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SeSWembeU 24, 2019 

SXbmiWWed ElecWronicall\ 
MV. VaneVVa A. CoXnWU\man 
SecUeWaU\ 
SecXUiWieV and E[change CommiVVion 
100 F SWUeeW, NE 
WaVhingWon, DC 20549-1090 

Re: ConceSW ReleaVe on HaUmoni]aWion of SecXUiWieV OffeUing E[emSWionV - File No. S7-08-19 

DeaU MV. CoXnWU\man: 

eShaUeV, Inc. d/b/a CaUWa, Inc. (³CaUWa´) aSSUeciaWeV Whe oSSoUWXniW\ Wo commenW on Whe 
SecXUiWieV and E[change CommiVVion¶V (³SEC´ oU ³CommiVVion´) ConceSW ReleaVe on Whe 
haUmoni]aWion of VecXUiWieV offeUing e[emSWionV (Whe ³ReleaVe´).1 

IQWURdXcWLRQ 
CaUWa ZaV foXnded in 2012 Wo deYeloS VofWZaUe Wo digiWi]e SaSeU VWock ceUWificaWeV and manage 
caSiWali]aWion WableV foU SUiYaWe comSanieV. CaUWa Uecogni]ed WhaW SUiYaWe eTXiW\, inclXding 
YenWXUe caSiWal, ZaV VXffeUing fUom a SaSeU cUiViV WhaW UiYaled Whe ³Back Room CUiViV´ WhaW 
cUiSSled SXblic eTXiWieV maUkeWV in Whe laWe 1960¶V and eaUl\ 1970¶V.2 RaWheU Whan VolYing WhiV 
cUiViV WhUoXgh cenWUali]aWion and VhaUe LPPRbLOL]aWLRQ aV ZaV done in SXblic eTXiWieV, CaUWa 
deYeloSed a cenWUali]ed UegiVWU\ of SUiYaWe aVVeW oZneUVhiS WhaW VimSlified VhaUe PRbLOL]aWLRQ 
WhUoXgh modeUn Wechnolog\. 

Since When, CaUWa haV eYolYed inWo a mXlWi-faceWed financial Wechnolog\ comSan\ WhaW helSV 
iVVXeUV, inYeVWoUV, and emSlo\eeV manage and YalXe eTXiW\ oZneUVhiS. Toda\, CaUWa haV oYeU 
700 emSlo\eeV acUoVV 7 officeV in 5 VWaWeV, and an inWeUnaWional office. TogeWheU Ze VXSSoUW 
oYeU 800,000 VecXUiW\ holdeUV aW moUe Whan 12,000 comSanieV Zho manage oYeU $575 billion in 
eTXiW\ YalXe acUoVV CaUWa¶V SlaWfoUm. We SUoYide SoUWfolio managemenW and UeSoUWing WoolV foU 
WhoXVandV of inYeVWoUV and emSlo\eeV, and SUoYide YalXaWion and fXnd adminiVWUaWion VeUYiceV 
Wo hXndUedV of YenWXUe caSiWal fiUmV. ThiV iV jXVW Whe beginning, aV CaUWa dUiYeV foUZaUd Wo fXlfill 
oXU miVVion Wo cUeaWe moUe oZneUV, UedXce income ineTXaliW\, and SXll moUe Zage-eaUneUV oXW 
of Whe debW VWack and inWo Whe eTXiW\ VWack. 

1 See ConceSW ReleaVe on HaUmoni]aWion of SecXUiWieV OffeUing E[emSWionV, SecXUiWieV AcW ReleaVe No. 
10649 (JXne 18, 2019), hWWSV://ZZZ.Vec.goY/UXleV/conceSW/2019/33-10649.Sdf. 
2 See ReYROXWLRQ RQ WaOO SWUeeW: WKe RLVe aQd DecOLQe Rf WKe NeZ YRUN SWRcN E[cKaQge, Ch. 7, MaUVhall 
E. BlXme, JeUem\ J. Siegel & Dan RoWWenbeUg (1993). 

1 

https://carta.com/blog/eshares-is-now-carta/
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AV Whe CommiVVion iWVelf haV aUWicXlaWed in Whe ReleaVe, Whe caSiWal maUkeWV aUe conWinXall\ 
eYolYing. AdYanceV in Wechnolog\, neZ oSeUaWing fUameZoUkV, and UegXlaWoU\ changeV haYe 
acceleUaWed Whe UaWe of eYolXWion in UecenW \eaUV. HoZeYeU, Whe UXleV and UegXlaWionV deVigned Wo 
SUoWecW inYeVWoUV and faciliWaWe caSiWal foUmaWion haYe noW keSW Sace Wo UeflecW Whe gUoZWh and 
SeUmanence of Whe SUiYaWe caSiWal maUkeWV. The ReleaVe UaiVeV nXmeUoXV imSoUWanW and Wimel\ 
TXeVWionV WhaW haYe VignificanW imSlicaWionV foU oXU maUkeWV. CaUWa belieYeV acceVV and OLTXLdLW\ 
aUe foXndaWional SillaUV of faiU, efficienW, and oUdeUl\ maUkeWV. 

OXU UeVSonVe fiUVW addUeVVeV Whe Solic\ TXeVWionV VXUUoXnding inYeVWoU acceVV Wo SUiYaWe 
maUkeWV, inclXding Whe imSoUWanW TXeVWionV UegaUding UeWail demand foU e[emSW offeUingV UaiVed 
b\ Whe CommiVVion'V Office of Whe InYeVWoU AdYocaWe.3 We When commenW on VecondaU\ maUkeW 
liTXidiW\, and Whe aSSaUenW need foU a fUameZoUk WhaW VXSSoUWV Whe deYeloSmenW of cenWUali]ed 
maUkeW infUaVWUXcWXUe. 

IQYeVWRU AcceVV 
The accUediWed inYeVWoU UXleV UeVWUicW inYeVWoU acceVV Wo SUiYaWe maUkeWV baVed on Uigid financial 
cUiWeUia WhaW ZoXld benefiW fUom UefinemenW and UeconVideUaWion. In UeconVideUing Whe definiWion of 
³AccUediWed InYeVWoU´, Ze Uecommend Whe CommiVVion UefeUence Whe Solic\ goalV of Whe UXle. PeU 
Whe CommiVVion, Whe AccUediWed InYeVWoU UXleV aUe ³inWended Wo encomSaVV WhoVe SeUVonV 
ZhoVe financial VoShiVWicaWion and abiliW\ Wo VXVWain Whe UiVk of loVV of inYeVWmenW oU abiliW\ Wo 
fend foU WhemVelYeV UendeU Whe SUoWecWionV of Whe SecXUiWieV AcW¶V UegiVWUaWion SUoceVV 
XnneceVVaU\.´4 We YieZ WhiV aV a WZo SaUW anal\ViV, ZiWh boWh financial VoShiVWicaWion aQd Whe 
abiliW\ Wo VXVWain loVVeV being UeleYanW conVideUaWionV. The cXUUenW UXleV aUe oSWimi]ed foU 
inYeVWoU VolYenc\ and make aVVXmSWionV aboXW VoShiVWicaWion baVed on ZealWh and income. We 
belieYe ZealWh and income aUe ofWen imSUeciVe and incomSleWe SUo[ieV foU VoShiVWicaWion. 

CaUWa VXSSoUWV Whe UecommendaWionV oXWlined in Whe AccUediWed InYeVWoU SWaff ReSoUW (2015)5 Wo 
SeUmiW indiYidXalV ZiWh ceUWain SUofeVVional cUedenWialV Wo TXalif\ aV accUediWed inYeVWoUV. 
HoZeYeU, higheU edXcaWion and SUofeVVional cUedenWialV aUe ofWen coUUelaWed ZiWh income and 
neW ZoUWh, and coXld SeUSeWXaWe Whe e[iVWing limiWaWion of acceVV foU laUge VZaWhV of indiYidXalV 
Zho oWheUZiVe VhoXld be conVideUed financiall\ VoShiVWicaWed.6 ThXV, CaUWa alVo UecommendV 
WhaW Whe CommiVVion e[SloUe a SXblic AccUediWed InYeVWoU licenVing SUogUam aV an alWeUnaWiYe 

3 See leWWeU fUom Rick A. Fleming, InYeVWoU AdYocaWe, Wo VaneVVa CoXnWU\man, SecUeWaU\, daWed JXl\ 11, 
2019, aW 2-3, aYailable aW hWWSV://ZZZ.Vec.goY/commenWV/V7-08-19/V70819-5800855-187067.Sdf. 
4 See AmendmenWV foU Small and AddiWional IVVXeV E[emSWionV XndeU Whe SecXUiWieV AcW (RegXlaWion A), 
ReleaVe No. 33-9741 (MaUch 25, 2015) aW noWe 146. 
5 See ReSoUW on Whe ReYieZ of Whe DefiniWion of ³AccUediWed InYeVWoU´ (Dec. 18, 2015) (³AccUediWed InYeVWoU 
SWaff ReSoUW´), aYailable aW 
hWWSV://ZZZ.Vec.goY/coUSfin/UeSoUWVSXbV/VSecial-VWXdieV/UeYieZ-definiWion-of-accUediWed-inYeVWoU-12-18-
2015.Sdf 
6 See BoaUd of GoYeUnoUV of Whe FedeUal ReVeUYe S\VWem, 2016 SCF ChaUWbook, 
hWWSV://ZZZ.fedeUalUeVeUYe.goY/econUeV/fileV/BXlleWinChaUWV.Sdf. 

2 

https://www.sec.gov/comments/s7-08-19/s70819-5800855-187067.pdf
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meWhod of accUediWaWion WhaW can be oYeUVeen b\ FINRA oU a neZ naWional VecXUiWieV 
aVVociaWion. FoU e[amSle, FINRA jXVW cUeaWed Whe SecXUiWieV IndXVWU\ EVVenWialV E[am (SIE), 
Zhich iV Whe fiUVW FINRA licenVe offeUed Wo Whe SXblic WhaW can be Waken ZiWhoXW being VSonVoUed 
b\ a bUokeU-dealeU. ThXV, a SXblic licenVing fUameZoUk alUead\ e[iVWV. CaUWa belieYeV an 
enhanced SUiYaWe maUkeW e[am WhaW coYeUV Whe licenVing UeTXiUemenWV foXnd in FINRA¶V VeUieV 
7, 79, oU 82 e[aminaWionV ZoXld make foU a XVefXl WeVW Wo objecWiYel\ meaVXUe and YalidaWe 
VoShiVWicaWion. We belieYe VXch a SUogUam ZoXld faciliWaWe Whe democUaWi]aWion of acceVV Wo 
SUiYaWe maUkeWV. We belieYe WhaW WhiV alWeUnaWiYe SUogUam VhoXld be aYailable Wo all TXalif\ing 
SeUVonV in Whe US, and VhoXld QRW be VXbjecW Wo edXcaWional oU financial conVWUainWV WhaW haYe 
Whe effecW of e[aceUbaWing Whe damaging effecWV of income ineTXaliW\ acUoVV gendeU, Uace, 
eWhniciW\, and geogUaSh\ WhaW imSacWV oXU naWion Woda\. 

CaUWa alVo XUgeV Whe CommiVVion Wo conVideU a moUe SUogUeVViYe fUameZoUk WhaW enableV ZideU 
SaUWiciSaWion in SUiYaWe maUkeWV ZiWhoXW neceVVaUil\ amending Whe AccUediWed InYeVWoU definiWion. 
We belieYe WheUe aUe alWeUnaWiYeV Wo SUomoWe VXch acceVV ZiWhoXW VacUificing inYeVWoU SUoWecWion, 
VXch aV: 

Ɣ AlloZing an\ SeUVon Wo inYeVW a SoUWion of WheiU neW ZoUWh (e.g., 10%) in illiTXid VecXUiWieV, 
conVideUing Whe WUacking of neW ZoUWh iV eaVil\ SoVVible Woda\ WhUoXgh Zidel\ aYailable 
VofWZaUe WoolV; 

Ɣ AlloZing an\ SeUVon Wo inYeVW a SoUWion of WheiU neW ZoUWh (e.g., 20%) in Whe VecXUiWieV of 
laWe-VWage non-UeSoUWing comSanieV; oU 

Ɣ AlloZing an\ SeUVon Wo inYeVW in illiTXid VecXUiWieV WhUoXgh a UegiVWeUed bUokeU-dealeU WhaW 
ZoXld need Wo deYeloS meaningfXl VXiWabiliW\ and dXe diligence VWandaUdV foU VXch 
cXVWomeUV. 

LaVWl\, CaUWa belieYeV an enhanced definiWion of AccUediWed InYeVWoU Zill helS Wo eaVe Whe bXUden 
on iVVXeUV in managing comSliance ZiWh SecWion 12(g) of Whe SecXUiWieV E[change AcW of 1934 
(Whe ³E[change AcW´). In diVcXVVion ZiWh oXU cXVWomeUV and in Whe oSeUaWion of CaUWa¶V coUe 
eTXiW\ managemenW SlaWfoUm, Ze Uecogni]e WhaW man\ iVVXeUV aUe ZaU\ of WUiggeUing UegiVWUaWion 
XndeU SecWion 12(g), and in Vome caVeV ZiWhhold eTXiW\ fUom cUiWical VWakeholdeUV Wo aYoid iW. FoU 
e[amSle, aV a SUiYaWe comSan\, AiUbnb iV Xnable Wo giYe iWV 700,000+ hoVWV eTXiW\ incenWiYeV foU 
joining and VWUengWhening WheiU neWZoUk and aV a UeVXlW, a laUge gUoXS of indiYidXalV in Whe US 
aUe effecWiYel\ SUeclXded fUom SaUWiciSaWing in Whe ZealWh cUeaWion WhaW haV accUXed Wo SUiYaWe 
maUkeW inYeVWoUV. We belieYe Whe e[SanVion of Whe definiWion of AccUediWed InYeVWoU iV Whe fiUVW 
VWeS Wo democUaWi]e acceVV, and alVo belieYe WhaW SecWion 12(g) VhoXld be holiVWicall\ UeYieZed 
in lighW of Whe eYolXWion of oXU modeUn econom\, inclXding Whe UiVe of Whe ³gig-econom\´. 

ReWaLO dePaQd fRU acceVV WR e[ePSW RffeULQgV 
The CommiVVion haV UeceiYed nXmeUoXV WhoXghWfXl commenW leWWeUV SXWWing foUWh Uanging 
oSinionV and comSelling daWa and anal\VeV on Whe YaUioXV WoSicV coYeUed in Whe ReleaVe. While 
Ze Zon¶W commenW on each leWWeU indiYidXall\, Ze feel comSelled Wo addUeVV a cUiWical TXeVWion 
UaiVed in Whe leWWeU VXbmiWWed b\ Whe SEC¶V oZn Office of Whe InYeVWoUV AdYocaWe (Whe ³IA LeWWeU´). 

3 

https://www.finra.org/registration-exams-ce/qualification-exams/securities-industry-essentials-exam
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7 SSecificall\, Whe IA LeWWeU aVkV Whe CommiVVion Wo ³anal\]e ZheWheU Whe UiVk of eaVing Whe 
UegXlaWoU\ VafegXaUdV aVVociaWed ZiWh e[emSW offeUingV, SUeVXmabl\ aW Whe coVW of inYeVWoU 
SUoWecWion, ZoXld acWXall\ UeVXlW in a coXnWeUYailing benefiW of VignificanW caSiWal foUmaWion.´ The 
IA LeWWeU VXggeVWV WhaW acceVV Wo Whe SUiYaWe maUkeWV b\ non-accUediWed inYeVWoUV ZoXld haYe 
liWWle effecW on caSiWal foUmaWion becaXVe Whe WoS Wen SeUcenW of U.S. hoXVeholdV b\ neW ZoUWh 
(Zhich inclXdeV moVW accUediWed inYeVWoUV) hold oYeU 77% of Whe ZealWh in Whe US. The IA LeWWeU 
fXUWheU VXggeVWV WhaW becaXVe non-accUediWed hoXVeholdV aUe cXUUenWl\ inYeVWing in VWockV aW 
VXch loZ UaWeV, iW ma\ be XnUeaVonable Wo e[SecW WhaW Whe\ Zill haYe a VignificanW inWeUeVW in 
e[emSW offeUingV. 

CaUWa belieYeV aVVeW oZneUVhiS iV a cUiWical comSonenW of naUUoZing Whe ZealWh diVWUibXWion gaS 
in Whe US and globall\. We Uecommend Whe CommiVVion aSSUoach iWV UeYieZ of Whe UegXlaWoU\ 
fUameZoUk noW baVed on Whe Za\ Whe ZoUld iV, bXW inVWead deVign foU Whe Za\ Whe ZoUld oXghW Wo 
be. AV Ze look Wo Whe fXWXUe, Whe facW WhaW 90% of US hoXVeholdV aUe effecWiYel\ VhXW oXW of 
SUiYaWe VWock oZneUVhiS b\ laZ, oU WhaW inYeVWoUV can¶W oU don'W haYe confidence Wo inYeVW in Whe 
VecXUiWieV maUkeWV Woda\, do noW jXVWif\ SeUSeWXaWing Whe VWaWXV TXo, bXW VhoXld inVWead be a 
caWal\VW foU change. CaUWa belieYeV bUoadeU acceVV Wo Whe SUiYaWe maUkeWV doeV noW neceVVaUil\ 
UeVXlW in a coUUeVSonding decUeaVe in inYeVWoU SUoWecWion. We endeaYoU Wo begin anVZeUing 
WheVe imSoUWanW TXeVWionV ZiWh an anal\ViV of Whe fiUVW and Vecond oUdeU effecWV VWemming fUom 
Whe on-going WUanVfoUmaWion acUoVV Whe SUiYaWe and SXblic caSiWal maUkeWV in Whe US. 

AV Whe CommiVVion iV acXWel\ aZaUe, Whe nXmbeU of SXblic comSanieV in Whe UniWed SWaWeV haV 
been on a VWead\ decline Vince 2000.8 VeU\ VimSl\ SXW, non-accUediWed inYeVWoUV haYe a 
VhUinking Sool of aVVeWV inWo Zhich Whe\ can diUecWl\ inYeVW.9 

7 See VXSUa noWe 3. 
8 See WKeUe HaYe AOO WKe PXbOLc CRPSaQLeV GRQe? BloombeUg OSinion, (ASUil 9, 2018), aYailable aW 
hWWSV://ZZZ.bloombeUg.com/oSinion/aUWicleV/2018-04-09/ZheUe-haYe-all-Whe-X-V-SXblic-comSanieV-gone. 
9 AV an alWeUnaWiYe, Ze haYe Veen a laUge infloZ of caSiWal allocaWed Wo ³SaVViYe´ inYeVWing 
VWUaWegieV, ZiWh indiUecW VWock oZneUVhiS WhUoXgh ETFV becoming incUeaVingl\ SoSXlaU. 

4 

https://www.bloomberg.com/opinion/articles/2018-04-09/where-have-all-the-u-s-public-companies-gone
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CaUWa belieYeV WhaW Whe UiVe of gUoZWh eTXiW\ and laWe-VWage YenWXUe inYeVWing in UecenW \eaUV haV 
WUanVfoUmed Whe boXndaUieV beWZeen oXU SXblic and SUiYaWe caSiWal maUkeWV.10 AV a UeVXlW, VXmV 
of caSiWal hiVWoUicall\ UeVeUYed foU Whe SXblic maUkeWV aUe noZ allocaWed in Whe SUiYaWe maUkeWV. 
The fiUVW oUdeU effecWV of WhiV Shenomenon inclXde laUgeU fXnding UoXndV WhaW cUeaWe lengWh\ 
UXnZa\V foU comSanieV Wo VWa\ SUiYaWe longeU. FoU e[amSle, Whe median age of IPOV ZaV 11 
\eaUV beWZeen 2001 and 2018, XS fUom 8 \eaUV beWZeen 1990-1998.11 

GUoZWh eTXiW\ inYeVWmenWV conWinXe Wo WUend WoZaUdV neZ highV, and laWe-VWage VC dealV conWinXe Wo geW 
laUgeU. SoXUce: 2Q 2019 PiWchBook-NVCA VenWXUe MoniWoU 

TheVe WUendV haYe XVheUed in a VeUieV of Vecond oUdeU effecWV, Whe moVW UeleYanW being WhaW 
alSha haV migUaWed Wo Whe SUiYaWe caSiWal maUkeWV. The folloZing caVe VWXdieV illXVWUaWe WhiV SoinW. 

Ɣ LeW XV conVideU Whe lifec\cle of Ama]on, UelaWiYe Wo a UecenW SXblic maUkeW enWUanW, UbeU. 
In Ma\ of 1997, Ama]on UaiVed $54M in iWV IPO aW a $438M YalXaWion, afWeU UaiVing 
$108M in SUiYaWe caSiWal. In 2018, UbeU UaiVed $8B in iWV IPO aW an $82B YalXaWion, afWeU 
UaiVing aSSUo[imaWel\ $28B in SUiYaWe caSiWal. Ama]on ZaV a SXblic comSan\ foU 14 
\eaUV befoUe Ueaching UbeU¶V IPO YalXaWion. InYeVWoUV in Ama]on¶V IPO ZoXld haYe 
eaUned oYeU 2,000 WimeV WheiU iniWial inYeVWmenW in Ama]on had Whe\ Vold in UecenW \eaUV. 
FoU UbeU Wo offeU SXblic maUkeW inYeVWoUV a comSaUable UeWXUn, Whe comSan\ ZoXld need 

10 GUoZWh eTXiW\ and laWe-VWage YenWXUe aUe VimilaU VWUaWegieV WhaW e[iVW beWZeen WUadiWional SUiYaWe eTXiW\ 
bX\oXW, Zhich focXVeV on comSanieV ZiWh VWUong caVh floZ oU SUofiWabiliW\, and YenWXUe caSiWal, Zhich 
W\Sicall\ inYeVW in UiVkieU VWaUW-XSV WhaW aUe eaUl\ in Whe gUoZWh c\cle. AV one ZoXld e[SecW, eaUl\-VWage 
YenWXUe fXndV e[hibiW a higheU UiVk UeZaUd d\namic Whan gUoZWh eTXiW\ oU laWe VWage inYeVWing, ZheUe 
caSiWal imSaiUmenW leYelV aUe UelaWiYel\ loZ. 
11 NoWe, Whe median age aW IPO beWZeen 1999 and 2000 aW Whe heighW of Whe maUkeW ZaV 5 \eaUV. See daWa 
fUom PUofeVVoU Ja\ RiWWeU and Whe WaUUingWon School of bXVineVV, aYailable aW 
hWWSV://ViWe.ZaUUingWon.Xfl.edX/UiWWeU/fileV/2019/04/IPOV2018Tech-SWock.Sdf. 

5 

https://nvca.org/research/venture-monitor/
https://site.warrington.ufl.edu/ritter/files/2019/04/IPOs2018Tech-Stock.pdf
https://1990-1998.11
https://maUkeWV.10
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Wo gUoZ Wo aSSUo[imaWel\ $157T in maUkeW caSiWali]aWion, Zhich iV neaUl\ WZo WimeV Whe 
global GDP in 2018.12 

Ɣ Facebook offeUV anoWheU inVighWfXl anecdoWe WhaW demonVWUaWeV Whe imSoUWance of 
bUoadeU acceVV Wo SUiYaWe maUkeWV. SimilaU Wo UbeU, Facebook UaiVed $16B in iWV IPO aW a 
$104B YalXaWion afWeU UaiVing oYeU $2.6B in SUiYaWe caSiWal. BaVed on UeSoUWV aUoXnd Whe 
Wime of Facebook¶V IPO, Ze eVWimaWe WhaW a $1,000 inYeVWmenW in Facebook in 2004 
ZoXld haYe been ZoUWh oYeU $2M on Whe daWe of iWV IPO, ZheUeaV an inYeVWmenW in 
Facebook¶V IPO ZoXld haYe UeWXUned aUoXnd WhUee WimeV an inYeVWoU'V iniWial inYeVWmenW 
if Vold in UecenW \eaUV. 

CaUWa belieYeV WheVe caVe VWXdieV VXSSoUW oXU SoViWion WhaW bUoadeU acceVV Wo Whe SUiYaWe caSiWal 
maUkeWV iV cUiWical Wo addUeVV Whe ZealWh gaS in Whe US and globall\. One ofWen ciWed cUiWiciVm 
againVW bUoadeU acceVV iV Whe high UaWe of caSiWal imSaiUmenW e[SeUienced b\ YenWXUe inYeVWoUV. 
The UeWXUn SUofile in Whe YenWXUe indXVWU\ XndoXbWabl\ folloZV a SoZeU laZ, Zhich Ze VXmmaUil\ 
deVcUibe aV Whe Shenomenon of e[WUaoUdinaU\ bXVineVVeV caSWXUing VXbVWanWiall\ moUe YalXe 
Whan oUdinaU\ oneV. CaUWa agUeeV WhaW, conVideUing Whe UiVk/UeWXUn SUofile of YenWXUe aV an aVVeW 
claVV, bUoad and XnUeVWUicWed acceVV SoVeV a nXmbeU of Solic\ conceUnV. HoZeYeU, Ze belieYe 
a UeaVonable, meaVXUed e[SanVion of acceVV Wo SUiYaWe maUkeWV iV eVVenWial Wo begin cloVing Whe 
ZealWh gaS. We alVo belieYe WheVe cUiWiciVmV miVV Whe YaVW e[SanVe WhaW make XS Whe SUiYaWe 
caSiWal maUkeWV. PUiYaWe eTXiW\ e[WendV Zell be\ond Whe confineV of high-Wech VC backed 
comSanieV. In facW, YenWXUe VWUaWegieV W\Sicall\ UeSUeVenW onl\ a 3-5% allocaWion of a SUiYaWe 

12 See daWa on global GDP fUom Whe ZoUld bank, aYailable aW 
hWWSV://daWa.ZoUldbank.oUg/indicaWoU/n\.gdS.mkWS.cd. 

6 

https://www.forbes.com/sites/ryanmac/2012/08/20/peter-thiel-sells-facebook-shares/%2320c6e5c24cf0
https://data.worldbank.org/indicator/ny.gdp.mktp.cd
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eTXiW\ inYeVWoU¶V oYeUall SoUWfolio. CaUWa belieYeV democUaWi]ing acceVV Wo SUiYaWe maUkeWV iV Wo 
democUaWi]e SUiYaWe eTXiW\ moUe geneUall\, Zhich aV an aVVeW claVV gUeaWl\ oXWSeUfoUmV Whe 
ZoUld and US SXblic eTXiW\ maUkeWV oYeU Whe long WeUm.13 

SecRQdaU\ MaUNeWV 
AV Whe CommiVVion VWaWeV in Whe ReleaVe, ³VecondaU\ maUkeW liTXidiW\ iV a ke\ conceUn of 
inYeVWoUV and ma\ haYe a VignificanW imSacW on an iVVXeU¶V choiceV ZiWh UeVSecW Wo caSiWal 
UaiVing . . . an inYeVWoU¶V ZillingneVV Wo SaUWiciSaWe in an e[emSW offeUing and Whe SUice he oU Vhe 
ZoXld be Zilling Wo Sa\ ma\ deSend on Whe inYeVWoU¶V aVVeVVmenW of ZheWheU, Zhen, and on 
ZhaW WeUmV Whe VecXUiW\ can be UeVold.´ CaUWa agUeeV ZiWh Whe CommiVion and belieYeV WhaW a 
lack of VecondaU\ maUkeW liTXidiW\ in SUiYaWe maUkeWV haV a diUecW effecW on caSiWal foUmaWion. 

FoU e[amSle, UaWional SUiYaWe maUkeW inYeVWoUV aUe foUced Wo aSSl\ meaningfXl illiTXidiW\ diVcoXnWV 
on SUiYaWe maUkeW inYeVWmenWV WhaW incUeaVe Whe coVW of caSiWal foU SUiYaWe iVVXeUV. E[SeUWV 
eVWimaWe WheVe diVcoXnWV can Uange beWZeen 20% and 30% of maUkeW YalXe.14 AVVXming an 
efficienW liTXid maUkeW foU SUiYaWe VecXUiWieV coXld UedXce Whe illiTXidiW\ diVcoXnW aSSlied Wo SUiYaWe 
maUkeW inYeVWmenWV b\ half, an addiWional $290 Wo $435 billion dollaUV coXld haYe been inYeVWed 
inWo Whe SUiYaWe maUkeWV in 2018 alone.15 

MoUeoYeU, VecondaU\ maUkeWV VeUYe Wo alloZ inYeVWoUV Wo diYeUVif\ UiVk and manage SoUWfolio 
e[SoVXUe aV WheiU inYeVWmenWV maWXUe. Toda\, man\ inYeVWoUV aUe effecWiYel\ foUced Wo hold 
SUiYaWe inYeVWmenWV foU incUeaVingl\ long SeUiodV of Wime Zhich haV a diUecW effecW on liTXidiW\. 
Man\ SenVionV, endoZmenWV, and oWheU inVWiWXWional inYeVWoUV SaUWiciSaWing in Whe SUiYaWe 
maUkeWV in VeaUch of gUeaWeU UeWXUnV foU WheiU VWakeholdeUV aUe ofWen fXnding SeUiodic VhoUW-WeUm 

13 See JP MoUgan AVVeW ManagemenW, IQYeVWLQg LQ SULYaWe eTXLW\, eVVeQWLaOV fRU acKLeYLQg eQKaQced 
SULYaWe eTXLW\ UeWXUQV, (FebUXaU\ 2018) aYailable aW 
hWWSV://am.jSmoUgan.com/blobconWenW/1383531120699/83456/PI_PE_INVESTING.Sdf 
14 See TKe CRVW Rf IOOLTXLdLW\, AVZaWh DamodaUan aYailable aW 
hWWS://SeoSle.VWeUn.n\X.edX/adamodaU/SdfileV/coXnWU\/illiTXidiW\.Sdf 
15 See ReleaVe aW 16, eVWimaWing WhaW aSSUo[imaWel\ $2.9 WUillion ZaV UaiVed WhUoXgh e[emSW offeUing 
channelV. 
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https://am.jpmorgan.com/blobcontent/1383531120699/83456/PI_PE_INVESTING.pdf
http://people.stern.nyu.edu/adamodar/pdfiles/country/illiquidity.pdf
https://alone.15
https://YalXe.14
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obligaWionV fUom WheiU liTXid SoUWfolioV. The XVe of caVh and liTXid aVVeWV Wo fXnd VhoUW-WeUm 
obligaWionV XlWimaWel\ haV Whe effecW of incUeaVing Whe SeUcenWage of WheiU aggUegaWe SoUWfolio WhaW 
iV inYeVWed in illiTXid aVVeWV. AV Whe CommiVVion Uecogni]ed, ³an inYeVWoU¶V inabiliW\ Wo diYeVW 
SUioU inYeVWmenWV dXe Wo illiTXidiW\ ma\ SUeYenW Whe inYeVWoU fUom UeallocaWing caSiWal Wo Whe ne[W 
inYeVWmenW oSSoUWXniW\, WheUeb\ limiWing Whe caSiWal aYailable Wo Whe ne[W bXVineVV.´16 

CaUWa belieYeV liTXidiW\ iV a cUiWical comSonenW of inYeVWoU SUoWecWion. We Uecogni]e WhaW Whe 
foXndaWional WeneWV of Whe e[emSW offeUing fUameZoUk SaUWiall\ VWem fUom Whe idea WhaW Vome 
inYeVWoUV aUe ³able Wo fend foU WhemVelYeV´ and WheUefoUe don¶W need Whe SUoWecWionV affoUded b\ 
UegiVWUaWion.17 HoZeYeU, Ze belieYe WhaW conViVWenW ZiWh Whe CommiVVion'V coUe miVVion of 
inYeVWoU SUoWecWion, all inYeVWoUV VhoXld be affoUded a faiU, efficienW, and oUdeUl\ VecondaU\ 
maUkeW in Zhich Wo liTXidaWe SoViWionV. 

AV Whe CommiVVion conVideUV e[Sanding acceVV Wo SUiYaWe maUkeWV, inclXding foU Whe UeWail 
inYeVWmenW commXniW\, Whe imSoUWance of foVWeUing a SUiYaWe VecondaU\ maUkeW becomeV 
incUeaVingl\ cUiWical aV liTXidiW\ iV an effecWiYe UiVk and SoUWfolio managemenW Wool. YeW, iW iV 
imSoUWanW Wo Uecogni]e WhaW Whe UeWail inYeVWoU iV alUead\ e[SoVed Wo Whe SUiYaWe VWock of 
non-UeSoUWing comSanieV WhUoXgh emSlo\ee VWock SlanV and eTXiW\ aZaUdV WhaW haYe become a 
de facWR UeTXiUemenW foU acceSWing emSlo\menW ZiWh a YenWXUe backed comSan\. Toda\, VhaUeV 
iVVXed b\ SUiYaWe comSanieV SXUVXanW Wo emSlo\ee VWock SlanV W\Sicall\ make XS aSSUo[imaWel\ 
10% of VhaUeV oXWVWanding. FoU highl\ oU eYen modeUaWel\ VXcceVVfXl comSanieV, VWock baVed 
comSenVaWion ofWen makeV XS Whe majoUiW\ of an emSlo\ee'V neW ZoUWh. SoXnd inYeVWmenW 
SUinciSleV Weach XV WhaW a Zell diYeUVified SoUWfolio can miWigaWe Whe UiVk of caSiWal imSaiUmenW, \eW 
moVW emSlo\eeV aUe foUced Wo hold YiUWXall\ all of WheiU neW ZoUWh in a Vingle aVVeW in SaUW 
becaXVe WheUe iV no liTXid oU oUdeUl\ maUkeW in Zhich Wo WUanVacW. 

In 2018, UegiVWeUed offeUingV accoXnWed foU $1.4T of neZ caSiWal comSaUed Wo aSSUo[imaWel\ 
$2.9T WhaW ZaV UaiVed WhUoXgh e[emSW offeUing channelV.18 ComSaUe WhaW ZiWh VecondaU\ maUkeW 
YolXme, ZheUe an eVWimaWed $75B-$100B changed handV in Whe SUiYaWe maUkeWV in 2018, 
UeSUeVenWing leVV Whan Whe aYeUage daLO\ noWional YalXe WUaded in US SXblic eTXiWieV. While Whe 
SUiYaWe maUkeWV aUe leVV liTXid b\ deVign, Whe oUdeUV of magniWXde beWZeen WheVe figXUeV 
demonVWUaWe in SaUW WhaW SUiYaWe eTXiW\ cXUUenWl\ lackV VXfficienW cenWUali]ed maUkeW infUaVWUXcWXUe. 

SecondaU\ WUading SlaWfoUmV haYe emeUged in UecenW \eaUV in UeVSonVe Wo Whe incUeaVing 
demand foU liTXidiW\ fUom emSlo\eeV and eaUl\ inYeVWoUV, bXW man\ of WheVe WUading SlaWfoUmV 
aUe dUiYen b\ high-WoXch ValeV deVkV of bUokeU-dealeUV WhaW aUe chaVing high maUgin WUadeV in 
illiTXid VecXUiWieV. DeVSiWe Whe SUolifeUaWion of bUokeU offeUingV and WUading YenXeV, Whe coVWV Wo 

16 See Whe ReleaVe aW 193-194, ciWing Whe ACSEC SecondaU\ MaUkeW LiTXidiW\ RecommendaWion; 2014, 
2015, and 2017 FoUXm ReSoUWV. 
17 See SEC Y. RaOVWRQ PXULQa, 346 U.S. 119 (1953). 
18 See VXSUa noWe 11. 
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https://channelV.18
https://UegiVWUaWion.17
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WUade Uemain high SaUWiall\ dXe Wo a fUagmenWed UegXlaWoU\ fUameZoUk.19 BecaXVe Whe 
CommiVVion haV UighWfXll\ XVed fedeUal SUeemSWion of VWaWe laZ VSaUingl\ in Whe fedeUal 
UegXlaWoU\ fUameZoUk foU VecondaU\ WUanVacWionV, indiYidXal VWaWe VecXUiWieV laZ (oU ³BlXe Sk\´ 
laZV) cUeaWe 50 diVSaUaWe VecXUiWieV laZ fUameZoUkV WhaW SUiYaWe maUkeW inYeVWoUV and iVVXeUV 
haYe Wo naYigaWe. HoZeYeU, in 2015, Whe FAST AcW inWUodXced a neZ UegiVWUaWion e[emSWion foU 
SUiYaWe UeValeV of VecXUiWieV b\ adding SecWion 4(a)(7) Wo Whe SecXUiWieV AcW WhaW SUeemSWV VWaWe 
BlXe Sk\ laZV. BaVed on conYeUVaWionV ZiWh maUkeW SaUWiciSanWV, SecWion 4(a)(7) haV noW been 
Zidel\ leYeUaged SUimaUil\ aV a UeVXlW of Whe diVcloVXUeV UeTXiUed foU Ueliance on Whe e[emSWion. 
HoZeYeU, CaUWa belieYeV WhaW, conViVWenW ZiWh Whe VSiUiW of Whe fedeUal VecXUiWieV laZV, Whe 
aYailabiliW\ of VecondaU\ liTXidiW\ VhoXld beaU a UaWional UelaWionVhiS ZiWh Whe leYel of diVcloVXUe 
aYailable foU inYeVWoUV Wo make infoUmed inYeVWmenW deciVionV. AV Whe CommiVVion conVideUV 
e[Wending fedeUal SUeemSWion of VWaWe BlXe Sk\ laZV Wo addiWional e[emSWionV, VXch aV SecWion 
4(a)(1) oU RXle 144, CaUWa belieYeV Whe CommiVVion VhoXld caUefXll\ conVideU Whe delicaWe 
balance beWZeen Whe bXUden of diVcloVXUe on iVVXeUV and inYeVWoUV, and Whe XWiliW\ Wo inYeVWoUV in 
Whe conWe[W of VecondaU\ maUkeW WUanVacWionV. 

CRQcOXVLRQ 
We conclXde ZiWh a SoZeUfXl TXoWe fUom Whe gUeaW modeUn economiVW ThomaV PickeWW\, Zhich 
deVcUibeV Whe SoZeU and imSoUWance of caSiWal oZneUVhiS in Whe debaWe aUoXnd ZealWh diVSaUiW\. 
PickeWW\ anal\]ed Whe UaWe of UeWXUn on caSiWal aVVeWV YeUVXV Whe gUoZWh UaWe of income Vince 
anWiTXiW\, and foXnd Whe UaWe of UeWXUn on caSiWal ZaV alZa\V aW leaVW 10 Wo 20 WimeV gUeaWeU. 
PickeWW\ aUgXeV WhaW ³WhiV facW iV Wo a laUge e[WenW Whe YeU\ foXndaWion of VocieW\ iWVelf: iW iV ZhaW 
alloZed a claVV of oZneUV Wo deYoWe WhemVelYeV Wo VomeWhing gUeaWeU Whan WheiU oZn 
VXbViVWence.´20 IW iV againVW WhiV backdUoS WhaW CaUWa aSSlaXdV Whe CommiVVion foU acWiYel\ 
UeconVideUing Whe UegXlaWoU\ fUameZoUk goYeUning oXU SUiYaWe maUkeWV, and XUgeV conVideUaWion 
of a meaVXUed e[SanVion of acceVV and OLTXLdLW\ Wo one of Whe moVW YalXable aVVeW claVVeV in 
Whe ZoUld. 

19 FoU e[amSle, ETXiW\Zen¶V fee VchedXle cXUUenWl\ diVcloVeV a Vcaled fee foU inYeVWoUV Uanging beWZeen 
3% and 5% of inYeVWed caSiWal. In addiWion Wo inYeVWoU feeV, Velling VhaUeholdeUV aUe chaUged an 
XndiVcloVed and SUeVXmabl\ negoWiaWed SlacemenW fee. FXUWheUmoUe, ETXiW\Zen noWeV WhaW foU 
VhaUeholdeUV WheUe ma\ be addiWional coVWV aVVociaWed ZiWh comSleWing a Vale WhaW aUe noW imSoVed b\ oU 
Said Wo ETXiW\Zen inclXding a legal oSinion and oU a WUanVfeU fee, Uanging beWZeen $1,000 and $3,000 
each. BaVed on conYeUVaWionV ZiWh VhaUeholdeUV and inYeVWoUV, Ze belieYe ETXiW\Zen¶V fee VchedXle Wo 
be UeSUeVenWaWiYe of man\ of Whe e[iVWing bUokeUage and SlaWfoUm SUoYideUV. 
20 See ThomaV PickeWW\, CaSLWaO LQ WKe 21VW ceQWXU\ aW 353. 
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https://fUameZoUk.19
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We aSSUeciaWe Whe oSSoUWXniW\ Wo VXbmiW WheVe commenWV and VWand Uead\ Wo anVZeU an\ 
TXeVWionV \oX ma\ haYe aV a UeVXlW of WhiV VXbmiVVion. 

SinceUel\, 

HenU\ S. WaUd AdUian Facini AndUeV J. TUXjillo, EVT. 
CEO VP Rf PURdXcW DLUecWRU Rf PURdXcW 
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