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X_00cdhW fVWO_WNMRVTRVXVOCVZ_f c@'hOcWQMRE'c &W_Ocd
(OhOcQWCcKCcR gefVXecQ  fVXTZhfcWO hgVMO _OQcWK_RVWXcWHYR
QOhROMIWd_WWVKhO_MMI5 gcZ_cK®O'hOO'c 4->( @fO_Gh b_RQO
QOcT WO'c R_a‘0d_RcfO_VWMOVWZGbh_ O Q XTZcXcWOcdVRRcfOZGB

5 O'hW\ VMRI_OWcQQchVRhOOcWd_V@/dhGCEhR_WaBhf* Vb
O'cX _QRcQTcfOcd WO'c b_cZdvbthT_OhdDVRXhO_WWWd QcfMR_O_cQ
ZhlQ VRThRO_fMZhRZ&D‘c fRchO_VWbaRhWVZI{B Ic hRcaRhOcbMZ
bVRO‘c I_OWcQQeVdhGB

# O' O'hOj51IVMZd Z_ \cOMG_cZ®'c ghZhWfcVbXG O_XcOWO‘c bMZZ
<VXX_00cc<'h_R VbO'c -KcRQ_a‘OhWd 8VKCRWXcWIBbVRX <VX2
X OOcdpRBSQQhB

ORB5(@ B*hW\ GVMpPRB<‘h_RXhWB0G aVhZ Wh Q'VRO/TcW_Wa
QOhOcXcW@Qjb_RQMNZZIOVO'hW\ GVMoVRGVMRchdcRQ' VWO’ QB
" Q _Ch AV_WEXX_00ccéchR_Wajh AV_WEXX_00cc¢chR_WabVRD'c
RchQVW@'hO_QTRcOOCchRD®_WhWf_hgZRK_fcQhWd-KcRQ_a‘O'hKc
gVO' IVR\cd O_RcZcQ@®R®Vgc hW hfO_KcThROVbAVgfRchO_VWB
-MR <VXX_00cchWd O‘'c 9 WhWf_hRK_fcQ<VXX_0OccgVO"* IcRc

_WKVZKcdV:Vdd29RhW\ hWdgVO' IcRc ~_WKVZKcdMO'c 4->( @fOB
MVMRHhRZ_cROhOcXcWQHhfOZR_a‘ONVdd29RhW\ ‘hQ gccWTMO
_WbRVW@bO'c 4->( @fOBc (:< <'h_RIVXhWj _Wbh RWcQayO
;Vdd29RhW\ b_RQ@MOj_WbhfOj Q_Wfc<VWaRcQ@VO ;Vdd29RhW\
IRVWan _QhK_Wah d_bb_fMZDOXc_XTZcXcWO_WeBO QVMR/T_W2
_VWhWd5 gcZ_cKaVdhGCeR_WaQ ZZQ'VIj O'hOO‘c fRchO_ VWb
TR_KhOQcfOVRVgQR'VMZdVXc gcbVR®'c fRchO_VWbWcl gMRchM2
fRhO_NVRahW_FhO_VWMNXhOOCRVI IcZZ XchW_Waj W#hQ' _WaOVWB

OVRc _XTVROhWOZG| QfZchR O*hO XhWG Vb O‘c hQchOQ/bOc
4->( @fOhRcZVW&KcRAMdiWdj_b XTZcXcWOcdVMZd ‘hKe a_KcW
h Q_awh@VO‘c TR_KhOQcfOVR'hOgMQ_ Wc@®@® WVI hah_Wh TR_2
VR_O6B/XXcWd O'c +RcQ_dcWHYR_ Q SM_A Q_aW_Wha_Oj QfcRc2
XVWG}_Q QOhOcXcWEIOMWbVROMWh®sZBhRACWCRCXVW_c@V
WV@h\c O‘c TZhfc VbhfOMhZ XTZcXcWOhO_VRhZZVI_W®'c TR_KhOc
QcfOVRMURchOc\VgQB

5WfZVQ_WA&RB <‘h_RXhWj 5 gcZ_cKdc MWdcRQOhWHhO _b8VK2
CcRWXcW@RVIQ _OXhG fRchOcTR_KhOQcfOVRVgQ@G QTcWwd_WahH2
ThGcRQYZZhREMOVWZG'RVMa' TR_KhOQcfOVRVgaRVIO* |_ZZOhH
RcKcWMZVQ®'‘c dcb_f @ hZRchdthKceB

# O' O'hOj50*hW\ O'c <‘h_RXhW hWdG_cZdghf\B

ORBO <6 :)m B*hW\ GVMpPRB<‘'h_RXhWB

# O' O'hQj51 ZZG _cZdOVO'c )hW\_Wa 0cXgcRj O‘c acWOZcXhwW
bRVX5ZZ_WVORB*M_aZcGpVR_KX_WMOcQB

ORB* &581:m B*"hW\ GVMPRB<‘h_RXhWB5 O‘hW\ GVM<‘'h_RXhW
0f6cWRG hwd<‘h_RXhW 8hRRcOBVRVZd_WaDVdhGaBR_WavW_X2



TZcXcWOhO_VHD'c 4->( @fOBCXhZQWZchQcdoVge "V_WcedG XG
fVZZchaMc@WO'c 9 WhWi_hZRK_fcQ<VXX_00cc<hT_OhDhR\cOQ
(MgfVXX_0Occj WfZMd_W&¥WaRcQQXhMOCRQjO'c )hW\_Wa 0cX2
gcRB'_Q _QO‘c (MgfvXX_00ccCQ'_Rd'chR_WaVWO'c _XTZcXcWOh2

O_VWbO'‘c 4->( @fOB

"‘@QGVMWVI] O'c 4->( @fOIhQ ThQQcd_O' g _ThRO_QWMTTVRO
hWwdQ_aWcdWO¥hl gG +RcQ_dcWghXh VW@TR_Z =Ne=B‘c hfO
hXcWdQ9cdcRhZQcfMR_O_ZRIQ hwWd RcaMZhO_V@AMXh\c _QchQ cR
bVRQXhZMQ_Wc@Q@Yd QOhROMOERh_Q¢EhT_OhZ&WdcRO_OZ2'Rcc
VbO'c 4->( @fOpVRHhXTZcjQOhROMT®@Zgc hgZcOVRh_QéhT_OhZ
O'RVMa' fRVIdbMWd_W&BQ _Qh g_a QOcTVRIhRJOVIhRd _WWVKh2
O_VWWd VgfRchO_VWANO'_FVMWORBVAS fVXXcWd O‘c +RcQ_dcWO
hwd<'h_RXhW 0f6cWRG bVRVR\ WaOVacO‘cRWO'_Q QQMcB

5 hX "MQOQchacRhQXG fVZZchaMcfOO'c (:< OVWXccO O'c ha2
aRcQQ_KMZcXh\_WachdZ WQcO WO'c 4->( @fOB hX hzQ\ZhacR
bVRO'c ((< OVb_W_Q'O@®MZcXh\_WaMWdcRO'c ;Vdd29RhW\ #hzZZ
(ORccQcbVRX hWd<VWQMXcRRVOcfO \@Ojl' f 1hQ ThQQchG
<VWaRcQ@hf\ _W=NeNB‘c ;Vdd29RhW\ @fOjVWfc bMZZGXTZc2
XcWOcdjl_ZZRVZghf\ O'‘c TcRKcRQchWO KOOfhMQcb_WhWf_hZ
b_RX@WcfVXc OV\g_aO\bh ZBXxQOhgZ Q'@x QORVWAEERVK_Wf_hZ
RcaMZhO_\WQ WéhWGVbO'c ZVVTVZcQ*hOhZZVI#hZZ (ORccAV
cWahac WeHfcQQ_KR_Q\20h\_WaB

:QTcf_hZZGTcRO_WcV@® O'c (:<j  ;Vdd29RhW\ Oh\cQ QOcT@V
cZ_X_WhOQcR_VMYWbZ_fOb WOcRc(@O fRcd_ORhO_WhacWf _cQB
"c_R _WbZhO&hO_WA®TVVRZEWdcRIR_OO¥WROahac2ghficd Qc2
fMR_O_dQRcfOZABWOR_gM@D‘c b WhWi fiZ Q_6GBcZ_cKc O Q X2
TVRORWIHhOO'C (i< XTZcXcWa'c TRVK_Q VWMHGVO* O'c 4->(
@fohwd O‘c ;Vdd29RhW\ @fO_Wh O XcZ&KhWWCcRBVIcKcRj O Q
hzZQV_ XTVRONWDhO _XTZcXcWOhO  VAWVRMQ'cd hwd O*hO O'c
(< a_KcQiTTRVTR_h®&WQ_dcRhO OMD'c _XThfOVW_WKcQOVRV?2
OcfO_VWB

IMQ‘cd _XTZcXcWOhO_VWO‘c 4->( @fOFVMZdRcQMZ@VaRchOcR
R_QWbbRhMhWd‘hRX OV_WKcQOMRQ O*hOIVMZd MZO_ XhOcd2
bchOO‘c hfOCQWOCWAEEMRTVQYb _WfRchQ_ WiEcQQ OVFhT_OhbVR
gMQ_Wc@BO'‘c ZVWacRXj WKcQOVRIQOhKe fVWb_dcWicWO'c
~WOcaR \&B(BfhT_OhZhR\cOQjhWdO'*hORcSM_Rd& RMZcewd
CWbVRfcXcWOVTRcKcWBRhMMRVXFVRRMTO W& Wcl XcO'VdQ Vb
Rh_Q_\ilar_OhzB

SWAMWAO'c -KcRQ_a‘0<VXX_00c¢cZd h OIV2ThR@hR_WavVW_X2
TZcXcWOhO_WWO'c 4->( @fOR®Q5 Qh_dhOO'hO‘chR_Waj*MQ®Q
fZchWihOcR QOhWdhR#@T VMRhOCR QhbadOMIR_W\jp_ WhWf_RZaM2
ZhO _VWRVOcfChah_ WQ@WQhlz WhWi_RRVdMfOQB

"¢ (< ‘hQ h dMhzZX_QQ_V@\bhf Z Oh@®d_ OhhHVRXhO_MwWwd
TRVOCIOWKcQOVRWHS gcZ_cK®O*hOOVQeXMQQyc cSMhZTR_VR_O_cQ
aV WaVRIhRdB

"cRc _QhZQWVVRchQVW'hOOc 4->( @fOQ'VMZdyc TR_VR_O_Fcd
_WORVWADHO'c TeWd_WavVdd29RhW\ RMZcXh\ Wak  QhXc QOhWd2
hRAQQ'VMZhTTZGSMhZZGWZ2/b(:<CQ RMZcXh\_WaQ'hOhRcRc2
SM_RcdG ZhIB )MQ‘cdj ‘hT*hFhRd _XTZcXcWOhO_VWE O‘cRhfO _Q
MWhffcTOhgZ@WQV)l'_Zc 5MRadO‘'c (:< OVXVKc bVRIhRdcHTc2
d_O_VMQBRBZQWRacO'c <VXX_QQ_VWVcWQMRgVO' Vb_OQXTVR2
OhWR QQ_ VWRCcXcOB

"W\ GVMPRB<‘h_RXhWB6 G_cZghf\B

ORBO <6 :)m B5O'hW\ O‘c )hW\_WaOcXgcRB



51 ZZWVI G_cZd_KcX_WMOcQVO'‘c (MgfVvXX_00cc<'h_RXhW VW
<hT_OhBhR\cOQjORB8hRRcOQG aVVdbR_cWuWdI_Qc bR_cWdB
ORB8 @) B"hW\ GVMjORB <‘h_RXhWB5 hTTRcf_hO&GVMhWd
GVMRQOhbbVRGVMRVZZhgVRhO_V\W@' O‘c <hT_OhZDhR\cOQ (Mg2
fVXX_00cd/WO'_KcRG XTVROhWBR_WaOVdhGB
6hK_Wa0*_QchR_WahQh ~V_WQMgfVXX_0O0agrOlccW OIV hMO'VR2
F_WB/XX_0O0cc@Q'VMZA'VI gvO'O‘c (< hwdO'c @XcR_fh\WMg2
Z fO'c _XTVROhWfieWd O'c TR_VR_®BO'_Q QQM¢Blj 5j Z \cl_Qcj
RcfceWOZBEhRWe®'hOO'c (:<j  hbOcR_QQ_WaDQW O BER2dhGRc2
SM RCXCWBVR_XTZcXcWOhO_WAWO'c acWcRhQVZ_f OhO TWROVD
Qg_Z7thd hah_WdcZhGed_XTZcXcWOhO _VWB ihQ cKcWhbOcR

Oc QOhbhd TRVTVQcHVK_WabVRIhRdI_O* O'c _WOCR_IX WhRMZcB

mVM\WVIj O QOGTd&/bdcZhGVWI'hO ~_QRchZZB TRcOOG XTZcj
QORh_a'ObVRIhRESM_RcXcWHRVX <VWaRcQQQMWhffcTOhgZcR
RMZcXh\_WaRVfcQQQWV@cOO_WA h RcaMZhOVBRhXcIVR\ bVRh
XMZO_20R_zZa&v¥miiRcR_KhO_K&QR\cOP_O Qj'VIcKcR] VWh OVT_f
O'hO*hQ gccWhRVMWUBVRh ZVWaD_Xcjhwd _QlcZZ \WVIW gG O‘'c
(:< hwdgGXhR\cO ThRO_f_ ThwO@B Q@VO‘'cHORcXczZG QOMRg Waj
hwd5 cHTcfOhwd'VTc O*hOO‘c (<~ |_ZZXVKc bVRIhRAOW_WhZ_F '
O'_RMZcWO'c WchR-bMOMRCcB

NVlj  chRZ_cR'_QGchR<VWaRcQhQQcd'c 4->( @fOB Q Zca_Q2
ZhO_VWMZd cWQMRO'hO VKcRgMRAcWQV)>RcaMZhO_\MIVcQ WVO
QORhWazZwWVKhO_ MWt AVg fRchO_VWBcf_b_thZzZGp'c 4->(  @fO
IVMZd chQcO‘c gMRAcWWFhT_Oh2VRXhO_WWcWORCTRcWcMR@E
aRVIO' f'VXThW_cQBMdd_O_VWjc Zca_QZhO IVMZd TRVK_db ZhRa2
cRTVVZA/b_WKCcQOMRQ hffcQQ OV_WbVRXhO_ Ml _WKcQOXcWTR
O_VWQB

(V I_O' KcWOMRERT_OhbMWdIRh_Q ®GhaWhWY/I _WO*'_ Q<VMW?2
ORGWd_W_O HKIgZ_WbbcR_W&34Q] XhR\cO ghQ_fhZZ&VQcadVbbj
_WWVKhO @@hRONMXThW_cQ'V  fhwwVa@ffcQQ O'c fhT_OhzhR2
\cOQO'cG WcedOVaRVI ‘hKc gchbVRfchVchhGRchhRf‘VV\IXcd2
_fhzOcf'WVzVa_c@Qf_cWO_IDEf'WVZVa_fhgRch\O'RVMa'QBhO  ‘hQ
‘MRO cKcRGVWcnO‘c cflVWVXGj VMR aZVghZfVXTcO_O_KcWcQaEM
\WVIj dcKezVT_Wked_fhZ fMRcQDVEZT TcVTZZ_K&VWacRjhZO'_cR
Z_Kc@®cSM_RdQT_OhZBKczZVT_WaDcfWVZVa®V_XTRVKd'c QTced
Vb fVXXMW_fhO_VWRCSM_Rd@T_OhZRKcZVT_WahZOcRWhO d¥écRaG
Ocf'WVZVa_o@VRcdMfc VMRICTcWdecWicVWbVQQbEICZRcSM_RdRT2
_OhzB

(V O'c _XTZcXcWOhO_VWO‘c 4->( @f0Ol_ZZTRVK_dO'cQcQOhRO2
MTfVXThW_cQ_O' h fVQO2chbcfO X6¢bWQOWISM_RQOhROKKT _OhZ
hwd\ccT O‘c <VMWOR® O‘c bVRchRVWBXcd_fhzj Qf cWO_khwd
Ocf'WVzVa_figRch\O'RVMa'QB

(V I_O" VMRhO_VWQO_ZXXORMaaZ M@’ TcRQ_QOcWHD MWcX2
TZVGXcWOP QcQQcWO ﬁRB< h RXth O'hOO‘c g_ThRO_QHW¥(
@fO_XTZcXcWOhO_yeivXcQ h *_a* TR_VR_B@&FO'c (< OWc dVWc
_WO‘c WchRbMOMRcB

# 0O O'hQOj5 G_czavVl OVO‘c acWOZcXhWBWRVX@ZhghXhjO'c f'h_R2
XhW VbO'c bMZg_WhWf F(ZRK fcQ<VXX_0O0ccB

ORB>@<6&( B5 O*hW\ <'h_RXhW 8hRRcOBWd<'h_RXhW 0f6cWRG
bVRVzd_Wa0O' Q"V WQMngXX OOcchR WaOVRCK cl O'c _XTZc2
XcWOhO_\WO'c 4->( @fOB

"¢ 4->( @fOohQ h K_fOVRE®/RVgfRchO VWWdbVR'VgfRchO_ VW
_WQXhZZgMQ_WcQQtQBCR/VMhRW_@' QK_fOVRIGO* RcaMZhOVRG



E

Rcd OhTcO'hOQO_bzog _WWVKhO_oWRVVX_faRVIO'j hwd”VgfRc2
hO_VWhO_Q WOcWdgO'_(Qg_ZZB

@Q<'h_RXhW VbO'c 9 WhWFf_hgRK_fcQ<VXX_00ccj5 hX TRVMd
VbO'_QZca_QZhO_WXMTR_QcavbQ_Hr_cfcQVbZca_QZhO_ OMOVR_a_2
WhOcd WVMR<VXX_00cchwd ThQQcdVMR<VXX_0Occl_O' VKcR2
I'cZX_Wa g_ThRO_QRMTTVR@B 4->( @fO QTRVVE'hOI'cW Ic
TMOVMRX_WdQOVacO'cRjcTMgZ_fhw@wd ;cXVfRhOQ fhw IVR\ OV2
acO‘cRjb_WdAVXXVW aRVMWdjWd‘'cZT QXhZgMQ_WcQQKkdj hRc
O‘c aRVIO' cWa_WebVMRIVWVXGB

5WTRcK_VM@VWVX_fRcfVKcR_cQ@YchRZE&, TcRfcWO/bWel AVgQ
IcRc fRchOcdgG QXhZ4hMQ_WcQQaB —QNWV@'c thQc OVdhGVI2
cKcRB*hO Ic hRcQcc_W&aVVI _QO*hOhzZXVQ®ZZ\VgaRVIO'j QMf
hQ _O QjfVXcQ bRVXQXhZZVRTVRhO_V\PPEZ gMQ_WcQQuRr WVO
aRVI_WabVROIV RchQVWQERcRQ hWdcWORCTRcWcMREZIIQO'hOO'c
b_RQRchQVWQcHfcQQ_K&caMZhO_ WIXVQMZZVb _OfVX_WabRVX
#hQ'_WaOVW@ QcfVWRchQVWXZhf\ VbfhT_OhzZBcW O‘cQcRcaMzh2
O_VWPWQMXOVKMF  VbVMRO_XcjcWcRaGiwdb_WhWic@T_OhZz
_Q@KcWXVRcfR_O_fhzB

5WO'c 4->( @fOlc RcXVKedQVXcVbO'c MWWcfcQQhR®d VMO2
dhOcd ;cTRcQQ_VWRh ~Vg ghRR_cRQVfhT_OhZAVRXhO_V@NcWORCc2
TRcWcMREKe XVRc bReccdVXOVhifcQQ fhT_OhZj_Rc IVR\cRQj hwd
aRVI O‘c_RgMQ_WcQQcQB

&WbVROMWhOEEj(:< ‘hQ hZRchdGX_QQcdO‘Rcc 4->( @fO
dchdZ_Wc@WdIc hRc‘cRc OVdh®W_QfMQEYI _XTVROhRWRVXTO
_XTZcXcWOhO_VBO'c 4->( @fO_QOWMRIVWVX_fRcfVKCRGE
4->( @f0hQ h TVQ_O_R©OcOh\cWgG <VWaRcQ@WdO'c @dX_W_Q2
ORhO_VWNTRVXVOET_OhDHVRXhO_VBME)'VMZdyc _XTZcXcWOcdG
O'c (< |_O'VMMRO'cRcZhGB

# O' chf "~VgRcTVROQycfVXcQ XVRc MRacW@BXcR_fhw WWVKh2
O_VWWd Vg fRchO_VWMQOWV@c QO_bZgs QZVI2XVK_WaVKcRW2
XcWOgMRchMfRhfGB

@O0'_QO_Xcj (MgfVXX_00cc<'h_RXcW 0f6cWRG hWwd 8hRRcO
IVMZd Z_\c OV_WORVdIMRVXc VbO'c GVMWadReXgcRQ OVh bVRXcR
fVZZchaMd/b VMRQ{VWaRcQQXh¥ T + f\cR_Wajl'vV _QQchOcd W
O'c b RRVIB<'_T 1hQ h QcW_VAOhbbdRVd QcRKcd WO'_Q>VdG
|_O' d_QO_WfObVRDcKcRh&chRQB

5 hX "MQQVRRG'hOQVXc VbO'c GVMWaclXgcRQ d_dWCBKc
hWVTTVROMWAMRCRKd_O' GVM[K'_TB #c IcZfVXc GVMghfi OV
<VWaRcQ@Rc GVMRcQMczZZ O'VMa'OvhbB

"W\ GVMEK'h_RXcW 0f6cWRG hWd8hRRcOOB

ORBO <6 :)m B"hW\ GVMPRB<‘h_RXhWB

#c 1_ZZWVI RcfVaW_Fo‘c )hW\_Wa 0cXgcR VbO'‘c <hT_OhDhR2
\cOQ(MgfVXX_00ccj0QB#hOcRQVb<hZ_bVRW_hB

00B# @:)( B"hW\ GVMKCR&MfB

IVRXhZZGc QOhRIM@McQO_XVWGO'hW\_Wa'c <‘h_R bVRVZd2
_WaD'c ‘chR_WaB IVWC@c dV_W#'hOO'_QXVRW_WgcthMQc5 ghQ_2
thZzz@ycz_cK©'hOO'_QchR_Wa QNVWVcfcQQhRGB

50" _W\O'hOI'hO Ic IVMZdWQQcc_Q'hO acOQWO'c IhG Vbg_2
ThRO_QhibVRO@®h XhOOCcRVb bhfOjchft Vb VMRXcXgcRQ O° Q
XVRW_WhbKc Ohz\cdhgVMOVI Ic fVVTcRhOc®VacOO'c 4->( g_ZZ
ThQQcdhWdlc d_dB5 RcZMIOhW@AGT TVROGIc hfOl_O' O‘c ‘VTc
O'hO_QOVMZd ‘cZT bhf_Z_Oh®3d_OhDVRXhO_MWVd fRchOcVgQgMO
50°_ W\O'_Q_WdVbhOOhA\VWO'c (:< hwdO'‘c \_Wd VbhffMQhO_VWQ



7

O‘hOhRcgc_WaXhdc dVcQWVCOZT MQOWLVQOaR ThRO_QIWITTVRO
bVR/O‘cRcbbVROQB

5 cHTRcQQM®VXc fVWIcRWRgVMOhRO_fMZARVK_Q_VW®'c hfQj
_WfZMd_Waic cZ_X_WhO_WWO'c 1hZZQgcOlecW _WKcQOYRW\_Wa
hWdRcQchRfjO‘c cHThWQ_kich W_O_WN¢XcRa_ WaaRVIO* fVXTh2
W_cQhWd _WfRchQ WhWFO_ VWEQRTRVK_Q VW@W_O KogG (hR2
ghWcQ2-HZc®Nd;Vdd29RhW\B

5 MWchQOhthhO OVvdhG@c hRcaV_WaODVbVIMQVWQVXc hQTcfOQ
VbO'c 4->( @fOO'hORcSM_Rd¢@& RMZcXh\ WgcbVR®O'cG fhw gc2
fVXc cbbcfO_K¢EBXc VbXG fVZZchaMc@WO'‘c VO'cRQ_dcvbO‘c h_QZc
|_ZZfR_O_f_Ka'c <VXX_QQ_VWWRNVOMQEMQ' Wa‘RVMa'O‘c TRV{2
cQhWd TMOO_Wab_WhZ_F&MZc WOVZhfc gcbVROWGTMgZ_fvX2
XCWORDTThRCWOZAB] WaMTQc@'hO O'c (:< X_QQcdh dchdZ_WcB
"cRc hRcRMZcQ'hOlcRc QMTTVQa@MVXc VMOWIMZGNe=B

5 aMcQ@ IVMZd ‘hKc XVRc QGXThO'GVRIVWICRW b5 d_dWa@QV
Qcch TMQ* OVdcZhGVO'cRRMZceXh\ WaG O'c (:<j gcfhMQcjl_Zc
O‘cRc hRc f'VXTZh_WOKRgVMQOQZVI RMZcXh\ WayWh TRVK_Q_\OWO
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The Urgent Need for Swift Implementation of the Jobs Act

Mr. Chairman, Ranking Member(s), Distinguished Members of the Committees,

Thank you for the honor of appearing before the joint committee today and for the opportunity to
speak on an issue of critical importance to the future of the American economy.

| am here today as an entrepreneur and small-businessman. My remarks focus specifically on the
estimated $50 billion market for small businesses raising growth capital from accredited investors through
the Regulation D 506 exemption. While these transactions account for less than 10 percent of the dollar
volume for the exemption, they are instrumental to the overall performance of our economy as the
primary source of capital for new, high-growth start-up businesses. Lifting the ban on general solicitation,
as is mandated by Title 1|, will result in a direct benefit for this market — providing more access to capital
for growing businesses, more information and choice for investors and, as | think we all want, more jobs
for Americans.

Background

| am the founder of CircieUp, a start-up business which supports other small businesses raising
growth capital from accredited investors through the Reg D 506 exemption. CircleUp is a private
investment platform that focuses on businesses outside of the technology sector, providing growth capital
for consumer brands and products and retail companies through a network of accredited investors. My
partner and | were inspired to found CircleUp because we saw a gap in the market — namely, established,
high growth businesses struggling to find affordable capital and a network of investors eager to fuel their
next stage of growth. They needed a simpler, more accessible way to come together. CircleUp provides
a platform to do just that,

We founded our company in October 2011 and opened to investors in April of this year. Today, we
have six full time employees and hope to double that over the next six months. More importantly, we are
creating jobs across the country, uniocking investment capital, and fueling the growth of the next
generation of small business in America. Mr. Chairman, Members of the Committee, we believe this is the
American dream and that every investor and small businessperson deserves access to it

We saw the difficulty of the general solicitation ban first-hand when going through the capital-raising
process for our own company. As entrepreneurs, we were limited to going to a select few entrenched
‘Angel’ investors for fundraising and were prohibited from reaching out to wider networks. We believed in
our idea and knew we wanted supportive investors from a wide range of backgrounds to partner with us
on our journey. However, because of the ban on general solicitation, we could not publicly advertise the
investment opportunity. Together, my partner and | had thousands of business contacts that we could
have informed with one simple click. instead, the process was manual ~ introductions from investors we
knew well, hundreds of meetings, calls, emails and follow-up guestions with investor after investor, all
using decades old technology.

We were fortunate, and closed our investment round in a few months, because we are entrepreneurs
with deep roots in Silicon Valley and because we are a technology-driven company. For many
businesses, however, especially those outside the technology industry, it often takes a year, or more, to
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raise capital. As any entrepreneur can attest, the process is laborious and inefficient. More profoundly, it
distracts entrepreneurs from doing what they do best — running and growing the businesses that fuel our
economy, create jobs, and invent the technologies and products that allow America to continue to lead
the global economy.

The Primary Role of Small Business in America

Every year, our start-up experience is repeated hundreds of thousands of times across the
country. America is a country full of ideas and entrepreneurs pursuing their dreams. Over the last two
decades, small and new businesses have been responsible for creating 2 out of every 3 net new jobs,
and today the country’s 28 million small firms employ 80 million workers, fully half of the private sector
workforce.,

Investment capital is the oxygen on which young businesses survive and today the investment
capital market remains on a slow path to recovery. There are essentially two core options for companies
to raise money: debt and equity. Small business lending, at close to $300 billion, is the largest source of
capital. Overal! lending fell dramatically from 2008 to 2011, and still has not recovered to its pre-2008
levels.

More importantly, for the high-growth businesses most associated with stimulating job creation,
early-stage equity capital has also not fully recovered. Venture capital and “angel” equity investments are
the most important source of capital for these companies because it allows them to reinvest into their
business, rather than repay debt. Investment levels today remain lower than pre-2008 levels. Like
lending, the number of venture capital deals completed fell more than 10 percent between 2008 and
2011, While the “angel” market has shown some signs of recovery, the amount invested in 2011 remains
more than 13 percent below 2007 levels.

Behind these broad statistics are real Americans, small businesses, and investors, currently
limited by the ban on general soficitation. We see these companies every day at CircleUp. There is Kim
Walls, the Founder and CEO of Episencial, a skincare company in Los Angeles. Kim founded her
company in 2009 to bring baby-safe, all-natural skincare products to the market. After an extensive
product development process and strong early traction from hospitals and consumer buyers, she needed
to raise expansion capital. Her company has a passionate following of customers, parents, and
supporters interested in helping the business grow. Yet, because of current regulations, Kim could not
make even a passing mention of the opportunity to invest in Episencial to her 20,000 fans on Facebook.

Or consider Zak Normandin, a father of three who lives in Brooklyn, New York. Three years ago,
dissatisfied with the unheaithy snack food options available on the market for his children, Zak created a
new company to deliver organic, healthy snack foods for children. Today, Little Duck Organics is a
rapidly growing small business, with sales expected to increase seven fold this year. Littie Duck has
hundreds of thousands of consumers across the country, many of whom are passionate about the
company, but Zak has no way to inform them about a capital raise. These consumers, many of whom are
investors, would surely want at least the opportunity to learn more about Zak’s company and his vision for
a suite of products delivering healthy, organic food to children of all ages. Yet, under current regulations,
Zak's fundraising process was limited to closed door conversations with existing “ange!” investors.

Mr. Chairman, our current system is one that rewards entrenched investors, an insular network of
institutions and individuals that favors private investor access more than the creation and growth of new
businesses, but with modern technology and this Act, this is going to change.

Why Changing the Rules Matters

Lifting the ban on general solicitation is the most important part of the JOBS Act for small
businesses. The ban on general solicitation creates an inefficient market for start-ups to raise capital. By
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limiting the information available to market participants, the ban imposes a cost on both companies and
investors involved in each transaction. Investors must spend time developing relationships and
networking to gain access to ‘deal flow’ they may not otherwise ever find, let alone gain access to.

This market is inefficient and investors lack choice and access. First, participation is limited.
Today, less than 5 percent of accredited investors participate in the market. To be sure, *angel” investing
is & high risk, potentially illiquid investment, which requires investor education and knowledge. However,
given historically strong returns for the asset class, it is likely that many more Americans would
participate, in at least limited ways, if given the opportunity. Especially after the performance of the public
markets over the past few years.

“Angel” investing provides investors with a direct connection to the business they are funding.
“Angels” often report this direct connection to helping a young company get off the ground and credit
building a new business as an important motivation for their investment decision. Increasingly, there are
other motivations including, social and environmental impact, community development, and even job
creation. Impact investing is a rapidly growing investment class and one that will benefit tremendously
once the ban on general solicitation is lifted and communities of interest can more openly develop, share,
and vet investment opportunities.

Second, investing is highly concentrated by both geography and industry. The lion's share of
investment goes to technology and health care start-ups and just three regions — California, New York
and New England — account for approximately 50 percent of all investments. In other U.S. capital
markets, capital flows to where it receives the highest returns. But not in Angel investing, because
without the means of open communication, the “angel” investing market is highly fragmented and
inefficient.

Sectors and geographies outside of this historical focus traditionally receive little attention. For
example, consumer products spending is a full 20 percent of the American economy, yet represents only
4 percent of the “angel” investing market. These are the sectors, and companies, that will benefit the
most from lifting the ban on general solicitation. To be clear: Lifting the ban on general solicitation is not
about funding the next high tech company in Silicon Valley. Those markets exist already within decades-
old, robust networks of investors and venture capitalists. This is about spurring entrepreneurship and
uniocking small business growth opportunities in every corner of America—including in cities and towns
that many of today’s entrenched investors would not likely consider. But, like Little Duck Organics and
Episencial, we know they're not uncommon at all. Today thousands of small businesses just like them are
waiting {0 connect with investors who want to participate directly in our national recovery by backing a
young company and receiving a stake in the business in return. We just need to open the doors and
make it happen.

Investor Protections are Critical

Of course, investor protection is also essential. But, importantly, we can open access and protect
companies and investors at the same time. As an industry participant, | strongly support SEC and FINRA
oversight and regulations that protect investors while providing for a more efficient flow of capital. If
fraudulent investment schemes are permitted to prey upon unsophisticated investors, we all lose.

The best protection against fraud is transparency and accountability. Transparency is a natural
antiseptic to fraud. Like most ifficit activity, fraud thrives in the shadows, where victims are isolated from
information and choice. At CircleUp, we advocate greater transparency in the marketplace — with an
open flow of information to and between investors. Importantly, when the ban on general solicitation is
lifted, issuers will still be, and should be, subject to the antifraud provisions under the federal securities
laws. We believe having the capital raised in public wifl reduce, not increase, the rate of fraud, as the
public nature of the solicitations can help investor protection groups, regulators and the investors
themselves detect fraudulent activity.
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In addition to creating transparency, investor education is also critically important. Private
placement investments are often high-risk, ifliquid investments. Investors should be aware of the risks
involved with making these investments and should be provided with education, guidance, and tools to
heip them manage these risks. We believe investment networks — both the offline “angel” groups across
the country and online communities such as CircleUp ~ can be a valuable addition. We believe it is good
business for these communities to heip with investor education and thereby distinguish themselves from
others in the market.

| befieve the provisional rules promulgated by the SEC find the right balance for investor
protections and market efficiency. | support the use of a broker dealer, or other third party verifier, to
ensure investor accreditation. As intended, broker dealer involvement in a private placement transaction
provides additional assurances against fraud.

Urge Swift implementation

The SEC has put forth a workabie set of rules to increase the capital available for small
businesses by lifting the ban on general solicitation. The Staff has worked to balance the rules for
companies like CircleUp, who are working to connect investors and small businesses across the country.
When adopted, the rules will increase the amount of information available to prospective investors. The
time is now to implement these rules, fulfilling the mandate enacted with broad, bipartisan support in
Congress and the President’s approval.

Mr. Chairman, Ranking Members, and Members of the Committee, | want to thank you again for
this opportunity to appear before you, and | would be pleased to respond to any questions that you may
have.
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September 10, 2012

Testimony for Congressional Hearing September 12, 2012 on behalf of the Committee on Oversight
and Government Reform Subcommittee on TARP, Financial Services and Bailouts of Public and Private
Programs and the Committee on Financial Services Subcommittee on Capital Markets and Government
Sponsored Enterprises

Capital is the energy behind great ideas. Manifesting those ideas is the foundation of this
country. At |18 Rabbits, we make a very easily understood product with a straight-forward
business and loyal customers. With the lifting of the General Solicitation ban, those customers
could participate in the growth and success of our business paving the way for more
entrepreneurs to start businesses.

18 Rabbits, launched in 2008, brings food back to its roots by creating delicious granola and
granola bars using clean, premium ingredients. Our bars are the bridge between health and a
treat. We have nationwide distribution and our customers include: Whole Foods, Wegmans,
Virgin America, Google, Amazon.com, The Fresh Market, Peet's Coffee & Tea and Duane
Reade. Additionally, we are available in upscale “lifestyle” establishments such as yoga studios,
boutique hotels, sporting goods stores and spas. We have |8 distinct healthy and organic
granola-based products spread over three product lines. Alf of our production takes place in
the US and 85% of our ingredients are sourced from US farms, Today we directly employ 8
full and part time employees.

Our competitors are large corporations such as Quaker Oats, Kashi and Nature Valley. To
compete with the mega companies, we need capital to raise awareness for our brand, attract an
experienced team or have the means to train an enthusiastic young staff and produce more
product.

To grow our company, we raised money from friends and family starting with a $10,000 check
from my father and more recently we closed a $500,000 round of funding going through a site

called CircleUp.com.

Over the course of 3 years, | applied and spoke in front of five to six angel investor networks, |
also met with over 10 private equity and venture capital firms specializing in our space. Time
and time again, | was told to return when we reached X million dollars of revenue only to be
told when we reached that threshold to come back at double the amount.

ftis a full time job to attract and build relationships with perspective investors, which takes me
away from running and growing the business. Without the divine intervention of meeting a sole
angel investor in New York City who invested in 2010, | would not be sitting in front of you
today.

590 York Street. San Francisco, CA 94110 T:415.922.6006 W:18rabbits.com |
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We also sought funding from banks, but without a positive cash flow or profit, we were turned
down. We were able to get a micro loan of $25,000 in mid-2009 as part of the American
Recovery and Reinvestment Act and then a line of credit from a local bank for $100,000 in
2011. To grow and hit our targets though, we need a line of at least $500,000.

We are part of the solution to provide healthier snacks to the marketplace to turn back the
unprecedented rates of childhood obesity. Our vision at 18 Rabbits is that everyone has the
right to pure and simple food. As part of that vision, we created a junior bar line calied “Bunny
Bars”. Because we didn’t have the necessary capital, the launch was delayed, and we have not
been able to penetrate the market deep or wide enough. Ultimately, the lack of capital is
keeping us from our mission of putting healthier food in kids’ bodies. As a new mother, this
solution is particularly close to my heart and to the Company's culture.

We also could be providing more bars for our community service through our 1% for kids
program whereby we give | out of every 100 bars made to kids in urban schools.

Starting a small business in America, should not feel like starting a fundraising business. With
the lifting of the ban on General Solicitation, entrepreneurs like me, and some of you, can focus
on running and building the business instead of using that valuable time to raise money. It
allows for more innovation to drive healthy competition and allows more businesses to start
employing more people. Ultimately, it is supporting the American Way. Thank you for your
attention and for inviting me to be here.

Sincerely,

{
I Vo

Alison Bailey Vercruysse
Founder and CEQ, 18 Rabbits
T: 415.922.6006

C: 415.307.7342

E: Alison@ | 8rabbits.com

590 York Street. San Francisco, CA 94110 T:415.922.6006 W:18rabbits.com 2
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My name is Jeff Van Winkle' and I appreciate the opportunity to be here today to present the
views of the National Small Business Association (NSBA). [ am the volunteer Treasurer of the
NSBA and former President of the Small Business Association of Michigan. ] am a member of
the law firm Clark Hill. The focus of my practice is assisting small and medium size business,
particularly in raising capital.

The National Small Business Association (NSBA) was founded in 1937 to advocate for the
interests of small businesses in the U.S. 1t is the oldest small business organization in the U.S.
The NSBA represents more than 65,000 small businesses throughout the country in virtually all
industries and of widely varying sizes.

The JOBS Act” has the potential to dramatically and positively transform the ability of small
firms to access the capital they need to grow, to innovate and to create jobs. The passage of the
JOBS Act demonstrates a broad bi-partisan understanding that existing securities laws pose an
unreasonable burden on the ability of small firms to access the capital markets, harming
economic growth and job creation.

We are deeply concerned that either the SEC or FINRA or both will impose such a high
regulatory burden on issuers and crowdfunding portals that important aspects of the JOBS Act

! Biographical information and the “Truth in Testimony” disclosure is set forth at the end of this written testimony.
? The Jumpstart Our Business Startups Act (JOBS Act), Public Law 112-106.
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may become a dead letter. This would frustrate the intent of Congress and the President. It
would have a severely adverse impact on the ability of small firms to raise the capital necessary
to create jobs and to play a major role in improving the U.S. economy. Moreover, there are
important indications that the SEC and FINRA are moving too slowly to implement the JOBS
Act.

Our testimony also addresses a number of important issues that the JOBS Act did not address
that we regard as important “unfinished business” in the area of securities regulation. In
particular, we believe that the rules regarding peer to peer fending, finders and business brokers
need to be reformed to remove impediments to small firms’ ability to raise needed capital.

The JOBS Act

On Apr. 5, 2012, the President signed into law the JOBS Act. The NSBA strongly supported this
legislation. This bi-partisan legislation is designed to substantially reduce the regulatory
impediments to small firms’ access to capital markets. Properly implemented by the SEC and
FINRA, it will dramatically improve small companies’ access to capital and reduce their cost of
capital. It will reduce the legal, accounting and other administrative cost of small businesses and
reduce the need to pay substantial fees to investment bankers and other broker-dealers to access
capital markets. The passage of the JOBS Act demonstrates a broad bi-partisan understanding
that existing securities laws pose an unreasonable burden on the ability of small firms to access
the capital markets, harming economic growth and job creation.

Title I — Reopening American Capital Markets to Emerging Growth Companies

Title I temporarily reduces the regulatory burden on new public companies classified as
“emerging growth companies.” Specifically, (1) certain executive compensation disclosure
requirements are deferred, (2) only two years of audited financial statements are required in a
registration statement, (3) the Sarbanes-Oxley section 404(b) internal control audit requirements
are deferred, and (4) certain otherwise prohibited broker research reports and other
communications are permitted. In addition, the Commission is directed to study how Regulation
S-K may be changed to reduce the costs for emerging growth companies. Emerging growth
companies are generally defined by the Act as a company with less than $1 billion in revenues
that has had registered common stock for five years or less.

NSBA supports reducing the expense and administrative burden of going public and remaining a
public company. However, much of the relief in Title I is temporary in nature rather than
permanent. It is also limited in scope. Thus, going public still entails assuming complex and
expensive compliance responsibilities. Title I will make it somewhat easier and less expensive
10 go public and, for up to five years, will make it less expensive to remain public. Therefore, it

* The Act’s definition of emerging growth company undoubtedly includes firms that are not small businesses.
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is likely to encourage more IPOs, improving access to public securities markets for small,
dynamic firms. Because, however, the relief is temporary and limited in scope, the economic
impact of Title I is also likely to be limited.

More needs to be done to reduce the regulatory burden on small public companies. We believe
that Congress should begin by substantially reducing regulatory costs for companies with less
than $100 million in revenues or a market capitalizations of less than $250 million. We look
forward to working with Congress to develop such an initiative.

NSBA’s comments regarding the regulatory framework for Title I are relatively limited.

Materials used to communicate with potential institutional or accredited investors to determine
investor interest in accordance with section 105(c) of the Act should not have to be filed with the
Commission.

Obviously, § 229.301 (Selected Financial Data) of Regulation S-K will have to be amended to
conform with section 102(b) of the Act since the Act only requires two years of audited financial
statements.

Title I — Access to Capital for Job Creators

The importance of Title IT of the Act is often underrated. Typical small business owners know a
limited number of accredited investors (i.e. very affluent people). They are thus effectively
forced by the securities laws’ pre-existing relationship requirements to pay broker-dealers large
fees to make introductions. This aspect of the law will allow them, should they choose, to try to
directly seek accredited investors. It is a very important step towards breaking the effective Wall
Street cartel on raising small businesses capital from other than friends or family.

Specifically, Title IT of the Act provides that the prohibition against general solicitation or
general advertising contained in 17 CFR 230.502(c) shall not apply to offers and sales of
securities made pursuant to 17 CFR 230.506, provided that all purchasers of the securities are
accredited investors, It further requires the issuer “to take reasonable steps to verify” that
purchasers of the securities are accredited investors, using such methods as determined by the
Commission. The Act also provides, subject to various requirements, that no person shall be
subject to registration as a broker or dealer solely because “that person maintains a platform or
mechanism that permits the offer, sale, purchase, or negotiation of or with respect to securities,
or permits general solicitations, general advertisements, or similar or related activities by issuers
of such securities, whether online, in person, or through any other means.”

We discuss below our general perspective on Title 1I and the proposed rule released by the SEC
on August 29.
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Rule 506 Generally

Qur primary concern with respect to Title 11 is that the Commission resist the temptation to alter
Rule 506 in a way that increases the burden on, or risk to, those using the exemption. No
additional requirements should be added.

In our judgment, the Act is clear:

...the prohibition against general solicitation or general advertising contained in
section 230.502(c) of such title shall not apply to offers and sales of securities
made pursuant to section 230.506, provided that all purchasers of the securities
are accredited investors.

The Act does not require or encourage other revisions to Rule 506. Moreover, contrary to the
assertions of some, Congress did not intend that the SEC impose a complex new regulatory
regime on Rule 506 issuers requiring them to engage in complex and burdensome investigations
of their investors. The reason, we believe, that Congress gave the SEC only 60 days to
implement this requirement is clear. They simply expected the SEC to delete the provisions in
Regulation D that prohibited general solicitation and general advertising and had no expectation
that the SEC would create a complex and burdensome regime regarding accredited investor
verification.

Let us be clear. This is not about protecting innocent little old ladies from fraudulent issuers.
Title 1 leaves all anti-fraud laws in place. Those advocating a complex regime regarding
verification of accredited investor status are seeking to protect those who are willing to lie to
issuers about their income or net worth. In order to protect those investors who are willing to
fraudulently fill out investor suitability questionnaires and fraudulently attest to a false income or
a false net worth, proponents of such a regime are willing to prevent countless job creating small
businesses from raising the capital necessary to launch or grow their business. That is not what
Congress had in mind when it passed Title {1 of the JOBS Act.

The verification language in the final Act is identical to the relevant language in the House bill.
The relevant legislative history is the House report. There was no Senate report. The House
report language states:

To ensure that only accredited investors purchase the securities, H.R. 2940
requires the SEC to write rules on how an issuer would verify that the purchasers
of securities are accredited investors.*

This is simply a paraphrasing of the underlying statutory language. Since the law requires a
modification to the underlying regulation, namely Regulation D, it is utterly unremarkable that
the Committee in its report noted that the SEC would have to write rules implementing the

* Access To Capital For Job Creators Act, Report from the Committee On Financial Services
October 31,2011, p. 2and p. 5.
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requirements of the Act. There is no indication that the Congress contemplated a complex and
burdensome regulatory regime governing the verification of accredited investor status that would
effectively defeat the underlying purposes of the Act.

The comments of individual members of Congress are not true legislative history except,
arguably, in the case of floor managers or the relevant committee chairpersons.’ They reflect
only the opinions of one member. Nevertheless, the only discussion of the verification issue on
the Senate floor during the JOBS Act debate appears to be a discussion by Sen. Levin in support
of the Reed-Landrieu-Levin amendment (SA 1833) that was not adopted by the Senate.® Sen.
Levin stated:

The Reed-Landrieu-Levin amendment would direct the SEC to revise its rules to
allow companies to offer and sell shares to a credited investor (sic), but it then
directs the SEC to make sure those who offer or sell these securities take
reasonable steps to verify that the purchasers are actually accredited investors. It
requires the SEC to revise its rules to make sure these sales tactics are
appropriate. There are not going to be, under our language, billboards or cold calls
1o senior living centers. I wish I could say the same about the House bill.”

This clearly implies that Sen. Levin thought the House bill (which is the language that was
signed into law) did not require all of these things.

It is clear that imposing additional burdens on Rule 506 issuers who engage in general
solicitation or general advertising would make it more difficult for small firms to raise capital. It
would raise their cost of raising capital. It would make it less likely they will find needed
investment. It would make it less likely that investors will invest in small firms since the cost of
doing so will be higher, This is clearly contrary to the general purposes of the Act.

® This, of course, is even more true of the comments of a single member in commitiee. Moreover, committee debate
transcripts are rarely available to attorneys or courts since they are neither published in U.S. Congressional and
Administrative News nor the Congressional Record nor by the Government Printing Office. Only committee
hearings and reports are usually published. See, e.g., “Legislative History Research: A Basic Guide.” Julia Taylor,
Congressional Research Service, June 15, 2011. Ergo, the comments of a single member in commitiee is accorded
virtually no weight as fegislative history even by proponents of using legislative history as an aid in statutory
interpretation. Justice Stephen Bryer, for example, is one of the foremost proponents of using legislative history as
an aid in interpreting statutes. Even he, however, mentions only “congressional floor debates, committee reports,
hearing testimony, and presidential messages,” none of which support the proposition that the JOBS Act provision at
issue was meant to inaugurate a complex verification regime. See, “On The Uses Of Legislative History In
Interpreting Statutes,” 65 S. Cal. L. Rev. 845 (1992). Many other leading jurists and scholars oppose using
legislative history for purposes of interpreting statutes at all. See, e.g., Reading Law: The Interpretation of Legal
Texts, Justice Antonin Scalia and Bryan A Garner, West, 2012.

% Cloture on amendment SA 1833 (the Reed-Landrieu-Levin amendment) was not invoked in Senate by Yea-Nay
Vote. 54 - 45. Sec Record Vote Number 51.
7 March 15, 2012, Congressional Record — Senate, $1727.
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Such a regime would also increase the risk to issuers of lawsuits or disqualification of their
offering if they sell to an investor who lied to them about their accredited investor status. This
risk would very dramatically reduce the willingness of issuers to take advantage of Title 1l of the
JOBS Act. This also is clearly contrary to the general purposes of the Act.

The Proposed Rule

The Commission was required to have issued a final rule by July 5. On August 29, the
Commission agreed to a proposed rule. That rule effectively parrots the underlying statutory
language by eliminating the ban on general solicitation and requiring that “[t}he issuer shall take
reasonable steps to verify that purchasers of securities sold in any offering under this §
230.506(c) are accredited investors.”

Clearly, the Commission was feeling pressure to issue a rule as required by the JOBS Act.
Equally clearly, as demonstrated by the public comment record and press reports, the
Commission was feeling pressure from state regulators, self-styled consumer groups, labor
unions and others who opposed the JOBS Act to use the statutory verification requirement as an
excuse to implement a complex and expensive regulatory regime that would effectively nullify
Title 1L

It is not clear whether the Commission will adopt something similar to the proposed rule, go
down the road of mandating a series of steps by issuers or creating a safe-harbor composed of
specific steps similar to those outlined on pages 18 and 19 of the proposed regulation.®

From a small business perspective, there are risks associated with any of these three approaches.
If specific mandates are made, those mandates may well involve such expense or serve as such a
disincentive to investors that Title Il becomes of little value. If it costs thousands of dollars for
investors to comply with the rules, then they are going to find other ways to make relatively
small investments.” If a safe-harbor approach is adopted, then it is likely that attorneys will treat
the safe-harbor requirements as effectively mandatory in order to avoid legal risks. Yet if the
current approach adopted by the proposed rule is adopted, we will not really know the legal
contours of Title I1 for years as SEC enforcement actions and litigation outcomes provide the
basis for knowing what is and is not required of issuers in connection with verification of
accredited investor status.

® These include use of publicly available information (such a proxy statements or IRS Form 990s), tax return
information or third party verification (by, for example, a broker dealer, accountant or attorney).

¥ If third party verification of net worth is requircd, then due diligence by accountants or others will be expensive
(particular with respect to determining liabilities). Moreover, third parties are likely to impose a surcharge to
compensate for their potential Hability in connection with net worth certifications made in connection with securities
offerings.
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On balance, after careful consideration of the likely outcome given the current situation, NSBA
has decided to support the proposed rule in its current form. Although the proposed rule could
be better, it is unlikely to improve. It is better to let practitioners, experience and courts work out
the contours of the verification requirement over time. Perhaps the issue can be revisited after
some years of experience with the proposed rule.

Rule 506 Bifurcation

We are concerned that the SEC not modify Regulation D in such a way as to actually impede
rather than enhance the ability of small firms to raise capital. This would certainly be the case if
a new burdensome regulatory regime was created and applied to all Rule 506 offerings
(including those that made no general solicitation). It would also be diametrically opposed to the
intent of Congress.

Thus, we strongly urge that if the SEC imposes additional requirements on Rule 506 issuers who
engage in general solicitation or general advertising, that it bifurcate the Rule so that these new
requirements do not apply to issuers that do not engage in general solicitation or general
advertising. In other words, issuers that do not engage in general solicitation or general
advertising should be in no worse a situation than they were prior to passage of the JOBS Act.
The existing rules should apply to them no matter what verification procedures the SEC adopts
with respect to Rule 506 offerings involving general solicitation or advertising as authorized by
the JOBS Act.

So far, the SEC has not gone down this road. The proposed rule does not affect Rule 506
offerings that do not involve a public offering.

Reasonable Belief Standard

The reasonable belief standard regarding accredited investor status should be retained. The
traditional and almost universal current practice of using investor suitability questionnaires
combined with investor self-certification to establish accredited investor status should continue
to be allowed and be deemed to constitute taking “reasonable steps to verify that purchasers of
the securities are accredited investors™ as required by the JOBS Act. There is neither legislative
history supporting nor any other reason to believe the proposition that Congress intended to
undermine the laudable policy goals of the Act by changing the current long-standing practice
with respect to verifying accredited investor status.

We believe that the current practice of investor suitability questionnaires combined with investor
self-certification should be explicitly acknowledged and permitted by the final regulation.'

1 1f the Commission feels compelled to change existing practice, then a certification by the investor's attorney,
CPA, certified financial advisor or other professional should be sufficient. This, of course, will add expense to the
entire process and have a negative impact on investor returns and willingness to invest in Regulation D offerings.
The expense will be particularly great for those relying on the net worth test. Requiring that investors certify that
their income or net worth meets the accredited investor standards under penalty of perjury under 28 USC §1746
Celebrating 75 Years - 1937 - 2012
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Title Il — Crowdfunding

Title 1 of the Act provides a crowdfunding exception to the registration requirements of the
Securities Act of 1933. The crowdfunding exception will allow issuers to raise, subject to
substantial regulation, up to $1 million a year in small increments from ordinary investors
through a registered funding portal. State Blue Sky laws regarding registration and qualification
are preempted.'’ This aspect of the Act has the potentially to transform small firms’ access to
capital provided that the regulatory framework adopted by the Commission {or FINRA) does not
unnecessarily impede either issuers or funding portals.

The Act requires that the rules necessary to implement crowdfunding be promulgated by
December 31 of this year. There is every indication that the SEC and FINRA are moving so
slowly that they are doing to miss this deadline by a very wide margin.

Peer to Peer Lending

Typically crowdfunding is discussed as if it only pertains to equity offerings. The law is clear,
however, that it also applies to debt offerings. A brief foray into the history of the SEC and Peer
to Peer (P2P) Lending is appropriate.’® P2P lending is when consumers lend small amounts of
money to a wide variety of small borrowers through the medium of a P2P web site. P2P lending
allows borrowers to borrow less expensively than they would be able to with convention lenders
and small investors to achieve higher rates of return than they would be able to by convention
interest bearing investments. The P2P web site becomes the means of financial intermediation
rather than traditional financial institutions or capital markets. The two leading U.S. P2P lenders
are Prosper and Lending Club. P2P lending is more advanced in the United Kingdom and a
number of U.K. companies have left the U.S. P2P market due to the adverse U.S. regulatory
environment.

In November 2008, SEC entered a cease-and-desist order against Prosper in which the SEC
alleged that Prosper was engaging in unregistered offerings of securities. Prosper reached a
settlement with the SEC and resumed selling notes to lenders when its registration statement
became effective in July 2009. Lending Club suspended its sales of notes to lenders from April

would also be acceptable and create legal downside to investors inclined to lie to issuers. See “Supplemental
Comments on Regulatory Initiatives to Implement the JOBS Act,” August 2, 2012, David R, Burlon, General
Counsel, National Small Business Association for details on all of these matters.

"I this were not the case, then the cost of complying with all 51 Blue Sky faws would make many, perhaps most,
crowdfunding offerings uneconomic. Since issuers would not know from what states there internet investors were
coming and since an internet or national newspaper solicitation is likely to be deemed subject to regulation by many
state authorities, compliance with all or most Blue Sky laws would probably be necessary in the absence of the
preemption provision,

¥ Ror background see, “Peer-to-Peer Lending in the United States: Surviving After Dodd-Frank,” Jack R. Magee, 15
North Carolina Banking Institute 139 (2011) and “Person-To-Person Lending: New Regulatory Challenges Could
Emerge as the Industry Grows,” United States Government Accountability Office, July 2011 (GAO-11-613).
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to October 2008 to register with SEC. It too filed a registration statement with the SEC. Both
registration statements are amended and refiled on nearly a weekly basis.

As a result of this SEC action, neither Prosper nor Lending Club now lend to small businesses.
They permit only lending to individuals.

Title 111 of the JOBS Act will effectively permit P2ZP lending to small firms under the rubric of
crowdfunding. There is a need, however, to fix the underlying law so that P2P lending is more
generally available to small firms. It is ridiculous that a small business seeking a loan from smali
investors is regulated so heavily that the regulatory costs substantially exceed the loan amount
being sought.

31 million Limitation

New section 4(6) permits offerings under the crowdfunding exemption up to an aggregate of $1
million in a twelve-month period. The statutory language is not a model of clarity regarding
whether the $1 million limitation pertains only to offerings under Section 4(6) of the Act or
includes all exempt offerings. NSBA supports the $1 million limitation applying only to
crowdfunding offerings. The Commission should clarify its position and, if necessary, Congress
should clarify the statute.

Self-Regulatory Organizations and Registration as a Broker

New section 4A(a )(2) requires funding portals to register with any applicable self-regulatory
organization (as defined in section 3(a)(26) of the Securities Exchange Act of 1934). Section
304(a) of the Act provides that [t]he Commission shall, by rule, exempt, conditionally or
unconditionally, a registered funding portal from the requirement to register as a broker or
dealer.

The Commission must designate with which SRO a funding portal should register. It is not clear
what the funding portal should register as, however. The Act makes it clear that a funding portal
is distinet from a broker or dealer from a regulatory standpoint. The difficulty is that the current
stance of the Commission is, effectively, that almost anyone no matter how tangentially involved
in a securities transaction may be a dealer (see, e.g., the SEC’s Guide to Broker-Dealer
Registration http://www.sec.gov/divisions/marketreg/bdguide htm#11). It is clear that the state of
SEC “guidance” in this area is not clear.

For example, the SEC “Guide to Broker-Dealer Registration™ states that (1) “[f]inding investors
for "issuers” (entities issuing securities), even in a "consuitant" capacity,” (2) “[e]ngaging in, or
finding investors for, venture capital or "angel" financings, including private placements™ or (3)
“persons that operate or control electronic or other platforms to trade securities” can trigger
registration. That, of course, is what funding portals will be doing and what both Congress and
the President intend for them to do.
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Given the highly expansive interpretation of current SEC guidance, any funding portal would
presumably be required to register as a dealer. Yet this clearly is not consistent with
Congressional intent and would impose an unreasonable burden on funding portals. In fact, it
would defeat the primary purpose of the legislation, to wit, to allow investors to invest and small
issuers to raise capital without being required to cut Wall Street in for a large piece of the
company.

NSBA does not believe that registration as a dealer should generally be required of organizations
that are only funding portals for crowdfunding and/or Regulation D offerings. It is imperative
that the Commission and, presumably, FINRA, adopt this position and make this clear.”” It is
important that the Commission make it clear that funding portal fees set, in whole or in part, as a
percentage of the amount raised do not trigger dealer registration requirements.

Disclosure

New section 4A(a)(3) requires an issuer “to provide such disclosures, including disclosures
related to risks and other investor education materials, as the Commission shall, by rule,
determine appropriate.” To eliminate uncertainty and ensure that the information deemed by the
Commission to be necessary is conveyed to prospective investors, we strongly urge the
Commission to provide model language that it wants in the disclosures and educational materials
or, as necessary, to provide detailed templates.

Background Checks

New section 4A(a)(5) requires an issuer to “take such measures to reduce the risk of fraud with
respect to such transactions, as established by the Commission, by rule, including obtaining a
background and securities enforcement regulatory history check on each officer, director, and
person holding more than 20 percent of the outstanding equity of every issuer whose securities
are offered by such person.”

We would urge the Commission to indicate what behavior uncovered by a background check is
disqualifying, what needs to be disclosed and what does not. For example, isa 15 year old DUI
or marijuana possession felony conviction disqualifying? Does it need to be disclosed? Are the
requirements limited to crimes of moral turpitude? Is the background check requirement limited
to a criminal background check and, if not, what other types of background check will be
required? For example, is it mandatory to disclose tax liens, judgments, bad debts or similar
issues and if s0, how is such a background check to be conducted? Liens and judgments, for
example, are often not on a central database. Guidance on the parameters of this requirement is
very important.

* 1t appears that the SRO will be FINRA and, if so, the SEC should make this decision sooner rather than later so
FINRA can get its rules adopted and begin registering funding portals.
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Section 15(b)(4) of the Securities Exchange Act could be used as the template for a rule
regarding disqualification but would not necessarily be appropriate for a mandatory disclosure
standard.

We would also bring to your attention the recent EEOC revised “Enforcement Guidance on the
Consideration of Arrest and Conviction Records in Employment Decisions under Title VII of the
Civil Rights Act of 1964.” It is clear that the EEOC and SEC are pursuing very different policy
agendas in this area. The EEOC regards virtually all background checks as legally suspect and
potentially subject to enforcement action. We would ask that SEC and EEOC guidance be
consistent since our membership cannot comply with conflicting legal requirements issued by
two different agencies.

Aggregation

New section 4A(a)(8) of the Act requires intermediaries to ensure that no investor in a twelve-
month period has purchased crowdfunding securities that, in the aggregate, from all issuers,
exceed the Section 4(6) investment limits. Obviously, an investor may make investments through
more than one portal. Unless the SEC maintains a central clearing house of some kind, it is
unclear how an intermediary will be able to verify whether an investor had exceeded these limits
unless it is entitled to rely upon the representation of an investor regarding prior investments in
such securities.

Rescission

New section 4A(b)(1)(G) requires an issuer to offer investors a reasonable opportunity

to rescind the commitment to purchase the securities. Dovetailing this provision with the Truth
in Lending Act (TILA) provisions contained in 15 USC §1635 and many state consumer
protection statutes seems appropriate since the policy goals are substantially similar and it is less
likely to lead to consumer confusion. The TILA statute provides consumers the “right to rescind
the transaction until midnight of the third business day following the consummation of the
transaction or the delivery of the information and rescission forms required under this section
together with a statement containing the material disclosures required under this subchapter,
whichever is later.” The period should commence upon the investor entering into a binding
initial commitment.

It should also recommence if the issuer makes a change in the investment terms or provides a
new material adverse disclosure before the offer is closed (and should not terminate until
substantially after the issuer provides actual notice of the change or adverse disclosure). In our
judgment, in these two cases, the period should be much longer than three days. In fact, we
would not object to a requirement (consistent with the principles of traditional contract law) that
the issuer be required to receive a specific ratification by the investor of the revised terms or of
the existing terms in light of the revised facts after a new material adverse disclosure.
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