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Abstract 

 

Extensive, and somewhat controversial, changes were made in the regulatory framework 

for financing of emerging growth companies when the President signed the „„Jumpstart 

Our Business Startups Act‟‟ (“JOBS Act”) into law on April 5, 2012.  This report 

describes some of the main features of the JOBS Act, which includes easing requirements 

for going and being public, permitting “general solicitation” of investors in Rule 506 and 

144A offerings under certain conditions, creating a new “crowdfunding” procedure to 

allow issuers to raise up to $1,000,000 if extensive disclosure and reporting obligations 

are satisfied, creating a new exemption that parallels existing Regulation A that would 

facilitate raising up to $50,000,000 in capital and increasing the maximum number of 

shareholders for private companies to 2,000. 

 

I. Introduction 

 

Extensive, and somewhat controversial, changes were made in the regulatory framework 

for financing of emerging growth companies when the President signed the „„Jumpstart 

Our Business Startups Act‟‟ (“JOBS Act”) into law on April 5, 2012 as Public Law 112-

106.  Many of the provisions in the JOBS Act went into effect immediately upon signing; 

however, other provisions await rulemaking by the Securities and Exchange Commission 

that must be completed on a schedule specified in the Act: some rules must be done by 

July 2012 while others may not be finalized until 2013.  The JOBS Act includes changes 

to both the Securities Act of 1933, as amended (“Securities Act”) and the Exchange Act 

of 1934, as amended (“Exchange Act”) including easing requirements for going and 

being public, permitting “general solicitation” of investors in Rule 506 and 144A 

offerings under certain conditions, creating a new “crowdfunding” procedure to allow 

issuers to raise up to $1,000,000 if extensive disclosure and reporting obligations are 
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satisfied, creating a new exemption that parallels existing Regulation A that would 

facilitate raising up to $50,000,000 in capital and increasing the maximum number of 

shareholders for private companies to 2,000. 

 

While the JOBS Act received bipartisan support and has been heralded by many in the 

political and business communities as strong and important medicine for an ailing 

economy that will foster business growth and job creation, there are many others who 

have expressed concerns about the scope of the changes and the possibility that the Act 

will substantially erode many of the investor protections that have been implemented 

over the last decade.  In particular, critics worry that granting exemptions from the 

rigorous corporate governance and accounting standards put in place after the scandals at 

Enron and WorldCom and the more recent global financial crisis will lead to an increase 

in securities fraud at the expenses of large numbers of small investors.  The rulemaking 

processes of the Securities and Exchange Commission will have a significant influence 

on the actual long-term impact of the JOBS Act. 

 

II. Easing Requirements for Going and Being Public 
 

Title I of the JOBS Act, referred to as the “IPO On-Ramp,” focuses on reopening 

domestic capital markets for certain issuers by streamlining the process for completing an 

initial public offering (“IPO”) and easing public reporting and other compliance 

requirements for such issuers for up to five years after their IPO, all of which should 

presumably lower the costs and other burdens of an IPO for such issuers.  Specifically, it 

creates a new category of public issuer called an “emerging growth company”, which is 

defined as “an issuer that had total annual gross revenues of less than $1,000,000,000 (as 

such amount is indexed for inflation every five years by the Commission to reflect the 

change in the Consumer Price Index for All Urban Consumers published by the Bureau 

of Labor Statistics, setting the threshold to the nearest 1,000,000) during its most recently 

completed fiscal year”. [15 U.S.C. 77b(a)(19) and 15 U.S.C. 78c(a)(80)]  An issuer that is 

an emerging growth company as of the first day of its fiscal year will continue to be 

deemed an emerging growth company until the earliest of: 

 

(A) The last day of the fiscal year of the issuer during which it had total annual gross 

revenues of $1,000,000,000 (this amount is to be indexed for inflation in the manner 

described above) or more; 

(B) The last day of the fiscal year of the issuer following the fifth anniversary of the 

date of the first sale of common equity securities of the issuer pursuant to an effective 

registration statement under the Securities Act of 1933; 

(C) The date on which such issuer has, during the previous three-year period, issued 

more than $1,000,000,000 in non-convertible debt; or 

(D) The date on which such issuer is deemed to be a “large accelerated filer” under 

the Exchange Act (i.e., has a public float greater than $700 million). 

 

A company may only qualify as an emerging growth company if the first sale of common 

equity securities of such issuer pursuant to an effective registration statement under the 

Securities Act occurred after December 8, 2011.  Interestingly, it was estimated that over 
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90% of the companies that filed for their IPOs in 2011 would have qualified as emerging 

growth companies if the JOBS Act had applied to all IPOs for that year rather than just 

those occurring after December 8, 2011. 

 

Under the JOBS Act, emerging growth companies would either be exempt from certain 

regulatory requirements or have their compliance obligations reduced, as follows: 

 

 With regard to Securities Act registration statements, an emerging growth company: 

(A) need not present more than two years of audited financial statements in order for 

the registration statement of such emerging growth company with respect to an IPO 

to be effective, and in any other registration statement to be filed with the Securities 

and Exchange Commission an emerging growth company need not present “selected 

financial data” [see 17 C.F.R. § 229.301] for any period prior to the earliest audited 

period presented in connection with its IPO; and (B) may not be required to comply 

with any new or revised financial accounting standard until such date that a private 

company is required to comply with such new or revised accounting standard, if such 

standard applies to private companies. [15 U.S.C. 77g(a)(2)] 

 Any emerging growth company, prior to its IPO date, may confidentially submit to 

the Securities and Exchange Commission a draft registration statement for 

confidential nonpublic review by the staff of the Commission prior to public filing, 

provided that the initial confidential submission and all amendments thereto are 

publicly filed with the Securities and Exchange Commission not later than 21 days 

before the date on which the issuer conducts a road show. [15 U.S.C. 77f(e)] 

 An emerging growth company or any person authorized to act on behalf of an 

emerging growth company may engage in oral or written communications with 

potential investors that are qualified institutional buyers (“QIBs”) or institutions that 

are accredited investors to determine whether such investors might have an interest in 

a contemplated securities offering, either prior to or following the date of filing of a 

registration statement with respect to such securities with the Securities and Exchange 

Commission. [15 U.S.C. 77e)(d)] 

 The publication or distribution by a broker or dealer of a research report about an 

emerging growth company involved in the public offering process will be deemed not 

to constitute an “offer for sale or offer to sell a security”, even if the broker or dealer 

is participating or will participate in the public offering process. [15 U.S.C. 77b(a)(3)]  

In addition, research analysts covering emerging growth companies will not be 

subject to Securities and Exchange Commission and Financial Institution Regulatory 

Authority (“FINRA”) rules proscribing conflicts of interest and “three-way” 

communications between research, investment banking and management of emerging 

growth companies, thus allowing those analysts to participate in meetings between an 

investment banker and a client during the client‟s public offering process. 

 With regard to any registration statement, periodic report or other reports to be filed 

with the Securities and Exchange Commission under the Exchange Act, an emerging 

growth company: (A) need not present “selected financial data” [see 17 C.F.R. § 

229.301] for any period prior to the earliest audited period presented in connection 

with its first registration statement that became effective under the Exchange or 

Securities Acts; and (B) with respect to any such statement or reports, an emerging 
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growth company may not be required to comply with any new or revised financial 

accounting standard until such date that a company that a private company is required 

to comply with such new or revised accounting standard, if such standard applies to 

private companies. [15 U.S.C. 78m(a)] 

 Auditors of emerging growth companies are exempted from the requirement of 

providing an attestation report on the internal controls for financial reporting of such 

companies that is otherwise generally required under Section 404(b) of the Sarbanes-

Oxley Act between one and two years after a company becomes a public reporting 

company unless it qualifies as a “smaller reporting company”.  

 Any rules of the Public Company Accounting Oversight Board (“PCAOB”) requiring 

mandatory audit firm rotation or a supplement to the auditor‟s report in which the 

auditor would be required to provide additional information about the audit and the 

financial statements of the issuer (i.e., “auditor discussion and analysis”) will not 

apply to an audit of an emerging growth company.  In addition, any additional rules 

adopted by the PCAOB after the enactment of the JOBS Act would not apply to an 

audit of any emerging growth company unless the Securities and Exchange 

Commission determines that the application of such additional requirements is 

necessary or appropriate in the public interest. 

 Emerging growth companies are exempted from the requirement included in the 

Dodd-Frank Wall Street Reform and Consumer Protection Act of providing their 

shareholders with non-binding votes on executive compensation matters (i.e., “say-

on-pay”, “say-on-frequency” or “say-on-golden parachute” votes) for between one 

and three years after it ceases to be an emerging growth company, with the exemption 

period depending on how long after its IPO the company remained an emerging 

growth company. 

 The executive compensation disclosure requirements imposed on emerging growth 

companies will be the same as those that apply to “smaller reporting companies” and 

emerging growth companies are not required to provide a “pay-for-performance” 

graph with respect to executive compensation or disclose the ratio of their CEO‟s 

compensation to the median compensation of all other company employees. 

 

III. General Solicitation for Rule 506 and 144A Offerings 
 

Title II of the JOBS Act requires that the Securities and Exchange Commission, within 

90 days after April 5, 2012 (the date of the enactment of the Act), revise its rules to 

provide that the long-standing prohibition against “general solicitation” or “general 

advertising” in Rule 502(c) of Regulation D would not apply to offers and sales of 

securities made pursuant to Rule 506 of Regulation D, provided that all purchasers of the 

securities are accredited investors.  It is expected that issuers will be required to take 

reasonable steps to verify that purchasers of the securities are accredited investors, using 

such methods as determined by the Securities and Exchange Commission.  Rule 506 

offerings will continue to be treated as being made under Securities Act § 4(2).  In 

addition, within the same time period the Securities and Exchange Commission is 

required to revise its rules for exempt offerings under Rule 144A to provide that 

securities sold under such revised exemption may be offered to persons other than 

qualified institutional buyers (“QIB”), including by means of “general solicitation” or 
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“general advertising”, provided that securities are sold only to persons that the seller and 

any person acting on behalf of the seller reasonably believe is a QIB. 

 

Commentators have noted that the easing of the requirements for Rule 506 offerings may 

well be the most important change in the JOBS Act, at least over the near-term.  Rule 506 

already has no cap on the amount of capital that can be raised and is available to both 

public and private companies without the need to comply with specific disclosure 

requirements for offers and sales solely to accredited investors (although issuers must still 

comply with the anti-fraud rules included in the federal securities laws).  Accordingly, it 

is not surprising that Rule 506 is already a popular method for raising capital; however, 

one of the problems had been that the prohibitions on general solicitation often made 

issuers reluctant to try and reach out beyond accredited investors that already had a pre-

existing relationship with them to generate interest in a Rule 506 offering.  It is 

anticipated that the changes in the JOBS Act will increase the pool of capital available 

through Rule 506 by allowing issuers to expand their search efforts without fear that they 

might run afoul of solicitation and advertising limitations. 

 

IV. Crowdfunding 

 

The „„Capital Raising Online While Deterring Fraud and Unethical Non-Disclosure Act 

of 2012‟‟, or „„CROWDFUND Act‟‟, adds a new Section 4(6) to the Securities Act [15 

U.S.C. 77d(6)] which will exempt from registration under the Securities Act transactions 

involving the offer or sale of securities by an issuer (including all entities controlled by or 

under common control with the issuer), provided that: 

 

 The aggregate amount sold to all investors by the issuer, including any amount sold in 

reliance on the Section 4(6) exemption during the 12-month period preceding the date 

of such transaction, is not more than $1,000,000; 

 The aggregate amount sold to any investor by an issuer, including any amount sold in 

reliance on the Section 4(6) exemption during the 12-month period preceding the date 

of such transaction, does not exceed (i) the greater of $2,000 or 5% of the annual 

income or net worth of such investor, as applicable, if either the annual income or the 

net worth of the investor is less than $100,000; and (ii) 10% of the annual income or 

net worth of such investor, as applicable, not to exceed a maximum aggregate amount 

sold of $100,000, if either the annual income or net worth of the investor is equal to 

or more than $100,000; 

 The transaction is conducted through a broker or funding portal that complies with 

the requirements on intermediaries set forth in Section 4A of the Securities Act, 

which are described below; and 

 The issuer complies with the requirements imposed on issuers under Section 4A of 

the Securities Act, which are described below. 

 

The requirements on intermediaries referred to above are set forth in Section 4A(a) of the 

Securities Act, which provides that a person acting as an intermediary in a transaction 

involving the offer or sale of securities for the account of others pursuant to Section 4(6) 

of the Securities Act shall: 
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 Register with the Securities and Exchange Commission as a broker or a funding 

portal (as defined in Exchange Act § 3(a)(80), which is discussed below); 

 Register with any applicable self-regulatory organization (as defined in Exchange Act 

§ 3(a)(26)); 

 Provide such disclosures, including disclosures related to risks and other investor 

education materials, as the Securities and Exchange Commission shall, by rule, 

determine appropriate; 

 Ensure that each investor: (A) reviews investor-education information, in accordance 

with standards established by the Securities and Exchange Commission; (B) 

positively affirms that the investor understands that the investor is risking the loss of 

the entire investment, and that the investor could bear such a loss; and (C) answers 

questions demonstrating an understanding of the level of risk generally applicable to 

investments in startups, emerging businesses, and small issuers; an understanding of 

the risk of illiquidity; and an understanding of such other matters as the Securities and 

Exchange Commission determines appropriate, by rule; 

 Take such measures to reduce the risk of fraud with respect to such transactions,  

including obtaining a background and securities enforcement regulatory history check 

on each officer, director, and person holding more than 20% of the outstanding equity 

of every issuer whose securities are offered by such person; 

 Not later than 21 days prior to the first day on which securities are sold to any 

investor (or such other period as the Securities and Exchange Commission may 

establish), make available to the Securities and Exchange Commission and to 

potential investors any information provided by the issuer pursuant to Section 4A(b) 

of the Securities Act, which is described below; 

 Ensure that all offering proceeds are only provided to the issuer when the aggregate 

capital raised from all investors is equal to or greater than a target offering amount, 

and allow all investors to cancel their commitments to invest, as the Securities and 

Exchange Commission shall, by rule, determine appropriate; 

 Make such efforts as the Securities and Exchange Commission determines 

appropriate, by rule, to ensure that no investor in a 12-month period has purchased 

securities offered pursuant to Section 4(6) that, in the aggregate, from all issuers, 

exceed the investment limits set forth in Section 4(6)(B); 

 Take such steps to protect the privacy of information collected from investors as the 

Securities and Exchange Commission shall, by rule, determine appropriate; 

 Not compensate promoters, finders, or lead generators for providing the broker or 

funding portal with the personal identifying information of any potential investor; 

 Prohibit its directors, officers, or partners (or any person occupying a similar status or 

performing a similar function) from having any financial interest in an issuer using its 

services; and 

 Meet such other requirements as the Securities and Exchange Commission may, by 

rule, prescribe, for the protection of investors and in the public interest. 

 

The term “funding portal” is defined as any person acting as an intermediary in a 

transaction involving the offer or sale of securities for the account of others, solely 

pursuant to Section 4(6), that does not: 
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 Offer investment advice or recommendations; 

 Solicit purchases, sales, or offers to buy the securities offered or displayed on its 

website or portal; 

 Compensate employees, agents, or other persons for such solicitation or based on the 

sale of securities displayed or referenced on its website or portal; 

 Hold, manage, possess, or otherwise handle investor funds or securities; or 

 Engage in such other activities as the Securities and Exchange Commission, by rule, 

determines appropriate.  [15 U.S.C. 78c(a)(80)] 

 

The requirements on issuers referred to above are set forth in new Section 4A(b) of the 

Securities Act, which provides that for purposes of new Section 4(6) of the Securities 

Act, an issuer who offers or sells securities shall: 

 

(1) File with the Securities and Exchange Commission and provide to investors and 

the relevant broker or funding portal, and make available to potential investors: 

 

 The name, legal status, physical address, and website address of the issuer; 

 The names of the directors and officers (and any persons occupying a similar status or 

performing a similar function), and each person holding more than 20% of the shares 

of the issuer; 

 A description of the business of the issuer and the anticipated business plan of the 

issuer; 

 A description of the financial condition of the issuer, including, for offerings that, 

together with all other offerings of the issuer under Section 4(6) within the preceding 

12-month period, have, in the aggregate, target offering amounts of: (i) $100,000 or 

less—(I) the income tax returns filed by the issuer for the most recently completed 

year (if any); and (II) financial statements of the issuer, which shall be certified by the 

principal executive officer of the issuer to be true and complete in all material 

respects; (ii) more than $100,000, but not more than $500,000, financial statements 

reviewed by a public accountant who is independent of the issuer, using professional 

standards and procedures for such review or standards and procedures established by 

the Securities and Exchange Commission, by rule, for such purpose; and (iii) more 

than $500,000 (or such other amount as the Securities and Exchange Commission 

may establish, by rule), audited financial statements; 

 A description of the stated purpose and intended use of the proceeds of the offering 

sought by the issuer with respect to the target offering amount; 

 The target offering amount, the deadline to reach the target offering amount, and 

regular updates regarding the progress of the issuer in meeting the target offering 

amount; 

 The price to the public of the securities or the method for determining the price, 

provided that, prior to sale, each investor shall be provided in writing the final price 

and all required disclosures, with a reasonable opportunity to rescind the commitment 

to purchase the securities; 

 A description of the ownership and capital structure of the issuer, including: (i) terms 

of the securities of the issuer being offered and each other class of security of the 
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issuer, including how such terms may be modified, and a summary of the differences 

between such securities, including how the rights of the securities being offered may 

be materially limited, diluted, or qualified by the rights of any other class of security 

of the issuer; (ii) a description of how the exercise of the rights held by the principal 

shareholders of the issuer could negatively impact the purchasers of the securities 

being offered; (iii) the name and ownership level of each existing shareholder who 

owns more than 20% of any class of the securities of the issuer; (iv) how the 

securities being offered are being valued, and examples of methods for how such 

securities may be valued by the issuer in the future, including during subsequent 

corporate actions; and (v) the risks to purchasers of the securities relating to minority 

ownership in the issuer, the risks associated with corporate actions, including 

additional issuances of shares, a sale of the issuer or of assets of the issuer, or 

transactions with related parties; and 

 Such other information as the Securities and Exchange Commission may, by rule, 

prescribe, for the protection of investors and in the public interest. 

 

(2) Not advertise the terms of the offering, except for notices which direct investors 

to the funding portal or broker; 

(3) Not compensate or commit to compensate, directly or indirectly, any person to 

promote its offerings through communication channels provided by a broker or funding 

portal, without taking such steps as the Securities and Exchange Commission shall, by 

rule, require to ensure that such person clearly discloses the receipt, past or prospective, 

of such compensation, upon each instance of such promotional communication; 

(4) Not less than annually, file with the Securities and Exchange Commission and 

provide to investors reports of the results of operations and financial statements of the 

issuer, as the Commission shall, by rule, determine appropriate, subject to such 

exceptions and termination dates as the Commission may establish, by rule; and 

(5) Comply with such other requirements as the Securities and Exchange 

Commission may, by rule, prescribe, for the protection of investors and in the public 

interest. 

 

Section 4A(c) of the Securities Act provides for liability for material misstatements and 

omissions made during the course of an offering under Section 4(6).  Section 4A(e) 

provides that securities issued pursuant to Section 4(6) will be “restricted securities” and 

thus may not be transferred by the purchaser of such securities during the one-year period 

beginning on the date of purchase, unless such securities are transferred to the issuer of 

the securities; to an accredited investor; as part of an offering registered with the 

Securities and Exchange Commission; or to a member of the family of the purchaser or 

the equivalent, or in connection with the death or divorce of the purchaser or other similar 

circumstance, in the discretion of the Commission.  According to Section 4A(f) of the 

Securities Act, Section 4(6) shall not apply to transactions involving the offer or sale of 

securities by certain types of issuers including issuers that are subject to the reporting 

requirements of the Exchange Act. 

 

The Commission is required to issue such rules as may be necessary or appropriate for 

the protection of investors to carry out Section 4(6) of the Securities Act including rules 
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that establish disqualification provisions relating to eligibility to offer securities pursuant 

to Section 4(6) or, in the case of brokers or funding portals, eligibility to effect or 

participate in transactions pursuant to Section 4(6).  The JOBS Act provides for the 

exclusion of “crowdfunding” investment from the shareholder cap included in Section 

12(g) of the Exchange Act. 

 

While “crowdfunding” has received a large amount of media attention, it remains to be 

seen whether or not it becomes a practical alternative for issuers given that they are 

limited to $1,000,000 in twelve months; investors are limited to small amounts; 

transactions must be conducted through a regulated intermediary—either a registered 

broker or a registered funding portal; and they are subject to significant disclosure, 

financial information and reporting requirements and restrictions on outside advertising.  

Rule 504 of Regulation D already allows issuers to raise up to $1,000,000 from an 

unlimited number of investors; however, it is rarely used because Rule 504 offerings are 

still subject to regulation under state securities laws.  While offerings under Section 4(6) 

would not be regulated by the states they would nonetheless be governed by extensive 

federal rules that have yet to be promulgated—the Securities and Exchange Commission 

has 270 days from April 5, 2012 to develop and issue those rules. 

 

V. Raising Ceiling for Regulation A Offerings to $50,000,000 
 

Title IV of the JOBS Act include a mandate to the Securities and Exchange Commission 

to promulgate a rule or regulation that adds a class of securities to the securities exempted 

from registration pursuant to Section 3(b) of the Securities Act.  This exemption will 

appear as Section 3(b)(2) of the Securities Act [15 U.S.C. 77c(b)(2)] and must be drafted 

in accordance with the following terms and conditions: 

 

 The aggregate offering amount of all securities offered and sold within the prior 12-

month period in reliance on the exemption cannot exceed $50,000,000; 

 The securities may be offered and sold publicly and would not be “restricted 

securities”; 

 The civil liability provision in Securities Act § 12(a)(2) would apply to any person 

offering or selling such securities; 

 The issuer may solicit interest in the offering prior to filing any offering statement, on 

such terms and conditions as the Securities and Exchange Commission may prescribe 

in the public interest or for the protection of investors; 

 Issuers would be required to file audited financial statements with the Securities and 

Exchange Commission annually. 

 

The new exemption effectively amends and revised current Regulation A, the “small 

offerings exemption”, and will only be available for equity securities, debt securities, and 

debt securities convertible or exchangeable to equity interests, including any guarantees 

of such securities. Securities offered pursuant to the exemption would be treated as 

“covered securities” for purposes of the National Securities Markets Improvements Act, 

thus exempting such securities from state securities law registration requirements, 

provided that they are offered or sold on a national securities exchange or to a “qualified 
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purchaser” (a term that will need to be defined by the Securities and Exchange 

Commission). 

 

In addition, the Securities and Exchange Commission is authorized to develop, 

implement and enforce such other terms and conditions as it may determine necessary in 

the public interest and for the protection of investors, which may include a requirement 

that the issuer prepare and electronically file with the Commission and distribute to 

prospective investors an offering statement, and any related documents, in such form and 

with such content as prescribed by the Commission, including audited financial 

statements, a description of the issuer‟s business operations, its financial condition, its 

corporate governance principles, its use of investor funds, and other appropriate matters.  

It is also expected that Securities and Exchange Commission will develop, implement 

and enforce disqualification provisions under which the exemption shall not be available 

to the issuer or its predecessors, affiliates, officers, directors, underwriters, or other 

related persons, which shall be substantially similar to the disqualification provisions 

contained in the regulations adopted in accordance with Section 926 of the Dodd-Frank 

Wall Street Reform and Consumer Protection Act. 

 

Finally, upon such terms and conditions as the Securities and Exchange Commission 

determines necessary in the public interest and for the protection of investors, the 

Commission by rule or regulation may require an issuer of a class of securities exempted 

under Section 3(b)(2) of the Securities Act to make available to investors and file with 

the Commission periodic disclosures regarding the issuer, its business operations, its 

financial condition, its corporate governance principles, its use of investor funds, and 

other appropriate matters, and also may provide for the suspension and termination of 

such a requirement with respect to that issuer. 

 

The exemption to be provided under Section 3(b)(2) of the Securities Act will not be 

available unless and until the Securities and Exchange Commission develops and issues 

appropriate rules in line with the structure of the exemption outlined above. 

 

VI. Increase of Maximum Number of Private Company Shareholders 
 

Title V of the JOBS Act amended Section 12(g)(1)(A) of the Exchange Act to require 

that issuers register under the Exchange Act within 120 days after the last day of its first 

fiscal year ended on which the issuer has total assets exceeding $10,000,000 and a class 

of equity security (other than an exempted security) held of record by either (i) 2,000 

persons, or (ii) 500 persons who are not accredited investors.  [15 U.S.C. 78l(g)(1)(A)]  

For purposes of determining whether an issuer is required to register a security with the 

Commission, the definition of “held of record” does not include securities held by 

persons who received the securities pursuant to an employee compensation plan in 

transactions exempted from the registration requirements of the Securities Act. [15 

U.S.C. 78l(g)(5)]  Also, no shareholder receiving shares pursuant to the “crowdfunding” 

exemption would be counted toward the 2,000 or 500 person limits.  Similar changes 

with regard to the number of shareholders were made to the registration requirements 

imposed on banks and bank holding companies. 
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While these changes would allow companies to retain their “private company” status for 

longer period of time, and thus delay the costs and other burdens imposed on reporting 

companies, it is expected that demand by employees and investors of private companies 

to sell their shares will accelerate the development of private exchanges and other 

secondary markets that would also take advantage of the easing of the prohibitions on 

general solicitation.  

  

 


