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               You might have heard about Initial Coin Offering or ICO if you have ever considered investing in cryptocurrencies. It has become quite popular among long-term investors who want to leverage the increasing demand for crypto solutions. But are ICOs as excellent as they sound, or is there anything more to the story?

            

         

      

   


   
   



   
      
                        
            
                        
               In this article, we have explained everything you need to know about Initial Coin Offerings, including what an ICO is all about.

What is an ICO?







An Initial Coin Offering, better known as ICO, is a method that organizations in the crypto space use to raise funds. These crypto companies may want to build a new product or improve an existing one. 

Even though it might seem similar to IPO (Initial Public Offering), some inherent differences exist. 

In an ICO, the organization will generate and distribute cryptocurrency coins or tokens to those who support the project. In return, the supporters will pay in terms of fiat money or a more popular cryptocurrency coin (such as Bitcoin or Ethereum).

The organization can use the funds to build its project or improve the existing service. In the future, when the tokens/coins gain more value, the supporters can sell the tokens for a considerable profit.

Overall, ICOs are an effective way for blockchain-based companies to jumpstart while also creating a band of enthusiastic supporters.

The first-ever ICO took place with the Ethereum project. In 2014, Ethereum crypto coins were sold to early supporters, and the ICO raised 3,700BTC during the first 12 hours. This funding was used to develop the Ethereum project, one of the core pillars of the crypto space.

As you can guess, those who bought the Ethereum coins during the ICO could earn substantial profits as Ethereum went on to a mighty force in the cryptocurrency ecosystem. Since then, many crypto-based companies have used ICOs to generate funding.

How does an ICO work?

The working principles behind an ICO are super simple.

1. Whitepaper

Suppose a crypto-based company has a brilliant product idea at its disposal. If it wants to use ICO to generate funding, it needs to develop a technical whitepaper explaining how the concept behind the project works and how the end-product or service plans to succeed.

It needs to introduce the blockchain token and its utility value on the product/service network. This document must also contain technical know-how such as the duration of the ICO, compatible payment methods, and how the company will use the generated funds.

In a nutshell, the whitepaper is supposed to convince the supporters.

2. Campaign

In the next step, the Initial Coin Offering campaign starts running. During this period, interested parties can use fiat money or an accepted cryptocurrency to get some project tokens from the organization.

These coins function in the same way stocks do in an IPO. However, in an ICO, the tokens are digital proof of the backing you have offered to the project. It does not mean you have ownership of the company.

Depending on the company’s ongoing phase, either of the following things may happen:

	If the company has already built a blockchain, the supporters will receive the tokens in their wallets. It will be easy for supporters to use the same crypto address to store and manage them. Of course, users can move the tokens to another address as well.
	If the company is still building the blockchain, it may use an established alternative such as Ethereum to hold the tokens. Once the company completes the development, supporters can get their tokens moved to the new blockchain.


If the organization could gather sufficient funds as expected, the ICO can be considered successful. If an ICO fails to raise enough funds in a few instances, the company could return the money to the supporters. On the bright side, if there are enough funds, the company will resume the project.

An investor may have to wait for some time to cash in the tokens. They will have to wait until the new token becomes valuable. Utility tokens gain more value as the product/service becomes popular.

Once the coin can provide sufficient profits to the investor, they can exchange the token (which is then popular) in exchange for fiat money or trade pairs.

IPO vs. ICO

There are a few significant differences between an IPO and an ICO.

	While an IPO allows companies to raise funds, it will be providing shares of ownership of the company to the investor. On the other hand, an ICO will be providing a blockchain-based coin to investors.
	IPOs are usually dealt with by investors looking for long-term market benefits. ICOs, on the other hand, may attract investors and crypto enthusiasts alike.
	IPOs have been in the finance sector for an extended period, and they are highly regulated. However, ICOs are still on the decentralized spectrum.
	A few differences in terms of tax payment also exist between IPO and ICO. Companies that use IPO for funding need to pay taxes. On the other hand, companies that use ICO may get an exception.
	An investor can use due diligence and other tools to estimate the value of an IPO. However, in ICO, it may not be possible.


It would help if you kept these in mind while choosing between IPOs and ICOs.

ICO Advantages

	An Initial Coin Offering can turn quite profitable for the investor when appropriately invested. We are talking about several times the amount invested.
	Because of their free nature, ICOs can accommodate people easily. You do not have to worry about much KYC or industry experience.
	ICOs are an opportunity to improve the development of blockchain-based projects and services with no loss incurred to you.


ICO Disadvantages

	ICOs are only profitable if the core blockchain project is successful and the token sees an increase in value. If this does not happen, the investment would be disappointing.
	Because of the lack of regulation in the sector, fraudulent ICOs exist in the industry. Therefore, you will have to do a proper background check about the company before investing.


Closing thoughts

An Initial Coin Offering can be profitable to the investor/supporter and helpful to the startup or company in question. It is a unique way for the crypto space to grow and succeed.

If you’d like to learn more about crypto, here are some quick links to help you navigate through the site:

	Compare crypto exchanges and wallets
	Coinbase exchange review
	Best Bitcoin cash wallet
	How to withdraw from Bittrex
	Crypto mining 101
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            A crypto obssessed digital marketer passionate about making a difference in the world. When he's not behind the computer he can be found hiking, camping and relaxing with his dog.
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