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SEC Correspondence With Congress Speaks to
Plans and Considerations in Easing Capital

On March 22, 2011, U.S. Representative Darrell Issa, Chairman of the House
Committee on Oversight and Government Reform, sent a letter to U.S.
Securities and Exchange Commission Chairman Mary Schapiro requesting the
SEC’s response to thirty two questions relating to equity capital formation.
Among the topics were the impact of the SEC’s current “quiet period rule” on
communications with potential investors; the current cap on the number of
holders of unregistered securities; the definition of accredited investor; and the
degree to which recent declines in U.S. initial public offerings could be
attributed to current law and SEC enforcement.
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On April 6, 2011, Chairman Schapiro directed her lengthy (25 pages) and
substantive response to Representative Issa grouping her responses into
categories of communications in connection with securities offerings, capital
formation and the regulatory environment, initial public offerings, triggers for
public reporting, new capital raising strategies, start-up investments, and
potential future efforts by the Commission.

Much of the response involved detailed context and history of the
Commission’s actions on those topics over the last fifteen years stressing the
Commission’s continuing efforts to balance ease of capital formation with the
need to protect the public from fraud. Chairman Schapiro indicated that the
Commission will be using its own internal reviews, the recommendations of its
annual SEC Government-Business Forum on Small Business Capital
Formation, the input of its new Advisory Committee on Small and Emerging
Companies, and comments from interested and affected parties provided via
the Commission’s new online mailbox, to address four issues:

« The restrictions on communications in initial public offerings;

. Possible revision of the general solicitation ban in light of current
technologies;

Continued...
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« Possible revision in the number of shareholders that trigger public
reporting; and

» Regulatory questions posed by new capital raising strategies.
Past issues of

Small Business Notes On that last subject, the Chairman specifically used the example of

are available on the “crowdfunding” where groups of individuals pool very small amounts of money
to make an investment in a business. The example cited as being presented
to SEC staff was of an offering of up to $100,000 in a company’s equity
Employment and securities with an individual investment cap of $100. Noting that proponents of
crowdfunding recommend an exemption for such action from the securities
registration requirements, the Chairman’s letter noted that while the limits on

website at individual investment amounts and offering amounts may reduce incentives
www.positivelyminnesota.com for abuse, the widespread use of the internet for such funding “may present
additional challenges to investor protection...”
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Small Business Notes is published to offer timely, accurate, and useful
information on topics of concern to small businesses in Minnesota. It is for
general information purposes only. It is not legal advice and should not be
relied on for resolution or evaluation of legal issues or questions. Readers are
advised to consult with their private legal advisors for specific legal advice on

any legal issues they may have.
Copyright © 2011
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state tax liabilities or penalties or for the purpose of promoting, marketing or
recommending any entity, investment plan or other transaction. Readers are
advised to consult with their private tax advisors for specific tax advice on any
tax related issues they may have.
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