Raising Capital from Investors

A roadmap to the SEC regulatory framework

October 4, 2022

The Securities and Exchange Commission disclaims responsibility for any private publication or statement of any SEC employee or Commissioner. The views expressed in
this presentation are the speaker’s own and do not necessarily reflect those of the Commission, Commissionears, or Commission Staff. This resource represents the views of
the staff of the Office of the Advocate for Small Business Capital Formation. It is not a rule, regulation, or statement of the Securities and Exchange Commission
("Commission”). The Commission has neither approved nor disapproved its content. This resource, like all staff statements, has no legal force or effect: it does not alter or
amend applicable law, and it creates no new or additional obligations for any person. This presentation does not provide legal advice. This presentation was produced and
disseminated at U.S. taxpayer expense.
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DIVERSITY AND VC
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() Women Business Owners

2.39% of venture dollars went to women-only
founding teams in 2020 (down from 3.3%
in 2019), and 10.8% went to women/men
co-founding teams (down from 11.9% in 2019)
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Minority Business Owners
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8% of VC-backed founders are
Hispanic/Latino (1.3%), African
American/Black (1.7%), or Asian
American/Pacific Islander (25.2%), an
aggregated increase from 23% in 2017.

Investor, “Divarsily in U.5S. Startups,” (2020)



Women Investors

Women remain underrepresented among angel investors.

29.5%01‘ angel investors in

2020 were women,
unchanged from 2019.
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Minority Investors

Minorities remain underrepresented among angel investors

5.5%of angel investors in
2020 were minorities,
down from 7% in 2019.
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(¥) Women in Leadership Roles

Women remain underrepresented among decision-makers within the venture
capital industry

Junior-Level Investment Investment Partners
Investment Professionals

Professionals 2016 20181 2020
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Source: see 2021 Annual Report p. 47; NVCA and Deloitte, “VC Human Capital Survey,” (Mar. 2021).



Minorities in Leadership Roles

Minorities are still underrepresented among decision-makers within the venture

capital industry, although firms have shown some progress from 2018 (gray bars)
and 2020 (colored bars)

Investment Professionals Investment Partners

3% 4% 5% 4%

— I 3% 3% 3% 4% '
African Hispanic/ Asian VWhite
American/ Latino American/ African Hispanic/ Asian White
Black Pacific American/ Latino American/
Islander Black Pacific lskhnder
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(#) Women and Minorities in Leadership Roles

have recently brought on

LPs, fund managers, partners, or board
members
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Source: see 2021 Annual Report p. 53; Morgan Stanley, “Venture Capital and Raclal Equality: How Altitudes and Actions Are Evolving and What \"«:__t,-,;:ﬁa_{rf" Small Business Capital Formation
Continuas to Hold the Industry Back,"” (2020).



(¥) Women and Minorities in Leadership Roles

Diversity among investment professionals directly impacts how the funds
operate, and importantly the founders in whom the funds invest

Deal flow origination

Investment committee decisions

Portfolio company board seats

Management of the company
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(»)How is VC investment activity changing?

Fundraising by new and emerging managers has not kept pace with record
levels of overall venture fundraising.

457 452

$20B [$23B @ $27B $46E W $26B [$365 M $24B '$578 | $19B '$55B

2017 2018 2019 2020 ~2021*

mEmerging Firm Fund Value mEstablished Firm Fund Value
—Emerging Firm Fund Count —Established Firm Fund Count
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UNDERSTAND COMMON PATHWAYS
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%, Securities Laws in a Nutshell

Under the federal securities laws, every offer or sale of securities, must be
registered with the SEC or conducted under an exemption from registration

* Rule 506(b) Private Placements

» Initial public offerings (IPOs) -
. Special Purbose Acquisition » Rule 506(c) General Solicitation
= & q Offerings

Companies
5 - Rule 504 Limited Offerings Exempt

Registered

Public - Direct Listings

- Regulation Crowdfunding Offerings 1
Offerings « Secondary registered offerings St ' A F Offerlngs

* Intrastate Offerings
» Regulation A Offerings
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-« How are the capital raising pathways being used?

Initial Public
Rule 506(c) Offerings
$124B $317B
Rule 506(b) ($850,000 median) ($225M median)

Private Placements

$1.9T Rule 504 Regulation A
($1.8M median) . —— $313M e — $%$1.7B
($160,000 median) ($2.3M median)

Crowdfunding

—— $174M Other Registered
($130,000 median) Offerings

Other Exempt $1.4T
($350M median)

Offerings
$1.3T

ange Commissio
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% Pathways to Capital Raising

® Rule 506(b) Private Placements allow companies to raise unlimited capital
from investors with whom the company has a relationship and who meet

o 0

o 0

‘W’ certain wealth thresholds or have certain professional credentials. A company
cannot use general solicitation in a 506(b) private placement.

((( ))) Rule 506(c) General Solicitation Offerings allow companies to raise unlimited
capital by broadly soliciting investors who meet certain wealth thresholds or

have certain professional credentials.

um Rule 504 Limited Offerings allow companies to raise up to $10 million in a
12-month period, in many cases from investors with whom the company has

I I a relationship.
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% Pathways to Capital Raising

Regulation Crowdfunding Offerings allow eligible companies to raise up to $5
million in investment capital in a 12-month period from investors online via a

registered funding portal.

Intrastate Offerings allow companies to raise capital within a single state
according to state law. Many states limit the offering to between $1 million to

$5 million in a 12-month period.

Regulation A Offerings (sometimes called a “mini-IPO") allow eligible
companies to raise up to $20 million in a 12-month period in a Tier 1 offering
and up to $75 million in a 12-month period in a Tier 2 offering through a
process similar to, but less extensive than, a registered offering.

Initial public offerings (IPOs) provide an initial pathway for companies to
raise unlimited capital from the general public through a registered offering.
After its IPO, the company will be a public company with ongoing public
reporting requirements.
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- General Solicitation: What's the deal?

A solicitation that conditions the market for an offering of securities is generally viewed
as a general solicitation that is marketing the securities. Examples:

8 KL

Newspaper and Unrestricted public Television and radio

magazine websites broadcasts
advertisements

Seminars (excluding
demo days)

Why does this matter? Depending upon which regulatory pathway a company choses to
raise capital, the company may be limited in how it can connect with potential investors.
For example, the most commonly used offering exemption under the federal securities

laws — Rule 506(b) of Regulation D —prohibits the use of general solicitation to market
the securities.
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-« How can | avoid general solicitation?

Conduct an offering that is limited to investors with whom the company (or its broker
dealer or investment adviser) has a pre-existing, substantive relationship.

"Pre-existing” "Substantive”

Formed before the start of

the offering Formed when the entity

offering securities (i.e., the
company or its broker-
dealer or investment
adviser) has sufficient
information to evaluate and
evaluates a potential
investor’s status as an
accredited investor

or

Established through a
broker-dealer or investment
adviser prior to that
investment professional’s
participation in the offering
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-+« What about demo days?

Recent rule changes clarify how companies can pitch to potential investors at
qualifying demo day events without being considered a general solicitation.

Key criteria include:

« Sponsor of the event is a college, university, state or local government, nonprofit
organization, angel investor group, incubator, or accelerator

» Sponsor is limited in its role outside of serving as the event host

« Advertising for the event does not reference any particular securities offering

» Information about the offering shared during the event is limited to notification

of planned or ongoing offering, type and amount of securities being offered,
intended use of the proceeds, and unsubscribed amount

« Virtual Events have additional restrictions on attendees

e U.5. Sacurities and Exchange Commission
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IDENTIFY TYPES OF INVESTORS
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2 What is the role of accredited investors?

Many of the offering exemptions under the federal securities laws limit participation

to accredited investors or contain restrictions on participation by non-accredited
investors.

Only Accredited Restrictions for No Restrictions for

Non-Accredited Non-Accredited
Investors Allowed

Investors Investors

+ Rule 506(c) General * Rule 506(b) Private 2 R#_Ie 504 Limited Offerings
Solicitation Offerings FIAEENGIL S * Intrastate Offerings
+ Regulation A Offerings + Public Offerings
+ Regulation Crowdfunding

éi:::u If I:{“’.-“ U.S. Sacurities and Exchange Commission
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2 How can individuals qualify as accredited?

Individuals may qualify as accredited investors based on wealth and income
thresholds, as well as other measures of financial sophistication.

. Financial Criteria:

» Net worth over $1 million, excluding primary residence (individually or with spouse or
partner)

» Income over $200,000 (individually) or $300,000 (with spouse or partner) in each of the
prior two years, and reasonably expects the same for the current year

Professional Criteria:

* Investment professionals in good standing holding the general securities representative
license (Series 7), the investment adviser representative license (Series 65), or the private
securities offerings representative license (Series 82)

= Directors, executive officers, or general partners (GP) of the company selling the securities
(or of a GP of that company)

« Any “family client” of a “family office” that qualifies as an accredited investor

« For investments in a private fund, “knowledgeable employees” of the fund

fé:-"' “E o ULS. Secwritles and Exchange Commission
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2 How can entities qualify as accredited?

Qe I Entities owning investments in excess of $5 million

The following entities with assets in excess of $5 million: corporations,
partnerships, LLCs, trusts, 501(c)(3) organizations, employee benefit plans,
“family office” and any “family client” of that office

Entities where all equity owners are accredited investors

Investment advisers (SEC- or state-registered or exempt reporting advisers)
and SEC-registered broker-dealers

A bank, savings and loan association, insurance company, registered
investment company, business development company, or small business
investment company or rural business investment company
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INVEST/RAISE THROUGH FUNDS
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Key Categories of Fund Regulation
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() 10,000 Foot Overview: Types of Funds

: . Funds
Subject of Regulation (Pooled investment Vehicles)

Common Fund Types

"1}&‘ U.5. Securitics and Exchange Commission
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@ Exclusions from the Investment Company Definition

Zooming in on VC

Eunds Venture Capital Funds

Exclusions from the
Investment Company
Definition

Generally

Criteria

3(c)(1) Funds

"Qualifying Venture
Capital Fund"

<250 beneficial owners

AMND
: <%10M in aggregate capital contributions
<100 beneficial owners + uncalled capital commitments
AND

27 VClInclude Fellowship | October 4, 2022

qualifies as VC fund

3(c)(7) Funds

All investors are qualified
purchasers (i.e., have investments

>%5M for an individual or >$25M for

an entity)
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@ 10,000 Foot Overview: Fund Manager Registration

Subject of Regulation Fund Managers
EVfStment Advisers Registered Investment Adviser (RIA) U.S. Exempt Reporting Adviser
C

. Small Mid-Size Large Private Fund Ll
Tpe of Achise =

$25M-100M Solely an adviser
AUM, generally to private funds
with <$150M

<$25M AUM,

Criteria regulated by
state

>$100M AUM,
registered with
SEC

Solely
an adviser to
VC funds

regulated by
state

& ] mﬂi‘}., U.S. Sacurlties and Exchange Commission
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@ Exempt Venture Capital Fund Adviser Criteria

1. Represents to investors that it pursues a venture T Qualifying

investments”
generally means
direct equity
investments in
private companies.

capital strategy;
2. Generally limits redemption rights;

3. Holds no more than 20% of the amount of the fund'’s
Generally excludes:

aggregate capital contributions and uncalled capital S Al
commitments in non-qualifying investments (often — Seggitgggifj;ﬁ
referred to as the 20% non-qualifying basket); and R
4. Limits the use of leverage szségigfse};ﬁs_
- J
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RULE PROPOSALS
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= Rule Proposals

* Private Fund Adviser Proposal

« ESG Disclosures for Advisers and Funds Proposals

* Fund Names Rule Proposal

fé:-"' “E o ULS. Secwritles and Exchange Commission
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RESOURCES AND TOOLS
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Resources and Tools

>> LEARN MORE

www.sec.gov/capitalraising
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Explore SEC resource= o help eguip smal busnesses. from stariugp to =mal cap, and

ther imvestors with the lools needed 1o navigale capial ramng

Gettng Started:. Understanding the Fundamentals

$ @ a

Nawgate You Oplions

1

Capital Raising Video
Gallery Additional Resources

Glossary of Terms Buildng Blocks
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¥\ Resources and Tools
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private placement

compliance

+-..CUTTING THROUGH. .. ..

e

aftering exemption

www.sec.gov/capitalraising

Fund(amental)s

Whethar you are ooking o 8 fund for financing or a5 an investiment opportunity oF YoU B5e IDnmeng yo
own fund, a famskarty with thase commondy used terms will help guide your way

3(c)(1) Fund

A el tand 1= & pocled imvestment valecl thal & axchetod fom the dafinion of iestmant cormpany in the lvestmenl
Company Act becauss it has no more than 100 baneficssl owners (of. n the case of 8 gualfying venlure capeal fund 250
beneficzal owners) and otherwise meets crilena outhned m Secton JCH 1) of the investmant Company Act
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ﬁ_ﬂﬁ_‘_“%l U.5. Sacurities and Exchange Commission
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% Resources and Tools e =S

Mapping Investment in America: Where are Companies Raising Capital?

Regulation D

>> LEARN MORE

www.sec.gov/capitalraising

. Ove =
WHERE HOW WHEN
‘ Sians B [ Regulston B ‘ July 2020 io Jone 2021
s_‘.‘.‘-._. “i5. WS Seowrities and Exchange Commission
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2\ Resources and Tools

www.sec.gov/capitalraising

BUILDING

BLOCKS

Explore ihe fundamentals of capital raising with the Office ol the Advocate for Small
Business Capital Formation,

L] Eu —
g &,
w o A4
What patheays are avallable to raise What is the role of accredited mestors?
capital from investors?

What is general solicitation? Hiew 0 private funds provids cagital
to sarty-sisge companies?

R
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ENGAGE WITH US

< ol $J

smallbusiness@sec.gov www.sec.gov/oasb @SECGOV
#SECSmallBiz

5 i
P b UL, Sacurities and Exchange Commissian

]M | Office of the Advocate for
2% Small Business Capital Formation



	Slide Number 1
	Slide Number 2
	Slide Number 3
	Slide Number 4
	Slide Number 5
	Slide Number 6
	Slide Number 7
	Slide Number 8
	Slide Number 9
	Slide Number 10
	Slide Number 11
	Slide Number 12
	Slide Number 13
	Slide Number 14
	Slide Number 15
	Slide Number 16
	Slide Number 17
	Slide Number 18
	Slide Number 19
	Slide Number 20
	Slide Number 21
	Slide Number 22
	Slide Number 23
	Slide Number 24
	Slide Number 25
	Slide Number 26
	Slide Number 27
	Slide Number 28
	Slide Number 29
	Slide Number 30
	Slide Number 31
	Slide Number 32
	Slide Number 33
	Slide Number 34
	Slide Number 35
	Slide Number 36
	Slide Number 37
	Slide Number 38

