invest. Chilango tapped
into this cross-over by offering giving all investors two free burrito 
ǀ ŽƵĐŚĞƌƐ�ĂŶĚ�ƚŚŽƐĞ�ŝŶǀ ĞƐƟŶŐ�ŵŽƌĞ�ƚŚĂŶ�άϭϬ͕ϬϬϬ�ƌĞĐĞŝǀ ĞĚ�ĨƌĞĞ�
ĨŽŽĚ�ĨŽƌ�ƚŚĞ�ĞŶƟƌĞ�ĚƵƌĂƟŽŶ�ŽĨ�ƚŚĞ�ďŽŶĚ͘

Crowdfunding is not without its own risks. For example, if
ƉŽƚĞŶƟĂů�ĨƌĂŶĐŚŝƐĞĞƐ�ĂƌĞ�ŶŽǁ �ĂďůĞ�ƚŽ�ĂĐĐĞƐƐ�ĨƵŶĚƐ�ǁ ŚĞƌĞ�
ƉƌĞǀ ŝŽƵƐůǇ�ƚŚĞǇ�ĐŽƵůĚ�ŶŽƚ�ŚĂǀ Ğ�ƐĂƟƐĮ ĞĚ�ƚŚĞ�ďĂŶŬΖƐ�ůĞŶĚŝŶŐ�ĐƌŝƚĞƌŝĂ�
there is a risk that franchisors might accept franchisees and

David Bond
Partner - London

E: �����Ǥ����̷ ϐ����ϐ�����Ǥ���

George Cotter
Partner - London

E: ������Ǥ������̷ ϐ����ϐ�����Ǥ���
T: +44 (0)20 7861 4531

Briefing Paper 

ůŽĐĂƟŽŶƐ�ƚŚĂƚ�ƚŚĞǇ�ŽƚŚĞƌǁ ŝƐĞ�ǁ ŽƵůĚ�ŶŽƚ�ĐŽŶƐŝĚĞƌ�ƚŽ�ďĞ�ǀ ŝĂďůĞ͘��
�ƌŽǁ ĚĨƵŶĚŝŶŐ�ĚŽĞƐ�ŶŽƚ�ŝŵƉŽƐĞ�ƚŚĞ�ƐĂŵĞ�ĐŽŶƚƌŽůƐ�ĂƐ�ƚƌĂĚŝƟŽŶĂů�
ďĂŶŬ�ůĞŶĚŝŶŐ͘��&ƌĂŶĐŚŝƐĞĞƐ�ƚŚĂƚ�ƐŽƵƌĐĞĚ�Į ŶĂŶĐĞ�ĨƌŽŵ�ƚƌĂĚŝƟŽŶĂů�
ƌŽƵƚĞƐ�ǁ ĞƌĞ�ƌĞƋƵŝƌĞĚ�ƚŽ�ƐĂƟƐĨǇ�ƉŽƚĞŶƟĂůůǇ�ƐƚƌŝĐƚ�ďĂŶŬ�ůĞŶĚŝŶŐ�
requirements. In contrast, crowdfunding does not impose the
same controls and therefore runs the risk of allowing less
ƉƌĞƉĂƌĞĚ�ĨƌĂŶĐŚŝƐĞĞƐ�ƚŽ�ĞŶƚĞƌ�ƚŚĞ�ŶĞƚǁ ŽƌŬ͘��&ƌĂŶĐŚŝƐĞĞƐ�ĂƌĞ�ŽŌĞŶ�
Ěƌŝǀ ĞŶ�ƚŽ�ƐƵĐĐĞĞĚ�ƚŚƌŽƵŐŚ�Ă�ƌĞĂůŝƐĂƟŽŶ�ƚŚĂƚ�ƚŚĞŝƌ�Žǁ Ŷ�ŝŶǀ ĞƐƚŵĞŶƚ�
ŝƐ�Ăƚ�ƐƚĂŬĞ͘��/Ĩ�ĨƌĂŶĐŚŝƐĞĞƐ�ĂƌĞ�ŶŽƚ�ŝŶǀ ĞƐƟŶŐ�ƚŚĞŝƌ�Žǁ Ŷ�ŵŽŶĞǇ�ƚŚĞŶ�
ƚŚĞƌĞ�ŝƐ�Ăůǁ ĂǇƐ�Ă�ƌŝƐŬ�ƚŚĂƚ�ƚŚĞŝƌ�ŵŽƟǀ ĂƟŽŶ�– and fear of failure –
will not be as acute as a franchisee who has invested everything
into the venture.

&ŝŶĂůůǇ͕�ĐƌŽǁ ĚĨƵŶĚŝŶŐ�ŚĂƐ�ƚŚĞ�ƉŽƚĞŶƟĂů�ƚŽ�ŝŶĐƌĞĂƐĞ�ƚŚĞ�ĞǆŝƐƟŶŐ�
natural tension between franchisor and franchisee. Franchisors
typically calculate their service fees based on a percentage of the
franchisee's gross revenues whereas in contrast the franchisee's
focus is on net income. Crowdfunding investors share a similar
ƉĞƌƐƉĞĐƟǀ Ğ�ƚŽ�ƚŚĞ�ĨƌĂŶĐŚŝƐĞĞ͕�ǁ ŝƚŚ�Ă�ĨŽĐƵƐ�ŽŶ�ŶĞƚ�ŝŶĐŽŵĞ͕�ĂŶĚ�ŝƚ�ŝƐ�
not hard to imagine the pressure that a large group of investors
might exert on a franchisee to increase net income through, for
ĞǆĂŵƉůĞ͕�ĂŐŐƌĞƐƐŝǀ Ğ�ƉƌŝĐĞ�ƌĞĚƵĐƟŽŶƐ�ĂŶĚ�ƉƌŽŵŽƟŽŶƐ͘ ��

Whichever route is chosen, it's becoming increasingly clear that
crowdfunding has a role to play in financing growing businesses. 
�ŽŵŵĞŶƚĂƚŽƌƐ�ƚĂůŬ�ŝŶ�ƚĞƌŵƐ�ŽĨ�ΗĚĞŵŽĐƌĂƟƐŝŶŐ�Į ŶĂŶĐĞΗ�- allowing
ŶĞǁ �ďƵƐŝŶĞƐƐĞƐ�ƚŽ�ďǇƉĂƐƐ�ƚƌĂĚŝƟŽŶĂů�ďĂŶŬƐ͕ �ǁ ŚŽ�ŵĂǇ�ŶŽƚ�ďĞ�
lending to small business in the current environment, and instead
reach out directly to the public. It's a fast-moving and growing
area that every franchise business should be considering when
seeking funding for a new business idea.

Fieldfisher has worked on many corporate mini-bond issues, 
having been instructed on approximately a dozen corporate mini-
ďŽŶĚ�ŝƐƐƵĞƐ�ƚŽ�ĚĂƚĞ͘��&Žƌ�ĨƵƌƚŚĞƌ�ŝŶĨŽƌŵĂƟŽŶ�ƉůĞĂƐĞ�ĐŽŶƚĂĐƚ�ƚŚĞ�
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