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November 24,2014 

The Honorable Mary Jo White Commi ssioner Danie l M. Gallaghe r 
C ha ir Securities and Exchange Commission 
Securities and Exchange Commission 100 F Street, NE 
I 00 F Street, NE Washington, D .C. 20549 
Washington, D.C. 20549 

Re: Recommendation -Accredited Investor Licensing 

Dear Chair White and Commissioner Gallaghe r: 

I know th ere has been a lot of heated debate recently over the issue of if/how the c urrent "accredited investor" 
definiti on should be chan ged. First, let me say that it is my opinion that the current income/net worth standards 
should not be changed . There is just not e nough data at thi s time to prope rly estimate the effects of increasing 
these benchmark amounts and, g ive n the potential material adverse effects that a n inc rease in these amounts 
would cause, I strongly recommend that the amounts be left the same. That being said, the primary purpose of this 
letter is not to express my personal views regarding changes to the definitional standards but, rather to make a 
recommendation for improving the process ofcerti fy ing indi viduals/entities as " accred ited investors." 

My recomm endation is for the S.E.C. to overhaul the current patchwork standa rds of certify ing 
individuals/entities as "accredited investors" by moving to centra lize the process through a single agency entity. 
T he c urrent process of havi ng issue rs/porta ls, or even th ird-party processors, be respons ible for veri fy ing that a 
particular indi vidual/enti ty is an " accredited investor" is flawed for mu ltip le reasons. First, self-certification a lone, 
which has been a staple in the private placement industry for years and is still acceptable for non-Rule 506(c) 
offerin gs and cannot be re lied upon. In s peak ing with several third-party verifi cation services, there is often a hi gh 
percentage of self-represented "accredited investors" who ultim ately turn out not to meet the qua lifications. 
Second, Rule 506(c) requires that active measures be taken by issuers/portals to verify that a n individua Ventity is 
an "accredited investors" but there is no rea l uniformity in the standards currently being used by these entities to 
make s uch verifi catio n. This inevitably can lead to s ub-standard or haphaz ard verificati ons whi ch again ca nnot be 
re lied upon. Even with spot testing, the S.E.C. does not have the tim e or resources necessary to oversee each 
entity ' s verificati on processes and , more importantly, they should not have to. 

Finally , and I think most importantly, the c urrent verificatio n process does not lend itself to proper data collection. 
One o f the primary reasons it is so hard to determine the effects of any changes to the current definition is the lack 
of credible data. Under the current process the S.E.C. is made aware of the number of "accredited investors" who 
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participate in private placement offerings, but they do not receive any identifying demographic information vital 
to co mpiling useable data (e.g. investor age, geog raphi c location, education, income, etc.). Central izing the 
verificatio n processes w ill remedy each of these issues as well as prov ide multiple cost-sav ing and other benefits. 

My proposal would be to have the S.E.C (or other S.E.C. e lected ent ity) act as a central regi stry for the 
verification and licen sing of individ uals/e ntiti es as " accredited inve stors." Essential ly the process cou ld be set-up 
much like the online I.R.S. applicati on for obtai ning an Emp loyme nt Identificati o n Number (ErN) whe rein the 
applicant is asked a se rie s of questions etc. (and in this case would also upload certain required supporting 
documentation). The application questions would include any of a num ber o f identifying informational 
requirements such as name , current mailin g address, age, income , etc. Upo n comp letio n of the process, a unique 
" investor licen se number" wou ld be automat ica lly generated whi ch would be the number the individual /entity 
wo uld be required to use (an d issuers/ porta ls wou ld be requi red to rece ive) when v iewin g/parti ci pating in a 
private offering. Upon receipt, the issuer/ porta l wou ld then be req uired to verify the t hen current va lidity of such 
investor license numbers with the S.E.C. (via an e lectronic interface ) before providing the investor with access to 
the offe ring information and/ or a llowing the investor to participate in a particular offering (as applicable). 

This process would allow for numerou s benefits over the current system including the following: 

• More Reli able Certi fication : 

As opposed to the curre nt se lf-certification process or the hodgepodge of current ver ification standards, 
centralizing the process allows the S.E.C. to directly co ntrol how individuals/entities are ve rified. 
Moreover, this process wou ld even al low the S.E.C. to deve lop more robust verification methods that 
wou ld otherwise be considered over burdensome under the c urrent certification methods. For example, 
requiring that a ll issuers/ portal s obtain a copy of an investo r 's tax return in order to verify that they meet 
the required inco me/net worth statements would be impossibly burden so me on both the issue rs/ portals 
and the potentia l inve stors. However, if the investor is only asked to prov ide that info rmation once in 
order to obtain (or in order to renew as disc ussed later), an " investor licen se number" that wou ld not be 
overly burden so me at all. Especially consi der ing that the S.E.C. could further ease the process by 
developi ng a one-page accountant certificat ion lener (or the like) which a C.P .A. could offer to 
ind ividua ls/entities when preparin g the ir tax return . 

• Improved Data Coll ectio n: 

As stated, the bigges t issue with current data collection is that the S.E.C. is not able to easi ly capture 
necessary demograp hic , income and other data regarding " accredited Investo rs" who participate in private 
offerings. By centra lizing the process as recommended , it will not only be possible to obtain that 
information, but it wi ll be virtu ally effortless . 

Unde r the reco mmend ed process, an investor would be req uired to provide the iss uer/ porta l with t he ir 
respective " investo r license number" in orde r to participate in an offeri ng. Upon completion of such 
offering , the iss uer/ porta l would easily be able to generate, and deli ver to the S.E.C. (manua lly or 
e lectronically), a post-deal summa ry sheet show ing the investor license numbers of the 
individua ls/entities who participated in the offering. By virtue of obta inin g this post-dea l summary s heet, 
the S.E.C. wou ld have access to the underlyi ng dem og raphi c information of the part icipati ng 
ind ividua ls/ent ities for each private offe ring. The S.E.C. wou ld t hen be able to comp ile and sort thi s 
information in any number of useful ways (e.g. investmen t amount by geog raphic location , participation 
by age gro up, etc.). Moreover, this process would allow the S.E.C. to identify whe n a particular investor 
partic ipate s in more than one offeri ng (something whic h is virtually impossib le to do under the current 
process). 
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Hav ing access to this post-dea l summary sheet wo uld be a s ign ificant imp rovem ent over the current 
system and wou ld g ive the S.E.C. a wea lth of information that is currently uno bta inable. Furth er, to the 
extent the S.E.C . deve loped an e lectronic method for the collection of the pos t-dea l summary shee t 
informati on, the process of obtainin g and ma nipul ating the info rmation wo uld be a lmost co mpletely 
automated a nd thu s require minimum addi tional effort on be ha lf of the S.E.C. or its staff. 

• Costffime Savings : 

C urre ntly eac h iss uer/ porta l is required to veri fy w heth er an indi vidual /enti ty is accredi ted prior to 
all owing the investor to view offering inform ation an d/or parti ci pate in an offering. Moreover, the same 
indiv idua Ventity is required to be verified eac h time they parti c ipate in an offering (if not w it hin the th ree 
(3) month tim e fram e) and eac h tim e they access a new 506(c) porta l. These mul tiple ve rifi cat ions are not 
only cos tly to issuers/ porta ls they a re redundant. 

Requiring indi vidual s/e ntiti es to obtai n an acc redited inves tor lice nse number wou ld complete ly e li m inate 
the time a nd ex pense currently expe nded by issuers a nd portals to certify pote ntia l investors (bo th in 
terms of view ing offering informati on and in ultim ately participati ng in an offering). Iss uers and porta ls 
would simpl y be requ ired to obta in a potentia l inves tor 's investo r lice nse num ber, and to ver ify the 
validity of the investo r license numbe r agai nst an access ible data base , befo re the investor wou ld be ab le 
to access offering information/ participate in an o fferin g. These require me nts could ul timate ly be 
co mpl etely automated furth er reduc ing the associated time and ex pense. Moreove r, the proposed licensing 
system wo uld all ow for the compl ete standardi zation of the process for meeti ng the requi red investor 
verificati on required for Rule 506(c) intern et offerin gs. 

• Increased Privacy Protection . 

Under the c urrent verifi cation processes, potential investo rs (part ic ul arly for 506(c) offeri ngs) are ofte n 
asked to prov ide co nfidentia l informa tion to the iss uer/ porta l/thi rd-party in s upport of their status as an 
" acc redited inves tor." Moreove r, as stated above, the investor is typica lly req uired to g ive thi s 
information multipl e times a nd to various part ies if they e lect to participate in more than one offer ing. 
There are curre ntly no bright line standard s for what types of supporting info rmation is bei ng requested 
from inv estors or what procedures s hould be in place to protect the pr ivacy of that confide nti a l 
information. Acco rdin gly, the r isk is great that the pri vacy o f co nfid entia l investo r information (inc luding 
financ ial informati on) may be co mpromised. Thi s risk is es pec ia lly great with respect to info rma tion 
tran sferred ove r the internet. 

By ce ntra liz ing the verifi cat ion process the S.E.C. would be able to co ntrol the req uired privacy 
protecti on procedures much like they do with the info rma tion su bmi tted e lectronica lly through t he 
EDGAR porta l. Iss uers/po rta ls verify ing an investor's res pective investo r lice nse numbe r woul d receive 
only a mi nimum amo unt of persona l in fo rm ation co nce rnin g the res pective inves tor(s) (e.g. t he va lid ity of 
the inves tor licen se numbe r, the na me and address of the investor, etc .). Moreove r, only having to sub mit 
the informat ion once (or fro m tim e-to-ti me as required for re newal) in and of itse lf lesse ns t he pro bab il ity 
that the pri vacy o f the inform ati on w ill be co mpromised . 

• Ease of Verification OfNew Standards: 

As has been recommended by the Investor Ad visory Co mmittee {lAC) (a nd agai n at the most recent 
Forum on Small Bus iness Ca pita l Format ion breakou t gro up in which I partic ipated), the S.E.C . sho ul d 
co nsider ex pa ndin g the "accredited inves tor" de finiti on to include ind iv idua ls based on certain 
educati on/ fin a nc ial sophistication standards. The majori ty of the c ritic isms s urrounding these standards 
(beyo nd exactly what qua lifi cations shou ld be included) ce nter on how to verify ind iv idua ls based on 
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suc h standards without overburd ening the iss ue r/ porta l. Centra lizing the ce rtification process wou ld aga in 
make any impl ementation of suc h additi onal qualificat ions ex ponentially eas ier. For exam ple, let 's 
ass ume that the S.E.C. ex pand s the defi nit ion to include lice nsed C .P .A.s and/or indi vidua ls with an 
M. B.A. degree. As part of t he lice nsing a ppli cation process, an indi vidual co uld be as ked to prov ide 
evide nce (via upload or otherwise) of their license/degree. As d iscussed above , what might be co nsidered 
burdenso me to do ove r and ove r agai n is co mpl etely reaso nab le, if it only needs to be done once (or from 
tim e to tim e as required for re newa l). 

A ce ntra lized verification process wo uld also be pa rticularly effec ti ve to the exten t that the S.E.C . e lec ts 
to incorporate t he reco mmended investo r qualifi ca tion test (sim ilar to that currentl y used in the U. K.). T he 
test could be admini stered directly through the ce ntrali zed ve rifi ca tion s ite as part of the appli ca ti on 
process . Alternati ve ly, th e test cou ld be administered by another approved organ ization (e.g. FIN RA) and 
the res ults uploa ded as part of t he appl ication process. Either way, ce ntra lizing the process len ds itself 
perfect ly to the conce pt of a llowing an ind ividua l to ce rtify as an accred ited investor by co mpleti ng a 
qu alify ing online tes t. 

• Continued Certification (as applicable) : 

Under the current verifi cati on processes for Rule 506(c) offerings, potentia l ind ividua l investo rs a re 
requi red to be re-cert ified every n inety (90) days. T his is redund a nt, inefficient and creates unnecessary 
co mpli ance costs. If we assume (so le ly fo r purposes of this argum ent) that t he net worth/ income of an 
indi v idua l is an acc urate meas ure of that person's in vestmen t sop hi stication, then it s hould rea ll y only 
need to be meas ured once. Put a not her way , if an investor makes eno ugh money to have met thi s 
qua lifi cation at a ny point (and th us be deemed a "soph istica ted " inves tor) the n it is hard to see how losi ng 
a job/ porti on of the ir inco me wo uld so mehow decrease t hei r ac ume n as an investo r. 

O n the other hand, most peo ple view the c urre nt net worth/inco me stan da rds more as a measure for t he 
ab ility of an investo r to abso rb pote ntia l losses. T his is a better rat iona le for the need to ve rify an 
ind ividua l's status more than once but I still do not see the be nefit in havi ng it verified every three (3) 
month s. It is hard to see how an indi v idual who has made $200 ,000 a yea r for the last two yea rs, and/or 
has $ 1 Million in net wo rth, is go ing to be materia lly affected fina nc ia lly in such a short ti me frame. 
Moreover, with res pect to income, an indivi dua l who satisfies the test in one yea r but then drops be low 
the benc hm arks in yea r three wo uld effectively be requi red to wa it three (3) more years befo re t hey coul d 
qua lify again . This is a ha rs h resu lt given that an indi vidu al ca n eas ily be affected by a short te rm 
financ ia l co ndi tion; just cons ider the last recess ion. 

By ce ntra lizing the verifi ca tion process, the S.E.C. would have grea ter flex ibility to increase the amount 
of tim e befo re a pe rson would need to renew the ir certi fication. Su rely a quali fy ing indi v idu al, eve n if hit 
by temporary hard tim es , would have t he fin ancia l abili ty to absorb losses for a period of a co uple yea rs at 
least. T hus, the S. E.C. cou ld requi re that an indi vid ua l renew their license every two (2) or even three (3) 
yea rs rathe r than every ninety (90) days. Additiona lly, increas ing the tim e an indi vidua l's ve rifi cation 
re ma ins va lid will allev iate the harsh res ult ca used by an indi v idua l's te mporary fl uctuations in in co me. 
As a furthe r added benefi t, to the exten t the S.E.C. eve ntually raises the mini mum inco me/ net worth 
amounts, a two (2) to th ree (3) year licensi ng period wou ld help to mitiga te any pote ntia l negative effec ts 
o f such changes ( i.e. investo rs who ca nnot meet the new qua lifi ca tion w ill be phase d out ove r tim e rather 
than a ll at once). 

Fina lly, in the eve nt t hat the S.E.C. e lects to incorporate one or mo re qua li fying indepen dent 
educ ation/financ ial sophisticati on standa rds, these indiv idu als co uld re ma in licensed for eve n longer 
periods of tim e (and potentia lly indefin ite ly). T he argument here would be that such sta ndard s would be 
desig ned to ev idence a n investor's fina nc ial ac umen on ly and, once met, such investor should be dee med 
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to forever have that level of financial acumen (or at least have it for the foreseeable future) . Borrowing 
from the above examp le, let 's assume a person qualities as an "accredited investor" by virtue o f ha ving 
obtained a C.P.A. If that individual late r chooses not to maintain that licen se, or to practice in a new field , 
such decision would not make that individual any less financially intelligent. Accordin gly, there wou ld be 
no reason to incur additional time and expense certifying these individual s over and ove r again . 

• Additiona l Benefits: 

Once a centrali zed verification system is established, the S.E.C. could eventually look to allow an 
investor to appl y for multiple qualificati ons (e.g. "accredit inve stor ," "qualified purc hase r," etc.) under the 
same investo r license number . For examp le an investor ' s respective licen se number could identify 
him/her/it as both an "accredited in vestor" and a " qualified purchaser" and the same investor license 
number co uld be used for multiple types of offerings. This would allow for the standardizati on of 
verificat ion procedures acros s multipl e types of private offerings as well as providing for the benefit of 
enhanced data collection and the other benefits disc ussed a bove. The process could also be used to set up 
new qualificati ons such as "Title III investor" (which would allow for the trac king o f per-in vestor annual 
investment caps) and/or " [State] investor" (which wou ld identi fy the investo rs home res idence and allow 
iss uers/portals conducting an intrastate offering to bette r limit acces s to offe ring informat ion to investors 
within the state ). Again the se can be add-ons to the same license number and an investor can apply for 
additional qualification s over time. 

As outlin ed, centrali z ing the "accredited investo r" verification process will result in multiple signifi cant 
advantages to the S.E.C. as well as issuers, portal s and potential investors. Moreover, it will require very little 
effort or cost on the part o f the S.E.C. to institute such a system. Assuming that the S.E.C. is willi ng to take 
charge of the ownership of the centralized process and database, the existing infra stru cture of the current EDGAR 
sys tem should allow for ea sy implementation o f an online licens ing application (and re lated upload of supporting 
information). On the other hand , the S.E.C. co uld also work with a trade associat ion like FINRA or a s ingle third ­
party prov ider to facilitate the process. Either way, I bel ieve that the potential benefits of a cen trali ze d system far 
outwe igh the minimal costs associated with se ttin g up the processes and database . Parti cularly when yo u co ns ider 
the co nsiderable improve ments that can be made in terms of the quantity and quali ty of data the S.E.C. ' ould 
have access to. 

Thank you for your time and conside ration in rev iew ing my proposa l. Shou ld you have any questi ons rega rding 
my proposa l plea se do not hes itate to contact me. 

/ ar0 

~~' ~ . 

t Ant hony Zeo li 
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