1.::“‘.

‘;3

& Ai\

m }\\\n\_ -
R iy
W

\ T

P *...

Small and Emerging Fund Terminology

Overview for the Small Business Capital Formation
Advisory Committee

April 30, 2021

The views expressed in this presentation are the speakers’ own and do not necessarily reflect those of the Commission, Commissioners, or Commission Staff.
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“Cutting Through the

Jargon” Glossary

The following terms are pulled
from the glossary created by
the Office of the Advocate for
Small Business Capital
Formation in collaboration with
other SEC staff.

Available online at
www.sec.gov/cutting-through-
the-jargon.
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CUTTING THROUGH
THE JARGON

Fund(amental)s

Whether you are locking to a fund for financing or as an investment opportunity or you are forming your
own fund, a familiarity with these commonly used terms will help guide your way.

3(c)(1) Fund

A 3(c)(1) fund is a pooled invesiment vehicle that is excluded from the definition of invesiment company in the Invesiment
Company Act because it has no more than 100 beneficial owners (or, in the case of a qualifying venture capital fund, 250
beneficial owners) and otherwise meets criteria outlined in Section 3(c)(1) of the Investment Company Act.

Want to learn more? Fast Answers: Investment Company Registration and Regulation Package — Private
Investment Companies



http://www.sec.gov/cutting-through-the-jargon
http://www.sec.gov/cutting-through-the-jargon
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Key Categories of Small Fund Regulation

The Fund

Investment Company
Act of 1940

The Manager The Capital
Raising

Investment

Advisers Act of The Securities Act
1940 of 1933

For more information, see: Federal Securities Laws | Fast Answers: Investment Companies

U.S. Securities and Exchange Commission | Office of the Advocate for Small Business Capital Formation


https://www.investor.gov/introduction-investing/investing-basics/role-sec/laws-govern-securities-industry#invcoact1940
https://www.sec.gov/fast-answers/answersmfinvcohtm.html

Regulation of the Fund

U.S. Securities and Exchange Commission | Office of the Advocate for Small Business Capital Formation



10,000 Foot Overview: Types of Funds

Funds

Subject of Regulation (Pooled Investment Vehicles)

, : : Registered Investment Exempt Private
40 Act Registration Companies

Mutual Interval UITs ggggtee/ Venture
Funds Funds (Unit _ :
Common Fund Types (Open-End (Closed-End Investment Equity CEIE]

Companies) Companies) Trusts) Funds Funds

For more information, see: Federal Securities Laws | Fast Answers: Investment Companies | Fast Answers: Investment Company Registration and Regulation Package]
L What is an Investment Companyf? | Fund Disclosure at a Glance

U.S. Securities and Exchange Commission | Office of the Advocate for Small Business Capital Formation


https://www.sec.gov/investment/fund-disclosure-at-a-glance
https://www.investor.gov/introduction-investing/investing-basics/role-sec/laws-govern-securities-industry#invcoact1940
https://www.sec.gov/fast-answers/answersmfinvcohtm.html
https://www.sec.gov/investment/fast-answers/divisionsinvestmentinvcoreg121504htm.html#P52_4641
https://www.sec.gov/investment/fast-answers/divisionsinvestmentinvcoreg121504htm.html#P52_4641

Fund Exemptions from Investment Company Act of 1940

Zooming in on VC Exempt Venture Capital
Funds Funds

Investment Compan
Act Exemptio?w g 3(c)(1) Funds 3(c)(7) Funds

“Qualifying Venture
Capital Fund”

+<250 beneficial owners
A\\\[D)

*<$10 million in
aggregate capital
contributions + uncalled
capital commitments
AND

«qualifies as VC fund

Generally
I

All investors are
qualified purchasers
(i.e., have
investments >$5M
for an individual or
>$25M for an entity)

<100 beneficial
owners AND

all accredited
investors

Criteria

For more information, see: Fast Answers: Investment Company Registration and Regulation Package — Private Investment Companies | Federal Securities
Laws | Economic Growth Reqgulatory Relief and Consumer Protection Act Section 504

U.S. Securities and Exchange Commission | Office of the Advocate for Small Business Capital Formation


https://www.congress.gov/bill/115th-congress/senate-bill/2155/text#toc-HE6BCA9562542463AA38F52894E7A1D84
https://www.sec.gov/investment/fast-answers/divisionsinvestmentinvcoreg121504htm.html#P84_14584
https://www.investor.gov/introduction-investing/investing-basics/role-sec/laws-govern-securities-industry#invcoact1940
https://www.investor.gov/introduction-investing/investing-basics/role-sec/laws-govern-securities-industry#invcoact1940

Regulation of the Manager
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10,000 Foot Overview: Fund Manager Registration

Subject of Regulation Fund Managers

Investment Advisors Registered Investment Exempt Reporting
Act Adviser (RIA) Adviser

- Private Venture
- Small Mid-Size Large :
Type of Adviser : : : Fund Capital
Adviser Adviser Adviser Aehfeer v RsEr
$25M-100M Solely an
o <$25M AUM, AUM, >§1UOI\(/I) M advisgr to Solely an
Cr|ter|a regulated by generally register,ed private funds adviser to

state regulated by with SEC with <$150M VC funds

state in AUM

For more information, see: Investor Bulletin | Federal Securities Laws | Investment Advisers Act Section 202(a)(11) | Reporting with the SEC as an Exempt Reporting
Adviser | Rules Implementing Dodd-Frank Act Amendments to the Investment Advisers Act: A Small Entity Compliance Guide

U.S. Securities and Exchange Commission | Office of the Advocate for Small Business Capital Formation


https://www.investor.gov/introduction-investing/general-resources/news-alerts/alerts-bulletins/investor-bulletins-71
https://www.sec.gov/rules/final/2011/ia-3221-secg.htm
https://www.investor.gov/introduction-investing/investing-basics/role-sec/laws-govern-securities-industry#invadvact1940
https://www.govinfo.gov/content/pkg/COMPS-1878/pdf/COMPS-1878.pdf
https://www.sec.gov/divisions/investment/iard/iardfaq.shtml#exemptreportingadviser
https://www.sec.gov/divisions/investment/iard/iardfaq.shtml#exemptreportingadviser

-
Exempt Venture Capital Fund Adviser Criteria

1. Represents to investors that it pursues a venture
capital strategy;
“Qualifying investments”

2. Generally limits redemption rights; generally means direct
equity investments in
3. Holds no more than 20% of the amount of the [C)Iriv;/te companies.
fund’s aggregate capital contributions and uncalled
capital commitments in non-qualifying investments Generally excludes:
(often referred to as the 20% non-qualifying pure debt instruments,

secondary shares,
public issuances, fund
of fund investments,
and some digital assets.

basket); and

4. Limits the use of leverage.

For more information, see: Federal Securities Laws | Rules Implementing Dodd-Frank Act Amendments to the Investment Advisers Act: A Small Entity Compliance
Guide | Press Release and Fact Sheet: Dodd-Frank Act Amendments to Investment Advisers Act

U.S. Securities and Exchange Commission | Office of the Advocate for Small Business Capital Formation


https://www.investor.gov/introduction-investing/investing-basics/role-sec/laws-govern-securities-industry#invadvact1940
https://www.sec.gov/rules/final/2011/ia-3221-secg.htm
https://www.sec.gov/rules/final/2011/ia-3221-secg.htm
https://www.sec.gov/news/press/2011/2011-133.htm
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Virtual Coffee Breaks

Small Business Forum

Small Business Capital
Formation Advisary
Committee

Fund(amental)s

Resources on How to

Aatee Canital Whether you are locking to a fund for financing or as an investment opportunity or you are forming your
alse L-apital

own fund, a familiarity with these commonly used terms will help guide your way.

SEC Small Business
Advocate Act of 2016

Cutting Through the

Jargon 3(c)(1) Fund

A 3(c)(1) fund is a pooled invesiment vehicle that is excluded from the definition of invesiment company in the Invesiment
Company Act because it has no more than 100 beneficial owners (or, in the case of a qualifying venture capital fund, 250
beneficial owners) and otherwise meets criteria outlined in Section 3(c)(1) of the Investment Company Act.

Want to learn more? Fast Answers: Investment Company Registration and Regulation Package — Private
Investment Companies
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