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§228.503

may use the following or other clear,
plain language:

DEALER PROSPECTUS DELIVERY OBLIGATION

Until (insert date), all dealers that effect
transactions in these securities, whether or
not participating in this offering, may be re-
quired to deliver a prospectus. This is in ad-
dition to the dealers’ obligation to deliver a
prospectus when acting as underwriters and
with respect to their unsold allotments or
subscriptions.

[63 FR 6380, Feb. 6, 1998]

§228.503 (Item 503) Summary informa-
tion and risk factors.

The small business issuer must fur-
nish the following information in plain
English. See §230.421(d) of Regulation C
of this chapter.

(a) Summary. Provide a summary of
the information in the prospectus
where the length or complexity of the
prospectus makes a summary useful.
The summary should be brief. The sum-
mary should not contain, and is not re-
quired to contain, all of the detailed in-
formation in the prospectus. If you pro-
vide summary business or financial in-
formation, even if you do not caption it
as a summary, you still must provide
that information in plain English.

Instruction to paragraph 503(a): The sum-
mary should not merely repeat the text of
the prospectus but should provide a brief
overview of the key aspects of the offering.
Carefully consider and identify those aspects
of the offering that are the most significant
and determine how best to highlight those
points in clear, plain language.

(b) Address and phone number. In-
clude, either on the cover page or in
the summary section of the prospectus,
the complete mailing address and tele-
phone number of your principal execu-
tive offices.

(c) Risk factors. (1) Discuss in a sec-
tion captioned ‘‘Risk Factors’ any fac-
tors that make the offering speculative
or risky. The factors may include,
among other things, the following:

(i) Your lack of an operating history;

(ii) Your lack of recent profits from
operations;

(iii) Your poor financial position;

(iv) Your business or proposed busi-
ness; or

(v) The lack of a market for your
common equity securities.

17 CFR Ch. Il (4-1-08 Edition)

(2) The risk factor discussion must
immediately follow the summary sec-
tion. If you do not include a summary
section, the risk factor discussion must
immediately follow the cover page or
the pricing information that imme-
diately follows the cover page. Pricing
information means price and price-re-
lated information that you may omit
from the prospectus in an effective reg-
istration statement based on
§230.430A(a) of this chapter.

[63 FR 6380, Feb. 6, 1998]

§228.504 (Item 504) Use of Proceeds.

State how the net proceeds of the of-
fering will be used, indicating the
amount to be used for each purpose and
the priority of each purpose, if all of
the securities are not sold. If all or a
substantial part of the proceeds are not
allocated for a specific purpose, so
state and discuss the principal reasons
for the offering.

Instructions to Item 504: 1. If a material
amount of proceeds will discharge debt, state
the interest rate and maturity. If that debt
was incurred within one year, describe the
use of the proceeds of that debt other than
short-term borrowings used for working cap-
ital.

2. If any material amount of the proceeds
is to be used to acquire assets or finance the
acquisitions of other businesses, describe the
assets or businesses and identify the persons
from whom they will be bought. State the
cost of the assets and, where such assets are
to be acquired from affiliates of the small
business issuer or their associates, give the
names of the persons from whom they are to
be acquired and set forth the principle fol-
lowed in determining the cost to the small
business issuer.

§228.505 (Item 505) Determination of
Offering Price.

(a) If there is no established public
market for the common equity being
registered or if there is a significant
difference between the offering price
and the market price of the stock, give
the factors that were considered in de-
termining the offering price.

(b) If warrants, rights and convert-
ible securities are being registered and
there is no public market for the un-
derlying securities, describe the factors
considered in determining the exercise
or conversion price.
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