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EMPOWERING ENTREPRENEURS:
REMOVING BARRIERS TO CAPITAL
ACCESS FOR SMALL BUSINESSES

Wednesday, February 8, 2023

U.S. HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON CAPITAL MARKETS,
COMMITTEE ON FINANCIAL SERVICES,
Washington, D.C.

The subcommittee met, pursuant to notice, at 2:05 p.m., in room
2128, Rayburn House Office Building, Hon. Ann Wagner [chair-
woman of the subcommittee] presiding.

Members present: Representatives Wagner, Lucas, Sessions,
Huizenga, Hill, Emmer, Mooney, Meuser, Garbarino, Lawler,
Nunn, Houchin; Sherman, Vargas, Gottheimer, Casten, Nickel,
Lynch, and Cleaver.

Ex officio present: Representative Waters.

Chairwoman WAGNER. The Subcommittee on Capital Markets
will come to order.

Without objection, the Chair is authorized to declare a recess of
the subcommittee at any time.

Today’s hearing is entitled, “Empowering Entrepreneurs: Remov-
ing Barriers to Capital Access for Small Businesses.”

I now recognize myself for opening remarks.

Eleven years ago, the Jumpstart Our Business Startups (JOBS)
Act of 2012 was enacted into law by a divided Congress, with the
intention of increasing access to capital for small businesses and
entrepreneurs in the United States. The purpose of the JOBS Act
was to provide greater opportunities for small business owners and
entrepreneurs to grow their companies and create jobs in their
communities.

Despite the successes of the JOBS Act, there are still significant
regulatory barriers that impede the growth of small businesses and
hinder the competitiveness of job growth in the United States.
Small businesses, which make up 99 percent of all enterprises and
employ almost half of the U.S. workforce, are disproportionately af-
fected by these barriers. The lack of access to capital makes it chal-
lenging for small business owners to grow and expand their compa-
nies, which can limit job creation and, of course, economic growth.

For this reason, I am thrilled to convene this hearing today and
to discuss policy reforms that will reduce the obstacles and improve
access to capital for small and private businesses and entre-
preneurs across the country, not just in the financial centers on our
nation’s coasts but in every State.
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The decline in small business loan approval rates from 81 per-
cent before the COVID-19 pandemic to 68 percent in 2021 under-
scores the importance of maintaining and enhancing our private
markets as a viable option for small business capital needs.

If we limit access to capital in our private markets, as SEC Chair
Gensler intends to do, where will small businesses turn for fund-
ing, considering the decrease, in particular, in loan approval rates?
The need for access to capital is critical, and small businesses must
have options available to them to secure the funding they need to
grow and create jobs.

Republicans on this committee believe that entrepreneurs and
founders should raise money with as little friction as possible. As
a result, Congress and regulators must adopt common-sense, for-
ward-thinking policies that reduce barriers and increase access to
capital, raising opportunities for American entrepreneurs.

The proposed legislation that we are discussing today will lead
to increased competitiveness and more opportunities for companies
on Main Street to thrive. Healthy public and private markets can
coexist, and we should work together to pursue policies that make
both markets attractive places to raise capital and spur economic
growth.

As the Chair of this subcommittee, I am eager to tackle these
regulatory barriers that prevent small businesses and entre-
preneurs from accessing capital. Today’s proposals will enable all
entrepreneurs, including those who have been overlooked and un-
derserved, to create jobs and grow their businesses, regardless of
their background or location. Our goal is to ensure that small busi-
ness owners and entrepreneurs have the resources they need to
succeed and create jobs in their communities.

In conclusion, the JOBS Act of 2012 was a step in the right di-
rection, but there is still much work to be done to improve access
to capital for small businesses and entrepreneurs. The regulatory
barriers that exist must be addressed and policy reforms must be
implemented to reduce these obstacles and enhance access to cap-
ital. This will enable small businesses to grow and create jobs, con-
tributing to the overall economic growth and competitiveness of the
United States.

I am committed to working with my colleagues in this sub-
committee to achieve these goals and to make the American Dream
a reality for entrepreneurs.

The Chair now recognizes the ranking member of the sub-
committee, Mr. Sherman, for 5 minutes for an opening statement.

Mr. SHERMAN. I'm glad we are having this hearing, our second
hearing today. I am a little jealous of Chairwoman Wagner, for she
is in a situation where she is allowed to hold two hearings in one
day. Sometimes, you are not allowed to hold two hearings in the
same month, under some circumstances.

We are talking about removing barriers to private placements
and small businesses. Keep in mind that sometimes barriers are
good, and sometimes they are not. We are always told the barrier
prevented you from investing in Apple. Maybe it prevented you
from investing in Pear, Banana, or Kumquat.

And when a barrier successfully prevents an investor from in-
vesting in a bad or fraudulent investment or an investment where
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there is not enough information to evaluate it, that is not just good
for that one investor, it is good for our overall capital markets. The
willingness of Americans to invest is dependent upon the protec-
tions they enjoy.

And our present system is not working all that poorly when the
private placement market raised $4.45 trillion from July 1, 2021,
to June 30, 2022, and it did so without the biggest frauds and dis-
asters that we are aware of coming to mind. I remember when the
biggest failures were WorldCom and Enron. Today, the biggest fail-
ures or most famous ones that come to mind are FTX and Luckin
Coffee, not subject to U.S. regulation. If you send your money to
China, or you send your money to the Bahamas, you cannot then
complain that Gary Gensler did not protect you.

We should be drafting statutes that help genuinely small busi-
nesses. When people in my district think of small businesses, they
think of Casa Vega on Ventura Boulevard, not some company with
a $2-billion capitalization. That doesn’t mean we shouldn’t draft
statutes that help medium-size businesses, but we shouldn’t paint
a picture of a pizzeria and then draft a bill for a $2 billion enter-
prise. We need the right picture when we are drafting the bill.

As I think all of you know, I am old. Even before I came to Con-
gress, I was in the business world as a CPA and attorney. And
back then, banks lent money to small businesses even when there
was a chance of failure and without taking a note on the owner’s
home. They would make a prime plus 3, a prime plus 4, or a prime
plus 5 loan, and that was a fair loan because that loan had a 4 or
5 percent chance of a default. The business might have a 4 to 5
percent chance of failing. And if that were to happen, the bank
might recoup only half of the money that it lent.

Today’s bank examiners won’t let you do that, so banks, the tra-
ditional way a small business gets financed, aren’t available. I
made that point in this room, not at our hearing but at our Finan-
cial Institutions and Monetary Policy Subcommittee hearing this
morning. What we need is for our banks to able to have a portion
of their loans, a portfolio with some risk of default and some risk
of loss.

A second source of capital is a small business investment com-
pany. Last year, along with Mr. Huizenga, I introduced a bill that
would help those companies get capital and then put their capital
into small businesses. Due to a quirk, investment index mutual
funds can’t really invest in business development companies
(BDCs) because of the way the SEC defines the expenses of the
mutual fund that is making the investment.

BDCs are a vital source of capital to the genuinely small busi-
ness. We are going to reintroduce this legislation. We are looking
for cosponsors who want to be originals. We will probably reintro-
duce it tomorrow. It is the Access to Small Business Investor Cap-
ital Act.

I am told that between the two hearings today, and the one we
will do in early March, that we will be considering 30 bills, includ-
ing discussion drafts. As far as I know, the Access to Small Busi-
ness Investor Capital Act will be the only one that has an official
Democratic chief author, although I am thrilled to have Mr.
Huizenga working with me on the bill. And I am hoping that we
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won’t just be talking about 30 bills, but even more with Democratic
chief authors.

I look forward to working with you both in the morning and the
afternoon to have a balanced approach to making more rational our
private offerings, not with the goal of reducing or increasing regu-
lation, but making it more rational.

I yield back.

Chairwoman WAGNER. Thank you, Ranking Member Sherman.

We have offered, after the notification of this hearing, bills to be
put forward for consideration. I am sure there will be a lot of Dem-
ocrat co-leads on many of our bills. So, we look forward to working
together. And I promise I will make you work morning and after-
noon, but rarely nights. So, here we are.

I want to welcome our witnesses. First, we are going to hear
from Mr. Mac Conwell. Mr. Conwell is the founder and managing
partner of RareBreed Ventures, an emerging venture capital (VC)
fund located in Baltimore, Maryland. Mr. Conwell is a former soft-
ware engineer and two-time founder. When he started his first
fund, he did not have a network of limited partners, so he raised
money on Twitter under the Rule 506(c) reforms implemented by
the JOBS Act of 2012. Welcome.

Second, Mr. Doug Ellenoff—a regular here, I believe—is a part-
ner with Ellenoff Grossman & Schole LLP. His practice focuses
mostly on business transactions, mergers and acquisitions, and cor-
porate financings. During his career, he has represented numerous
broker-dealers, venture capital investor groups, and many corpora-
tions involved in the capital formation process. Welcome.

Third, Ms. Deborah Gladney is the CEO and is co-founder of
WorkTorch. Ms. Gladney is an entrepreneur with more than a dec-
ade of experience designing communication strategies and pro-
grams. Prior to co-founding WorkTorch, an education tech company
in Wichita, Kansas, she managed stakeholder engagement, media
relations, reputation management, and strategic positioning for cor-
porations and nonprofit organizations. Welcome.

Fourth, Ms. Darcy Howe—who now hails from Kansas City, Mis-
souri, but she used to be a constituent of mine in Kirkwood, Mis-
souri—is the founder and managing director of the KCRise Fund.
Ms. Howe has been an angel investor for 20 years. She is a found-
ing member of a private banking and investment group of Merrill
Lynch in Kansas City, which grew from 30 advisers to 350, with
$240 billion in assets under management and over $1 billion in
revenue before her retirement in 2015. She started KCRise Fund
after recognizing the need for local economic growth in middle-in-
come areas in the greater Kansas City region. Welcome.

And finally, Ms. Alexandra Thornton is the senior director of Tax
Policy with the Center for American Progress. Prior to joining the
Center for American Progress, she worked as the executive vice
president for policy, planning, and business affairs at the Jane
Goodall Institute, and was a tax policy adviser to a U.S. Senator
who served on the Senate Finance Committee, where she provided
counsel on trade, banking, and securities issues.

I want to thank all of you for taking the time to be here. Each
of you will be recognized for 5 minutes to give an oral presentation
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of your testimony. We are going to have a tight gavel here today,
so pay attention to the clock, please.

And without objection, each of your written statements will be
made a part of the record.

Mr. Conwell, you are now recognized for 5 minutes for your oral
testimony.

STATEMENT OF MCKEEVER E. CONWELL II, FOUNDER AND
MANAGING PARTNER, RAREBREED VENTURES

Mr. CONWELL. Thank you. Chairwoman Wagner, Ranking Mem-
ber Sherman, and members of the subcommittee, thank you for the
opportunity to testify today on the importance of creating better ac-
cess to capital for both entrepreneurs and those who fund their
amazing companies.

My name is McKeever Edward Conwell II, and I am the founder
and managing partner of RareBreed Ventures, or RareBreed, which
I am representing today. RareBreed is a venture capital, or VC,
firm that invests in and supports innovative startups in the ear-
liest stages.

I want to first say that I am here to address the much-needed
Improving Capital Allocation for Newcomers (ICAN) Act, due to my
personal experience in raising a fund and my expertise, but I am
in full support of all seven bills being addressed today.

In 2020, I launched RareBreed Ventures as a response to the
lack of access to capital for founders of color and founders outside
of major investment hubs, as well as a response to a lack of cul-
tural competency from many VCs when it came to investing in
founders who didn’t look like them or didn’t come from similar
backgrounds.

These two issues came to me in the form of Shawna Stepp-Jones,
a Black single mother from Baltimore who was creating a dryer for
wigs. I immediately got what she was creating, but other investors
didn’t. So after 3 years of getting noes from folks who didn’t look
like her, she decided the only way for her to get access to capital
was to become a surrogate mother, even knowing that Black
women are 3 times more likely to die from pregnancy-related
causes.

This is why I started RareBreed Ventures, but I didn’t have a
network of wealthy folks to raise the funds from, so it forced me
to get creative and use two regulations to help. The first was Rule
506(c) of Regulation D, which allows for public solicitation of a
fund’s offering, but requires that every investor in that fund be an
accredited investor. And the second was an amendment to Section
3(c)(1) of the Investment Company Act of 1940, which allows a fund
of $10 million or less to have up to 250 investors instead of 100.

The first regulation allowed me to use social media, Twitter
mainly, to meet with many potential investors. Thanks to this, I
was able to have 1,128 meetings in my first 90 days and more than
4,000 meetings in total. The second regulation allowed me to offer
investors to invest as little as $10,000, compared to the $100,000
I would have had to ask them to invest before the amendment.

This led to me having 194 investors in RareBreed. Of these in-
vestors, 83.5 percent invested $50,000 or less. Many of these inves-
tors are people of color and/or first-time investors in a fund, be-
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cause they hadn’t had access to make such an investment or
couldn’t risk the high minimum threshold for funds. This means
that before, they were limited to investing in companies either di-
rectly, where there is a much higher risk of them losing all of their
money, or investing in stocks of publicly-traded companies, which
the average venture fund has historically outperformed, according
to the Harvard Business Review.

But unfortunately, without the ICAN Act, almost all of these
small-dollar investors, who make up 83 percent of our investors,
will not be able to invest in RareBreed Ventures Fund II, that is
162 out of 194 investors, since our new minimum will have to be
at $250,000 or more.

The current rules limit the amount of capital and sources of cap-
ital for small and new investment funds, leading to less capital to
help drive innovation, economic growth, and job creation, especially
when we are talking about companies started by founders of color,
because we know that, in particular, Black-led funds are 4 times
more likely to invest in Black-led companies. Also, keeping in mind
that almost all of the Black-led venture funds in America would fit
under the new rules of the ICAN Act, because most of us have
funds that are less than $150 million.

With the ICAN Act, such limiting factors would be greatly re-
duced, allowing more accredited investors to have opportunities to
participate in the asset class. With lower minimums, investors can
potentially invest smaller amounts of money into more VC funds
to spread out their risk and better diversify their investments.

Today, many funds have to turn away investors because of these
current limits. This results in the loss of millions of dollars in po-
tential funding for future innovation and job creation, while also
excluding investors from being able to truly diversify their own in-
vestments and limiting their ability to wealth creation.

Even more so, those who do have enough wealth to continue to
participate in the venture asset class are almost exclusively from
a non-diverse population. This only serves to further widen the ra-
cial and gender wealth gap here in America and puts limits on the
types of innovation we see in this country.

In conclusion, I am excited to see Congress working through
issues that impact access to capital and drive innovation. As some-
one who has spent my entire career in venture capital as an advo-
cate for access to capital and reducing barriers, I look forward to
supporting and assisting this committee in any way possible.

Thank you for the opportunity to testify today, and I look for-
ward to your questions.

[The prepared statement of Mr. Conwell can be found on page 36
of the appendix.]

Chairwoman WAGNER. And we thank you.

Mr. Ellenoff, you are now recognized for 5 minutes to give your
oral testimony.

STATEMENT OF DOUGLAS ELLENOFF, PARTNER, ELLENOFF
GROSSMAN & SCHOLE LLP

Mr. ELLENOFF. Good afternoon, Chairwoman Wagner, Ranking
Members Sherman and Waters, and members of the Capital Mar-
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kets Subcommittee. It is a pleasure to be a part of this important
hearing.

I was last here in front of this subcommittee on September 11,
2019, for the hearing examining private market exemptions as a
barrier to IPOs and retail investment. There have been significant
developments in the capital market since, and we are now back to
an environment where entrepreneurs need further assistance from
Congress. I trust that you will seriously consider the proposed bills,
all of which I support.

My name is Doug Ellenoff. I am a partner in the New York-based
law firm of Ellenoff Grossman & Schole. I am a corporate and secu-
rities lawyer and have been practicing for over 35 years. My law
firm has been in business for more than 30 years, has nearly 130
lawyers, and we are regularly one of the top 10 IPO law firms in
the country, and we do an equal number of other types of
financings. We are market leaders in several alternative finance
programs, including crowdfunding, special purpose acquisition com-
panies (SPACs), private investments in public equity (PIPEs), and
registered directs.

I have spent nearly 10 years after the passage of the JOBS Act
working with the leadership of the crowdfunding movement, trav-
eling extensively domestically and abroad, including dozens of trips
to D.C., to provide our views on the proposed and final Regulation
Crowdfunding and various JOBS Act rules and regulations.

I am legal advisor to the Association of Online Investment Plat-
forms, the leading voice in D.C. for the industry. I am also a co-
founder of two legal technology companies catering to the broader
crowdfunding industries, one called LawCloud and the other called
GUARDD.

My comments are my own and not on behalf of my firm, my cli-
ents, or the associations with which I am affiliated.

Given today’s volatile market conditions where capital is scarce
for entrepreneurs, not unlike the period right before an overwhelm-
ingly-bipartisan congressionally-enacted JOBS Act, the timeliness
of today’s hearing is more important than it has been in the last
decade.

According to the data published by Crowdfund Capital Advisors,
from the inception of crowdfunding in 2015, to 2019, my last testi-
mony here, there was $193 million raised in the aggregate. From
2019 until today, $1.4 billion has been raised. That is a sevenfold
increase, which clearly demonstrates the commercial acceptance
and viability of what Congress collectively put into motion in 2012
with the JOBS Act.

There have been over 4,300 funded transactions, 3,500 just since
2019. We have empowered a nationwide footprint of entrepreneurs
to access capital to fund their American Dreams and create jobs,
several of whom are with us. And it is exciting to meet them and
see their vision come into reality, quite frankly.

We have created 225,000 jobs. Although the studies are limited,
the data indicates that of these funded transactions, 55 percent of
them have at least one woman or minority founder, have an 81 per-
cent success rate, and represent nearly 48 percent of all capital
raised.
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We can all be very pleased with the results of crowdfunding,
which would not have been implemented without the support of all
constituents represented here. Regulators were decidedly uncom-
fortable with the idea of crowdfunding, and many of their stated
concerns did not materialize.

Had we not proceeded and acted together, our economy wouldn’t
have benefited and, more importantly, these entrepreneurs would
not have been funded and been able to hire employees. It is a won-
derful example of Congress taking action that has had a very posi-
tive real world impact.

On a personal note, since my last testimony, my fellow panelist,
Renee Jones, left her professorship at Boston College Law School
to be appointed Director of the Division of Corporation Finance at
the Securities and Exchange Commission; and Mike Piecek finished
his time as head of the Department of Financial Regulation of the
State of Vermont to be elected as the State’s Treasurer.

As you might suspect, I am a little disappointed that my status
remains unchanged, but I remain hopeful that my testimony here
today may have a similar impact on my professional resume as it
has for my esteemed colleagues.

I look forward to sharing my views on many of the proposals that
will be discussed at today’s hearing, and I thank Chairman
McHenry for hosting this important hearing today. Thank you.

[The prepared statement of Mr. Ellenoff can be found on page 41
of the appendix.]

Chairwoman WAGNER. And we thank you.

Ms. Gladney, you are now recognized for 5 minutes to give your
oral testimony.

STATEMENT OF DEBORAH GLADNEY, CEO AND CO-FOUNDER,
WORKTORCH

Ms. GLADNEY. Chairwoman Wagner, Ranking Member Sherman,
and members of the subcommittee, thank you for the opportunity
to appear here today.

My name is Deborah Gladney, and I am the CEO and co-founder
of WorkTorch. We are a career platform for service workers based
in the heartland of Wichita, Kansas. I am honored to be here today
with my sister and co-founder sitting right behind me, Angela
Muhwezi-Hall, and to be present for such a critical agenda that im-
pacts entrepreneurs like us from across the country.

When we started our company at the peak of the pandemic, we
had no idea our company would take us to the places we have
been, help the people we have helped, or allow us to see the things
we have seen, things such as the extreme disparities in access to
resources and capital amongst entrepreneurs.

Last year, startups with all-women founding teams like ours re-
ceived just 1.9 percent of all venture dollars. And as Black found-
ers, we received just a mere 1 percent. As if the odds aren’t stacked
up against us enough, 75 percent of all venture capital investments
go to just three metro areas, and I can promise you that Wichita,
Kansas, isn’t one of them.

According to the data, my sister and I, as Black women founders
in Kansas, should not be here in front of you today. What made
the difference, you ask? We had our first example of hard work
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from our parents. They came to this country from Uganda and
worked hard to obtain their doctorate degrees, all while raising
their five children, with no support or generational infrastructure
built in this country.

They were our first example of what it means to be an entre-
preneur, to build something out of nothing, to be scrappy and resil-
ient, even if you are told no a hundred times a day, to take risks,
even if it means leaving what feels comfortable, for the chance at
building something big, even if it means me walking away from a
comfortable salary while 8 months pregnant to build WorkTorch, or
even if it means my sister leaving an esteemed university in beau-
tiful Los Angeles to live in my basement with her husband as we
built our company.

We did it because we knew building WorkTorch not only had the
power to change our lives but the lives of service workers and their
families. Every single day, our company helps people find fulfill-
ment in life while being rewarded for what they do. But without
our parents’ example, I don’t think my sister and I would have
made it this far.

When we started WorkTorch, we had no connections or family or
friends we could lean on for capital. We cold-pitched 379 investors,
and we received 379 noes. We had to pull money from our own
401(k)s to build our product. But with our little money, we created
a platform that garnered over 1,000 users in the first few weeks
without receiving a dollar from anyone.

The scrappiness our parents taught us is what got us to the point
of eventually becoming the first Black women in Kansas to raise
over $1 million in venture funding. But we also had to come to the
table with twice as much to often receive twice as less.

It is also hard for us to be proud of the fact that in 2023, we are
still seeing a lot of firsts for minority and rural entrepreneurs. Ac-
cess to capital is literally stunting the ability of many businesses
like ours to grow, and this is why today’s proposed bills are so im-
portant.

Wouldn’t it be great if more people who looked like me could in-
vest in more people who look like me? The simple fact of the mat-
ter is that who gets funded depends a great deal on who is doing
the investing. As a nation, we know the benefits of encouraging en-
trepreneurship across backgrounds. We create jobs, we spark inno-
vation, and we allow America to maintain its position as the most-
competitive nation on the planet.

So it is in our nation’s best interest to foster more firsts like my
sister and I and create more seconds and thirds and fourths and
beyond to where we won’t even have to count anymore. It is my
hope you will be on the right side of entrepreneurial history today,
and I look forward to your questions.

[The prepared statement of Ms. Gladney can be found on page
49 of the appendix.]

Chairwoman WAGNER. Thank you, Ms. Gladney. I am so glad
that you and your sister are here with us today. Congratulations.

Ms. Howe, you are now recognized for 5 minutes to give your oral
testimony.
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STATEMENT OF DARCY A. HOWE, FOUNDER AND MANAGER
DIRECTOR, KCRISE FUND

Ms. HOWE. I have heard this story a lot, and I am still
verklempt.

Chairwoman Wagner, Ranking Member Sherman, and distin-
guished members of the Subcommittee on Capital Markets, I am
Darcy Howe from America’s heartland, Kansas City, Congressman
Cleaver’s territory—go Chiefs—and I have seen barriers to capital
access firsthand.

As Deborah said, 75 percent of the venture capital to invest in
technology startups comes from three States: California; New York;
and Massachusetts. There are bold, innovative ideas to solve busi-
ness and societal challenges in every county in this country, and
they have gone unfunded, and that was a contributor to the slow
economic growth of my region in Kansas City.

In 2015, Kansas City business leaders realized that after the
2008 downturn, we did not bounce back as well as peer cities like
Indianapolis and Nashville. Many in our community set out to
bring solutions to the region. And my volunteer assignment was to
understand what was happening in entrepreneurship.

What I learned was that 70 percent of all net new jobs in the
Kansas City area come from someone who is starting a business:
70 percent. But those starting high-growth technology businesses
were leaving the area because capital was on the coast. Further,
I learned that most rural entrepreneurs, people of color, and
women were not getting funded at all.

So, what did we do to bring inclusive capital to Kansas City?
With friends, we started an angel investing group to invest in
women-led businesses called Women’s Capital Connection. Then, I
decided to retire from a successful 32-year career as a wealth man-
ager and devote these past 6 years to raising capital and funding
amazing innovators like Deborah and Angela in our region through
the KCRise Fund.

Illustrating success when capital and innovators are connected,
in 6 years, the 46 portfolio companies in our fund have created
more than 1,000 jobs at an average wage of $98,000. And, by the
way, the average wage in Kansas City is $45,000, which is our
starting wages. If our 46 companies were one company, we would
now be the 40th largest company in our region, and virtually none
of these thousand jobs even existed 7 years ago.

In the past 3 years, 62 percent of our investments included at
least one founder from at least one underrepresented demographic.
Fifty-one percent of the employees—people think about founders,
but think about the employees’ generational wealth that they are
building in skills—of our portfolio companies came from an under-
represented demographic. These inclusive statistics far exceed
coastal venture-backed businesses.

You have now met one of our amazing founders, Deborah
Gladney, and can see why investing in WorkTorch was not a hard
decision for me and my partners, Ed Frindt and Liam Reilly.
KCRise Fund invested $400,000 and made introductions to venture
capital firms in other parts of the country, which led to 4 more
firms investing, for a total of $1.1 million. And I will add par-
enthetically, Steve Case from here in D.C. was one of them.
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As the eyes and ears of our region for VCs around the U.S., our
support was validating to other venture firms in our network,
which made her raise successful.

So, tell me again why we need these seven bills if all of this is
working so great. I can speak to the DEAL Act, SEED, HALOS and
ICAN.

ICAN is the bill which would unlock the most access to capital
for small venture funds like KCRise. Our first fund was $19 million
and it took me 2 years to raise. Limited to 99 accredited investors,
I had to find people willing and who had the resources to invest
an average of $200,000.

For Fund II, we wanted to increase capital in the region so we
set out to raise $40 million, and now our investors had to have
$400,000, on average. Not every small venture fund manager has
a network like I have built over 30 years, and even I had trouble
raising for startups, a type of investment that most people in the
Midwest had never done before.

Please don’t confuse us with the big-time private equity bunch
with mountains of money. There are hundreds of small funds like
ours springing up in smaller markets, and we would all benefit
from raising the limit on our total number of investors.

It would accomplish three things—I realize I am getting close on
time. First, it would allow more folks to participate. Funds could
take smaller investors, really bring democratizing capital and be
more inclusive. Second, being able to take more investors, we can
more easily build a larger fund. And third, more people would get
off the sidelines like me to do it. Funds are expensive. We have
back office, we have rent, we have audits. Making a fund a little
bit larger would make it possible to have a small team to help en-
trepreneurs.

More-inclusive capital is the lifeblood of new jobs in all counties
over this country. And we are seeing already in our region in Kan-
sas City that generational prosperity is broadening due to our focus
and increased capital.

[The prepared statement of Ms. Howe can be found on page 51
of the appendix.]

Chairwoman WAGNER. Thank you, Ms. Howe, very, very much.

Ms. Thornton, you are now recognized for 5 minutes for your oral
testimony.

STATEMENT OF ALEXANDRA THORNTON, SENIOR DIRECTOR,
CENTER FOR AMERICAN PROGRESS

Ms. THORNTON. Chairwoman Wagner, Ranking Member Sher-
man, and esteemed members of the subcommittee, thank you for
the opportunity to appear before you today to discuss capital access
for entrepreneurs and small businesses.

My name is Alexandra Thornton. I am a senior director focusing
on financial regulation and tax policy at the Center for American
Progress, an independent nonpartisan policy institute dedicated to
improving the lives of all Americans.

Today, more businesses have raised more money from borrowing,
selling equity, and selling debt securities than ever before. In fact,
banking regulators are worried about a collapse, securities regu-
lators are worried about the proliferation of frauds, and investors
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are worried that many private company valuations are unjustifi-
able and unsustainable.

In addition to seeking a loan from a bank, small businesses today
can turn to the capital markets. After decades of deregulation by
Congress and the SEC, a company can raise an unlimited amount
of money from an unlimited number of sophisticated investors
without making any meaningful disclosures about its financials,
governance, operations, or risks.

Moreover, unlike banks and their employees, private equity and
venture capital firms that raise capital and invest in businesses are
generally not expected to follow regulator-mandated standardized
documentation requirements and regulatory oversight of their cap-
ital allocation decision-making or the fees that they charge.

Venture capital and private equity funds are larger than at any
time in history. Small businesses ought to have no problem obtain-
ing capital in this environment. The problem is not that the rules
prevent small businesses from obtaining capital. It is that the rules
today allow companies with billion-dollar valuations, billions in
revenues, and thousands of investors to continue raising private
capital without providing basic information to investors, regulators,
or the public, and private funds to raise billions of dollars from un-
derlying investors without basic information about their procedures
around capital allocation and portfolio management or the fees
they charge.

SEC Chair Gensler said very recently that there may be as much
as $250 billion in fees in private funds each year, and much of that
money isn’t going to portfolio companies, including small busi-
nesses. There is also no regulatory requirement that these billion-
dollar companies and funds provide investors with basic audits to
ensure that financial information is accurate and reliable.

When Congress established the Federal securities laws in the
wake of the Great Crash of 1929, it concluded that without basic
information about a company, capital will be misallocated and
wasted. So, it established the fundamental bargain that companies
that want to raise capital from the public must first provide basic
information to investors and the public, including the company’s fi-
nancials, governance, operations, and risks.

Today, these disclosures, along with robust audits, improve price
discovery, make markets more fair, more orderly, and more effi-
cient, and protect investors from abuses.

It goes without saying that even the most-sophisticated investors
can’t exercise their superior knowledge and expertise if they don’t
have reliable information about a company’s financials, operations,
and risks.

For decades after the securities laws were first adopted, offerings
to even a single person or to a small number of employees were
deemed to be public offerings in need of registration. But beginning
in 1982, with the promulgation of Regulation D, Congress and the
SEC began expanding the number of exemptions from the public
disclosure framework, often with the stated intention of providing
more access to capital for small businesses, just as many of the
bills before the subcommittee today are saying.

But in reality, those exemptions, along with a few other provi-
sions in the law, have enabled virtually any company of any size
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to obtain capital from the public without complying with the public
disclosure framework. A growing number of companies are choosing
to remain private, and the majority of capital today is exempt from
the public disclosure framework.

Today, more than 650 U.S. private companies are worth more
than a billion dollars each in the private markets, and they too rely
on these exemptions. They compete with similar publicly-traded
companies and sell products and services to a broad swathe of the
American public without making meaningful disclosures. They can
pose huge risks to their investors, who include the teachers, fire-
fighters, municipal workers, students, professors, and many others
who have a significant amount of their hard-earned college and re-
tirement savings invested in the private markets. Failure of any of
these unicorns could have catastrophic consequences for these in-
vestors.

Expanding exemptions from public offerings will only make the
wealthiest private investors richer, and it certainly won’t help truly
small businesses in underserved communities.

There are many steps that Congress and the SEC can take to re-
balance the public and private markets and make more room for
capital for small businesses. I look forward to discussing those with
you. And thank you again for inviting me to testify today.

[The prepared statement of Ms. Thornton can be found on page
53 of the appendix.]

Chairwoman WAGNER. Thank you, Ms. Thornton, very much.

And thanks to all of our witnesses for your testimony today.

We will now move into the questioning portion of the hearing,
and I will recognize myself for 5 minutes.

Mr. Ellenoff, as I am sure you are aware, Democrat SEC Com-
missioner Crenshaw gave a very concerning speech last week in
which she cited growth in our private markets as a reason to in-
crease disclosure and impose other regulatory obligations on pri-
vate companies. In our view, her comments demonstrate how
Democrats would rather force companies to go public than reduce
barriers to capital formation for all, all companies.

Mr. Ellenoff, if the Democrat-led SEC moves forward with and
eventually finalizes proposals that increase burdens on private
companies, as it likely will in its forthcoming proposed rulemaking
to revise Regulation D and Form D, can you explain how that
would harm the millions of businesses that remain private?

And what I am really trying to get to is, would it make it harder
for them to raise capital, create jobs, raise potential, or would these
policies considered today, on the other hand, make it easier for
small businesses to grow?

Mr. ELLENOFF. It is a troubling coordinated narrative that we
are hearing. I think there is no doubt that increasing disclosure
and pre-filing submission requirements on those issuers would be
very problematic for a marketplace that has been around since
1982 and has operated efficiently, and successfully, by the numbers
that we heard from Representative Sherman earlier, a $4 trillion
marketplace.

I don’t know why we would even consider going about regulating
it in a similar manner to what we did with our public company uni-
verse. These companies chose, tactically, to not go to the public
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markets because of the overregulation within the public market
sphere and particularly over the last year.

I think you would end up seeing a reduction in the capital-rais-
ing process. I think the securities offering supply chain—yes, I will
take credit for that term—would become bogged down. I think it
would be unwise, and I would steer clear of it.

And the thought process that somehow you can—as a securities
lawyer, it would be a boon for me. So, when a securities lawyer is
telling you not to do something, even though it would benefit me
personally, I think you should take that under advisement.

I think to force large companies that choose to remain private,
which is the same conversation we had in 2019, so the question is,
how do you incent them to become public? And the thought process
to burden private companies more is the incentive to get them to
become public seems misguided to me and quite troubling.

Chairwoman WAGNER. Thank you very much.

Ms. Howe, as an angel investor, you have helped countless early-
stage companies in my home State of Missouri and beyond raise
the capital that they need to grow. In doing so, you have supported
founders and their communities. You have also witnessed some of
the barriers that exist which prevent startups from reaching their
potential.

From your experience, could you provide examples showing how
the policies considered today would benefit the early-stage compa-
nies in which you invest?

Ms. Howe. First, maybe going back to Ms. Crenshaw’s report,
and maybe addressing Ms. Thornton, I hear a lot of, “unicorn,” and,
“billion dollars.” These are companies that we are investing in
them at $5 million to $10 million or $15 million, and they will
probably sell somewhere between $50 million and $400 million as
a bolt-on to some other business.

The kind of businesses that we invest in tend to start smaller
and they exit smaller as well. And so it is a different mindset than
maybe some of the understandable concerns about regulating
much-larger companies.

I would also say that we turn down investors. We had investors
who were much more diverse, frankly, both in age and gender and
ethnicity, because they couldn’t afford to invest in a fund that had
an average need of $400,000 per investor. So by broadening it out,
I think we would have much more inclusive capital.

And I would also say that one of the things that is troubling to
me and I agree with the protections for—I was in the financial
services business for 32 years. We need protections. But a fund for-
mat like we have, like all of these small funds that are being
formed—by the way, and we have audits as well. But a fund format
is a more diversifying, derisking way for people to invest and to
participate in their neighbors, their kids, the people they want to
invest in who are in their own local community.

Chairwoman WAGNER. Thank you very much, Ms. Howe.

I have a fantastic question for you, Ms. Gladney. I am going to
submit it for the record since my time has expired.

I now recognize the ranking member of the subcommittee, Mr.
Sherman, for 5 minutes.
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Mr. SHERMAN. Some have said that sometimes the system
doesn’t fund somebody’s business idea. I would say that is actually
a good thing. Most ideas shouldn’t be funded. I have a dozen ideas
every day, most of them bad. And if you take a look at the bills
submitted here in Congress, most of them shouldn’t be passed.

The chairwoman says that there are millions of companies that
are private that should stay private. I couldn’t agree more. But
there are a few dozen, just a few dozen that we should encourage
to become public that are large enough to easily deal with the cost
of being a public company.

If these companies become public, then we get more information
about them, both in terms of trying to look at our society but also
for investors. They can afford to do it. And then, the retail investor
can get the liquidity of a publicly-traded company, the information,
the analysis of a publicly-traded company.

We are here trying to decide whether to in some cases liberalize
or in some cases tighten the rules for what it is to be a private
placement or a non-public offering. We dealt with one of those this
morning, changing the definition of, “accredited investor”—we had
a whole hearing focused on that.

Doug, can you identify one other proposal that you would have
to liberalize or to make tighter the rules here for private place-
ments?

Mr. ELLENOFF. For private placements, I think there are several
proposals before us in terms of increasing the caps. If you are ask-
ing about me to freewheel and come up with a new idea on rules
to make private placements better—

Mr. SHERMAN. It doesn’t have to be your original idea. Pick one
idea you like, even if it is—most ideas are stolen from someone
else.

Mr. ELLENOFF. I think we all can take a collective pat on the
back for what we did in the JOBS Act in 2012. I think that is direc-
tionally what we ought to be doing.

Mr. SHERMAN. I now want to go to Ms. Thornton. You might
have opposed the JOBS Act. I voted for it. I didn’t think it was per-
fect, but I think it has done relatively well.

Can you identify one or two specific ways in which we should
tighten it a bit without eliminating its basic concept?

Ms. THORNTON. Sure. Thank you, Congressman Sherman. I think
one of the most important things would be to change the holder of
record definition, because in the JOBS Act it was increased from
500 to 2,000. And when Section 12(g) was enacted in 1964, there
wasn’t a whole lot of difference between shareholders and holders
of record.

But over time, because of technology and so forth, holder of
record can now mean—one holder of record could be an inter-
mediary that holds tens of thousands of shares from thousands of
investors. And that is one holder—

Mr. SHERMAN. Now, it is one thing if you have an investment
fund. Berkshire Hathaway might own a piece of a company, and we
would count that, I would think, as one shareholder of record, be-
cause they are really making the decisions, even though I might
own a share of Berkshire Hathaway stock.
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But in a circumstance where, say, I have an account at Merrill
Lynch, and so do 100 other people. They have all invested. We are
all making our own individual decisions. And you are saying that
if 100 Merrill Lynch customers are all in a stock, that it could be
identified as one holder of record?

Ms. THORNTON. I believe that is right. And the thing about this
threshold is that once you go above 2,000 holders of record, the
company has to make significant public disclosures. And that is as
it should be, because they are obviously a big company. This is the
way that Facebook remained private for so long.

Mr. SHERMAN. And we might just set dollar amounts, say, we
don’t care if you only have 50 owners, if you are worth half-a-tril-
lion dollars, you can afford it. We want the information. Your
shareholders might benefit from it. And also, we are trying, in
some cases, to push public companies in the right direction.

I know what is controversial is ESG. What is probably less con-
troversial is an idea I proposed on the House Floor yesterday, and
that is for companies to disclose and analyze how they would be
affected if we had a breakdown of our relationship with China, be-
cause there are a lot of companies out there who are—what should
I say?—pre-balloon in their thinking.

So, there is a benefit to companies going public when they are
big enough to deal with the cost.

And I yield back.

Chairwoman WAGNER. The Chair now recognizes the gentleman
from Arkansas, Mr. Hill, who is also the Chair of our Sub-
committee on Digital Assets, Financial Technology and Inclusion,
and the Vice Chair of the full Financial Services Committee.

Mr. Hill, you are recognized for 5 minutes.

Mr. HiLL. Thank you, Madam Chairwoman.

And thank you again for continuing this theme of how we en-
hance capital formation for businesses of all sizes. I thought this
was such an interesting group of legislative proposals and such an
informed, excellent panel. Thank you all for being here.

Before I was in Congress, I spent a lot of time doing Reg D in-
vestments, and I thought many of these reflected some of the
things that we have seen over the last decade, after the JOBS Act,
of what we could tweak and fine-tune even better.

And on the subject of going public, look, it has just gotten so ex-
pensive to be a public company, and the liability is so high that,
sure, the market cap has just gone up and up and up. When I first
started my career, if somebody had a $250-million market cap, they
could easily be public and bear the cost, and we had more than
double the public companies that we have now.

That is why you see so many enormous market caps, and I think
that is why you see a big incentive for so many growth companies
to stay private longer. I don’t know if it is a chicken and egg thing.
I take Ms. Thornton’s point. I started my career in 1979, so I re-
member the 1982 amendments and I know where she is coming
from, but I don’t think that is a chicken and egg thing. I think
that, really, it is the cost that has driven market caps up and the
number of public offerings down, personally.

Entrepreneurs and small business folks are the backbone of all
of our small towns, and I am so glad we have Missouri so well-rep-
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resented here. I represent Little Rock, Arkansas, and I work with
our venture ecosystem throughout central Arkansas.

And it is frustrating when you recognize that the top 20 metros
in the country get 88 percent of the venture capital funding in the
country, but due to the Kauffman Foundation in Missouri, and
Steve Case’s evangelism, this idea of making sure that we have a
venture ecosystem open to all investors of all types has really seen
a renaissance in the last decade.

The best ideas in this country are not reserved to the salons of
Palo Alto or New York. Last year, Arkansas companies raised $107
million in venture capital funding, 3 times higher than 2020. And
while that is dwarfed by many States, it is indicative of the fact
that our angel investor groups and our venture ecosystem is grow-
ing and growing successfully around the University of Arkansas at
Fayetteville, and certainly in Little Rock, in and around The Ven-
ture Center, and accelerator programs that we have in Conway,
Little Rock, and North Little Rock.

Unfortunately, entrepreneurs in many parts of the country face
challenges to raising the capital they need. We just had a bill on
the House Floor last week that we all supported which enhanced
the SEC’s studying, what are the barriers to rural capital-raising
for people who are not even in a metro area? And I think your com-
ments on that have been very, very helpful.

So, Ms. Howe, with your 2 decades of experience both in the bro-
kerage business and now as an angel investor, how do these ideas
today directly help a start-up dreamer in Kansas City or Little
Rock?

Ms. HOWE. Our networks are only so large to be able to raise
capital from our own personal network. And one of your—if you are
speaking to the fund of funds bill as one example, I can give you
an example.

Bringing Steve Case back up, 6 years ago, Steve Case and his
whole Rise of the Rest came out to the Midwest and invited 20 of
us who were brand-new fund managers to D.C. to learn from one
another and support one another. And he asked us, how can we
help you? And every one of us—by the way, nobody had ever raised
more than $30 million. That was our ceiling in our markets. And
all of us said, “Steve, if you would just invest in our funds, you
would give the Good Housekeeping seal of approval. And then,
other people would understand and they would believe it and then
we would get people who have never done this before, who were ac-
credited investors, of course, off the sidelines.”

So, this idea of the fund of funds would be really dreamy for all
of us, because there will be investors that are in other parts of the
country who would probably love to invest in WorkTorch, but they
can’t find them. And the way they could find them is through funds
like us, who are boots on the ground finding—

Mr. HiLL. Thank you very much.

Ms. HOWE. —and helping entrepreneurs.

Mr. HiLL. I am glad to see a Morgan State Bear here. That is
good. I co-Chair the Historically Black Colleges and Universities
(HBCU) Caucus here in the House, so it is good to see Morgan
State represented.
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These ideas to expand crowdfunding—any thoughts on how you
think that would benefit entrepreneurs in your world?

Mr. CONWELL. There are a lot of entrepreneurs who don’t have
networks, especially entrepreneurs who look like me. When I start-
ed my first company in 2010, I didn’t know what an investor was.
I didn’t know where to go. I didn’t know where to meet them. And
when I did, I didn’t know how to talk to them.

But that has no bearing on an entrepreneur’s ability to execute.
An entrepreneur can go to crowdfunding and say, hey, I have exe-
cuted. I have done well. Who would like to take part in what I am
building?

Mr. HiLL. Great response. Thank you so much. And I thank all
of you for being here today.

I yield back.

Chairwoman WAGNER. The Chair now recognizes the gentleman
from California, Mr. Vargas, for 5 minutes.

Mr. VARGAS. Thank you very much.

Madam Chairwoman, what are we doing after dinner? We have
had two hearings so far, one after breakfast, and one after lunch.
I assume we will have one more meeting after dinner. It has been,
again—

Chairwoman WAGNER. I will buy.

Mr. VARGAS. Okay. Great.

And I hate to challenge my good friend, Mr. Sherman, but Mr.
Sherman used a term that he didn’t define, and I think it would
be very hard to define at the moment, and that is, “pre-balloon.”
We don’t know exactly how long the balloons have been flying over
our country, so we don’t know exactly when the pre-balloon era
started.

Mr. SHERMAN. If the gentleman would yield, I will point out we
are now post-balloon.

Mr. VARGAS. We are post-balloon now. Okay. That makes more
sense to me.

Again, this has been very exciting, actually, to listen to all of
you, and I appreciate it very, very much. I do have some questions
obviously.

Ms. Thornton, you said we should re-balance the public-private
market, I believe. And how should we do that?

Ms. THORNTON. One way is the way that I mentioned to Con-
gressman Sherman about modifying Section 12(g) to say that hold-
er of record is actual shareholders, beneficial owners of securities.

Another, of course, would be what he alluded to, which is to say
that large companies that have a certain value are subject to the
public disclosure framework, or you could say that companies that
have a certain number of employees would need to comply with the
public disclosure framework.

And aside from that, I think that it is really important for policy-
makers, for Congress, and for the SEC to look at the existing ex-
emptions and consider whether they really are doing what we
think they are doing and what we want them to do.

When you look at what is going on right now, just because an
exemption is expanded to allow retail investors who are less
wealthy to participate and to invest in these funds, doesn’t guar-
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antee that there will be more investment in businesses run by
women and minorities.

Doubling down on a system that—we have had, I think I counted
14 expansions of the different exemptions since 1982, including the
1982 Reg. D. And doubling down on a system that is already shown
not to promote women and minorities is unlikely to help. So, I
would encourage you to think about that and to look at the dif-
ferent exemptions and consider how they might be scaled back.

Mr. VARGAS. Mr. Ellenoff, I think it would be appropriate to give
you an opportunity to respond to that. What would you think about
those?

Mr. ELLENOFF. I appreciate the opportunity. I have in front of me
the Annual Report from the SEC’s Office of the Advocate for Small
Business Capital Formation, and they have two bubbles in
crowdfunding that I think may be instructive and responsive to
that comment.

Forty-one percent of crowdfunded issuers that raised $1 million
or more had minority founders. Another thought bubble: 46 percent
of crowdfunded issuers that raised $1 million or more had women
founders.

And I would encourage everybody on the committee to go and re-
view this annual report, and I think you will see outstanding sta-
tistics that support not only that underrepresented people raise
money much more effectively, pursuant to these JOBS Act exemp-
tions, including Reg A+, 506(c), but if you look at the geographic
dispersion in their charts, along with what is on Crowdfund Cap-
ital Advisors site, you will see that almost every State in the Union
is represented, as opposed to what happens with 506(b) venture
deals.

Mr. VARGAS. Thank you.

I do want to challenge one premise that I think is underneath
all of this—or not challenge it, but ask about it, and that is the
issue of returns, that the private markets have better returns, in
general, than the public markets. Back in 2019, we had Professor
Elisabeth de Fontenay testifying that that is not the case, to my
understanding.

Could you comment on that, Ms. Thornton?

Ms. THORNTON. Sure, I would be happy to. When you look at the
private markets, private market participants don’t have to disclose
information. So, that should be a red flag right there. Even the fi-
nancials that they do disclose are not necessarily audited by inde-
pendent auditors. And the information often isn’t timely. There is
information given to some investors that is not given to others.

What does this create? This creates an environment where valu-
ations can be inflated. And there is copious evidence that valu-
ations are inflated in the private markets.

What happens is these companies, when they go public, that be-
comes—they stay in the private markets for a long time because
they can raise a lot of capital now that there are all these exemp-
tions. But when it comes time to cash out, when the original inves-
tors want to cash out, they do an IPO, and the retail investors in-
vest, and they are the ones who lose out because the company was
overvalued.
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There is evidence—I think Goldman Sachs did a study which
showed that something like 28 percent of the companies that went
through IPOs like this declined in value tremendously.

Mr. VARGAS. My time is up. Thank you very much.

Thank you, Madam Chairwoman.

Chairwoman WAGNER. The Chair now recognizes the gentleman
from West Virginia, Mr. Mooney, for 5 minutes.

Mr. MoONEY. Thank you, Madam Chairwoman.

Nearly 20 percent of the U.S. population lives in rural areas, and
yet businesses in rural areas raised under 2 percent of the total
capital over the last 3 years. In my home State of West Virginia,
no city even has a population greater than 50,000 people, in the en-
tire State.

So, Ms. Howe, can you elaborate on some of the capital-raising
trends for small businesses in rural areas versus those in big cit-
ies? And as a followup to that, why is there such a large discrep-
ancy in the trends?

Ms. HOWE. I'm sorry. Can you repeat the follow-up question?

Mr. MOONEY. The second part of that is, why is there such a
large discrepancy in the trends?

Ms. HOWE. First, my brother played basketball for West Virginia.

Mr. MoOONEY. Okay.

Ms. HOWE. I am not sure I completely understand the question
about the trends, but the trends clearly, in our market, when—and
what I see in my other fellow small-fund folks who are building
small funds in other States, because we are co-investment models,
so we have to have another venture investor in our realm in order
to invest.

And what I have seen is it has broadened out who—people like
me—I am 66-years-old, female—are starting funds. They are not
all young, White males. So, we all have different experiences, and
I think these smaller funds are being started by people who then
are broader in thinking in how they look at the kinds of deal flow
they might look at.

There is one proposal I have seen regarding angels and demo
days, and I would like to address that in some of those smaller
areas.

The reason why Silicon Valley became Silicon Valley is because
of the network effect. They knew each other. They were in a small
community. It was like a small town where the investors and the
entrepreneurs got together and helped one another, funded one an-
other. We need that in our smaller towns. And demo days are a
very important way for angel investors, curiosity seekers, people
who want to help these entrepreneurs, again, who are their neigh-
b}?rs, or their kids, or their friends’ kids, or whomever, to help
them.

So, I think the basket of proposals that I see here each help in
a little different way. I don’t think you could prioritize them, be-
cause I think a place like West Virginia, where you have demo
days—a demo day in a small town where you have two or three en-
trepreneurs who are starting something who just want to get a
forum and get their idea out there and see if there is somebody
who can help them is critical to them getting funded and finding
resources and advisors and people who will help them.
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Does that answer your question?

Mr. MOONEY. Yes. Thank you very much. I was just trying to get
an idea of what you think the trends are and what is happening.

My next question is for Ms. Gladney. What are some of the
unique challenges rural small businesses face and what can be
done to address them?

Ms. GLADNEY. Thank you for the question, Congressman.

The biggest thing that I have experienced and I have witnessed
is that this is a relationship-based industry. So, if you are living
in an area that does not have an established ecosystem or estab-
lished network, then you have no network.

And unfortunately, the way that the system is currently set up
right now, it doesn’t bring people in; it keeps people out. And that
is what is happening to rural entrepreneurs. If you are not con-
nected to the ecosystem, if you don’t have that within your commu-
nity, then it is extremely difficult for you to infiltrate the system.

Mr. MoOONEY. Thank you.

I assure you, rural poverty is real. It is not just in the big cities.
Internet connectivity is an issue, especially the high-speed internet.
The bases of population where you can crowdfund may be harder
to find.

Last week, the House—and thank you for the bipartisan sup-
port—passed my bill, the Expanding Access to Capital for Rural
Job Creators Act. It simply requires the Securities and Exchange
Commission’s Small Business Advocate Office to identify and re-
port the challenges that rural small businesses face when trying to
access our capital markets.

That is only one step. We must do more. So, I look forward to
working with this committee to make sure rural small businesses
aren’t left behind as we face these challenges in West Virginia.

Thank you, Madam Chairwoman. And I yield back.

Ms. HOWE. May I add to that about the State Small Business
Credit Initiative (SSBCI)? Thank you so much for SSBCI, because
SSBCI coming down to the States—the State of Kansas, as an ex-
ample, is using that. There is a lot of rural Kansas, right? They
have 105 counties of rural everything, and they are using the
SSBCI money to do all of the things to find and to support entre-
preneurs in each county. So, thank you all very much for that
money.

Chairwoman WAGNER. The gentleman has yielded back.

I now recognize the gentleman from Illinois, Mr. Casten, for 5
minutes.

Mr. CASTEN. Thank you, Madam Chairwoman. And thanks to all
of our witnesses.

Ms. Howe, I have been sitting here reading your resume and
thinking that in another life you and I might have run across each
other. Before coming to Congress, I raised a lot of capital for pri-
vately-held companies.

When you were—I just want to understand a little bit about your
background—at Merrill Lynch’s private banking practice, was that
primarily for—I assume that is like wealthy families and family of-
fices who were your clients, is that right?

Ms. HOWE. Yes. My investors were families of wealth.
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Mr. CASTEN. Okay. And was there a minimum size that you were
targeting or a typical size? Just help us understand who your cli-
ents were, typically?

Ms. HOWE. Back then, my minimum size was $10 million and up.

Mr. CASTEN. Okay. And were they investing primarily equity, or
were you advising them across the whole capital structure, debt,
mezzanine instruments, and everything else?

Ms. HOWE. The entire capital structure, including their philan-
thropy and multi-generationally.

Mr. CASTEN. Okay. And if they were investing in debt or mez-
zanine, were you actually negotiating debt deals, or was this where
you would be negotiating covenants, or were you primarily backing
into other, previously-syndicated deals?

Ms. HOwE. No. Merrill Lynch was pretty much a distribution of
other people’s investment ideas, so—

Mr. CASTEN. Okay. And did you make many direct investments
outside of the public? Were you doing real estate? Would you ever
advise them to make a direct investment in a new business like we
are talking about here today?

Ms. HOWE. I made none on behalf of our clients, but I made per-
sonal angel investments.

Mr. CASTEN. Okay. I am thinking of this from the perspective of
a family that has minimum $10-million wealth. I am assuming
they have some direct investments, whether through funds of
funds, or they have a buddy they went to college with who is—the
things you do as a private wealth manager.

hWo;lld you help with the diligence on those investments for
them?

Ms. Howe. Did I help with diligence?

Mr. CASTEN. Yes.

Ms. HOWE. Absolutely.

Mr. CASTEN. If you have a wealthy family saying, I need to do
this, but I don’t understand the financials and should I trust this
auditor, those sorts of things that one gets into where they need
a neutral party?

Ms. Howe. Happily, it gave me 32 years of education to read fi-
nancial statements because I am now on 11 boards of our portfolio
companies, S0 yes.

Mr. CASTEN. I sometimes say that the best preparation I ever
made for running for Congress was running a private equity-
backed company because I learned to live with the fact that I was
going to be surrounded by really smart 20-somethings telling me
how to do my job. That is the nature of this line of work.

I ask all of those questions because I don’t know how somebody
who has $10 million in personal wealth makes an informed judg-
ment about how to invest in a privately-held company without hav-
ing someone of your talents. It is just too complicated. Right? And,
yet, now we are having this conversation saying, should we make
it easier for people who can’t afford to hire someone like you to run
through those investments?

My question for Ms. Thornton is, as we talk about expanding ac-
cess in private markets to people who can’t afford to hire Ms.
Howe, who are not worth $10 million, who don’t pass anybody’s ex-
isting definition of a sophisticated investor, is it not our obligation
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as Congress to provide them with the protections that they would
otherwise get from someone like Ms. Howe?

Ms. THORNTON. Absolutely. In fact, I would submit that probably
they shouldn’t be going into the private markets. But if one is
going to expand exemptions, it is really critical that that informa-
tion be provided. And the bigger the exemption, the more informa-
tion should be provided.

There is a reason why we have the public markets and why we
have the disclosures. In the private markets—I'm sorry, did I say
private? I meant to say the reason why we have public markets is
for disclosure.

But what happens in the private markets is that there is no in-
formation. Values are inflated. The original people, Ms. Howe’s cli-
ents, who originally came in and put money into that investment,
whatever it is, can actually cash out, because we are also seeing
an expansion of secondary markets in the private markets. They
can cash out, and all those new retail investors who came in, who
really couldn’t afford to lose their money and, have bills to pay and
can’t afford a catastrophic loss, they are the ones who lose out.
They don’t get the benefit of the high valuation.

Mr. CASTEN. In the 25 seconds I have left, there are a number
of bills that have been noticed and you have reviewed for this hear-
ing. All would seem to make it easier for companies to access
money from smaller investors.

Are there any of those bills, in your judgment, that provide
greater protection along the lines that Ms. Howe used to provide?

Ms. THORNTON. I skimmed through them. I didn’t have a lot of
time between when I saw them and this hearing to go into detail.

I guess I would just say that, basically, the committee should
look very carefully at what they are going to accomplish, actually,
for small businesses.

Mr. CASTEN. Thank you. I yield back.

Chairwoman WAGNER. The Chair recognizes the gentleman from
Oklahoma, Mr. Lucas, for 5 minutes.

Mr. Lucas. Thank you, Madam Chairwoman, for holding this
hearing, and thank you to the witnesses for testifying.

Businesses use both private and public markets to raise capital,
and the committee is dedicated to ensuring both avenues are
healthy for both companies and investors.

Public markets have enormous benefits to a wide range of inves-
tors and I will continue to support policies that strengthen public
markets and encourage businesses to utilize public offerings. I also
recognize that healthy private markets support our robust public
markets and benefits both companies’ investors.

That said, Mr. Ellenoff, could you discuss the advantages to com-
lp;ani?es’ investors of having access to both public and private mar-

ets?

Mr. ELLENOFF. The democratization of access to deal flow, which
is what the JOBS Act really did, established a mechanism by
which investors from around the country could invest in deals in
other parts of the country that they would never otherwise had the
social networks to know that those deals were looking for money.
And they post those deals on websites called funding portals that
are staffed by investment professionals who do extensive due dili-
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gence on the deals and respond to some of the concerns that were
raised previously. And those deals are vetted so the investors can
have access and invest in those deals.

Having access to early valuations, like is being suggested, is a
problem in that if you don’t get in on the earlier deals while they
are private, you won’t benefit from the increased valuations over
time.

I think retail investors having access to both the public markets,
which they do through their Merrill Lynch or E-Trade account,
where they don’t have other people doing diligence for them nec-
essarily, is equally important to learning how to invest.

What is great about the crowdfunding provisions generally is
there are caps in Reg CF that limit the amount of exposure that
retail investors have. And as far as I know, after a decade, neither
regulators nor commercial participants have been upset by the re-
sults over the last decade, which is a reason why we continue to
liberalize.

Mr. Lucas. Continuing along that line, Mr. Ellenoff, we are 10
years from the passage of the JOBS Act. Could you give us your
perspective on what we are seeing in the economy that should en-
courage Congress to revisit provisions of the JOBS Act?

Mr. ELLENOFF. I will give you a statistic. I spoke to Sherwood
Neiss, who is the godfather of crowdfunding, if you remember him
traipsing through these halls in 2012. When we increased Reg CF
from $1 million to $5 million, which we had wanted from the begin-
ning, $5 million, 435 companies in the last few years have now
raised more than the $1-million cap, which increases jobs, funding
for entrepreneurs, helps individual States across the country and,
again, minorities and women. Forty-five of those companies raised
the $5 million max.

So, why would we not increase it further in order to get more
companies to raise more money to carry out the empowerment of
the American Dream for entrepreneurs?

Mr. Lucas. Thank you. Very insightful comments.

I yield back, Madam Chairwoman.

Chairwoman WAGNER. The gentleman yields back.

The Chair now recognizes the ranking member of the full Finan-
cial Services Committee, the gentlewoman from California, Ms.
Waters, for 5 minutes.

Ms. WATERS. Thank you very much.

I would like to address Ms. Thornton.

Ms. Thornton, when most Americans think about our capital
markets, they think of the New York Stock Exchange and stocks
sold by large companies like Apple, Ford, or GE. However, many
would be surprised to learn that the private markets now dwarf
the public markets. And as I understand it, historically, the private
markets were where small businesses raised capital. But today,
even the largest companies now raise much of their capital there.

Can you provide a little more context as to how these changes
have affected small businesses trying to raise capital and the im-
pact on public markets? What do you think Congress should do or
should encourage the SEC to do to support small businesses
through capital markets?
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Ms. THORNTON. Thank you, Ranking Member Waters. 1 appre-
ciate the question.

I think that, historically, for about 5 decades after the securities
laws were enacted, after the stock market crash of 1929, we had
a situation where the courts interpreted, “public,” very broadly. So,
sometimes in situations where there was one shareholder, a few of
those companies were required to make public disclosures.

Then, with all of these proliferations of exemptions, the private
markets grew. And as you said today, the private markets raise
more annually than the public markets do. And the problem with
that is there is no incentive for a company to go public, and that
has serious ramifications for not just the people who invest in a
company that is private, a company that doesn’t disclose financials
that are independently audited, and so forth, but it also has rami-
fications when that company gets large and it sells products to
American consumers. And if it runs into financial difficulties be-
cause it hasn’t been overseen by regulators, that can actually cause
systemic problems in the capital markets.

That is another big part of the SEC’s mission. So in addition to
ensuring that investors and companies have adequate information
when they invest in those companies, the SEC also needs to be
aware of the potential for systemic problems.

And we need to consider whether the situation we have gotten
ourselves into needs to be rolled back a little bit. I think it makes
a lot of sense to look at these exemptions and consider how they
can be trimmed back, whether we really need or want big compa-
nies in the private markets, and whether we shouldn’t have a lot
more disclosure for much of what goes on in the private markets.

Ms. WATERS. Let me continue.

Today, large private equity firms and multibillion-dollar tech
companies have taken advantage of exemptions originally meant
for small businesses. For example, between 2009 and 2017, pooled
investment funds, most of which are private equity funds, have
raised $8.9 trillion of new capital through Regulation D offerings
compared to $1.42 trillion raised by non-funds.

What are your views on the uses and misuses of the exemptions
originally meant for small businesses? Should multibillion-dollar
private firms and private equity firms be able to use them?

Ms. THORNTON. Absolutely not. It is basically an abuse of the
system, if you will, when these really large—when these unicorns,
who have so much in assets and so much ability to raise capital,
are using something like Reg D to raise funds. And I think Com-
missioner Crenshaw just a week ago mentioned this as well, how
much of Reg D is actually unicorns seeking additional capital. It
just creates risks for, as I said, the markets and also for the many
people who invest.

Ms. WATERS. Thank you.

I am going to go to Chairwoman Wagner before I continue with
these questions.

I would like to ask unanimous consent to submit a report for the
hearing record that was released by the North American Securities
Administrators Association entitled, “Report and Recommendations
for Reinvigorating Our Capital Markets.”

Chairwoman WAGNER. Without objection, it is so ordered.
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Ms. WATERS. I have a few minutes left here, and I just have a
statement I would like to make.

Constantly, all that we hear from small businesses is, “I just
don’t have access to capital. If only there was a fair way to get ac-
cess to capital, I know I could do well. I could expand. I could pro-
vide more goods, more services. I could do all of these things.” And
so, as we confront this issue, we have to find out what we can do.

Quickly, during the pandemic, with PPP, in that small period of
time where we raised that money to get to small businesses, I want
to tell you how helpful it was, how thankful they were, and how
they were able to keep their employees, on and on and on.

With that, I yield back, because I could talk about that all day.
Thank you.

Chairwoman WAGNER. The gentlelady yields back.

I now recognize the gentleman from Pennsylvania, Mr. Meuser,
for 5 minutes.

Mr. MEUSER. Thank you very much, Madam Chairwoman.

Madam Chairwoman, first, I would like to request unanimous
consent to enter into the record several letters: a letter from the
U.S. Chamber of Commerce; and a letter from the Center for Amer-
ican Entrepreneurship.

Chairwoman WAGNER. Without objection, it is so ordered.

Mr. MEUSER. Thank you.

And thank you very much to our witnesses. It is quite inform-
ative. I appreciate it.

But I also appreciate our Chair of this Subcommittee, as well as
our Chair of our Full Committee, Mr. McHenry, for this focus on
and prioritizing of capital formation, especially for small busi-
nesses, and really working to build off of the JOBS Act.

I spent most of my life in small business, growing small busi-
nesses into a large business, and working with customers that were
all small businesses, or virtually all of them. And I also sit on the
House Small Business Committee, so these topics are extremely
important to me.

Access to capital, cash flow is the lifeblood of a business, as we
all know. Yet, all data continues to show, even this morning in a
hearing, that only 13 percent of households of those who want to
invest have the ability to be an accredited investor, and as well,
only 19 percent of small businesses would state that they have ade-
quate access to capital. So, we clearly have work to do.

And as well, last year, there was an enormous decline in IPOs,
as you know. The numbers I have show 74 IPOs. Now, granted, the
year before was quite high, but that is 3 times less than the typical
average over the last 10 years.

So, what is going on? We need to remove these barriers or we
can begin to start thinking about how many new-growth busi-
nesses, technology businesses, what have you, will not be created
here and could be created elsewhere.

Ms. Howe, I would just like to ask you first, the Developing and
Empowering our Aspiring Leaders (DEAL) Act of 2023, that was
introduced last year, decentralizing investments, is this something
that you think is very important?

Ms. HOWE. I'm sorry, that is the fund of funds act, right?

Mr. MEUSER. It is.
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Ms. HOWE. I am getting all of these confused.

Mr. MEUSER. Yes.

Ms. Howe. I think I addressed that a little bit earlier. The funds
of—we are the most entrepreneurial country on the planet. How do
we figure out how to continue to keep in our genius zone? And that
is by broadening the access.

Broadening access in our world, in Kansas City and Kansas and
Missouri, is to have other people know what kind of great entre-
preneurs we have here. And having fund of funds have the ability
to find—they won’t invest directly into WorkTorch, but they would
invest in our fund. And our little fund could use the extra capital.
We have turned away hundreds of other investors.

Congressman Sherman is correct that there are a lot of deals
that shouldn’t get funded. But there are a lot that should, that
don’t get funded because we don’t have the capital and we don’t—
we build syndicates of folks from outside our region. And the best
way for us to build syndicates is what we do now, we just go out
and we find other VC firms that might be interested, and we go
out and sell the deal to other folks.

But in this case, for fund of funds, it would be so much easier
for people to develop a fund because you get the Good House-
keeping Seal of Approval of a Steve Case, or whomever else, that
would say, yes, this is a venture firm that has a good track record,
they know what they are doing.

Mr. MEUSER. Okay. Thank you. So, you are positive about that.

And the Improving Capital Allocation for Newcomers (ICAN) Act
of 2023, expanding the eligibility for capital contributors?

Ms. HOWE. We are on our third fund. We have raised $27 million
of the $40 million that we would like to raise, and we are already
up to 70 investors. And we have a list of folks who would love to
get in for $50,000, but I don’t know that we can take them, because
we don’t have room for them under the 99. So, if we had more room
for investors, we could take much smaller investors.

And in a fund format, by the way, that is de-risking the riskier
part of the capital stack. I believe strongly in smaller investors
should be in funds.

Mr. MEUSER. There is no question, VCs—there is a saying: It is
easy to count the seeds in an apple but not so easy to count the
apples in a seed. So, I definitely commend the work that you are
all doing. And we are very interested in hearing more from—I am
just about out of time—all of you on what else this committee
needs to do. I appreciate your time.

And I yield back, Madam Chairwoman.

Chairwoman WAGNER. The gentleman yields back.

The Chair now recognizes the gentleman from North Carolina,
Mr. Nickel, for 5 minutes.

Mr. NickEL. Thank you, Madam Chairwoman.

a&nd thank you so much to the witnesses for being with us here
today.

Small businesses are the backbone of our economy and of my dis-
trict. In Congress, I am doing everything I can to ensure that they
have adequate access to capital. Additionally, retail investors need
the protections of our securities laws to ensure they have access to
vital financial information. If a company is underperforming, these



28

non-professional investors would likely have a hard time accessing
this information.

Ms. Thornton, how would removing disclosure requirements
harm retail investors that our small businesses, especially our mi-
nority-owned small businesses, rely on for capital?

Ms. THORNTON. I think it is important to remember that if you
are a small business, you are actually going to prefer having just
a handful of really sophisticated, really experienced investors that
you can go to when you need more capital. Having a lot more inves-
tors, retail investors, people who don’t really know as much and
really can’t afford to lose their funds, can actually be harder for the
small business if they have to respond directly to them, and also,
if those retail investors need to pull out of their investment; typi-
cally, in the private markets, investments are locked up for some
time. So, it is very difficult for retail investors in that case, and it
is bad for the small business.

I think that the disclosures that we are talking about, making
more disclosures is actually good good for the both the small busi-
ness and the retail investors.

Mr. Ellenoff referred to democratization and how much due dili-
gence is being done and all of that in his firm or the firms he works
with. But, in reality, that is not required at all. It is not mandated.
It is not overseen by the SEC. The SEC doesn’t have that informa-
tion.

But, also, if companies are doing this due diligence anyway, if
funds are, if companies are providing the information to the funds
that hold them or whatever, there shouldn’t really be any problem
with adhering to the public disclosure framework. They should be
able to disclose more information.

Mr. NicKEL. Thanks.

Ms. Thornton, as you said in your testimony, if a company can
raise all the capital it needs in the private markets without making
disclosures, developing robust operational safeguards, subjecting
itself to audits, or subjecting itself to SEC oversight and potential
class-action plaintiffs, why would it go public?

Does the current exemption framework incentivize companies to
stay private, therefore depriving investors of information that is
important and meant to protect them?

Ms. THORNTON. Absolutely. It definitely, definitely encourages
companies to stay private, to grow in the private markets and, real-
ly, never to go public unless, for example, the founders or original
investors want to cash out.

And so, basically, we have a perverse, distorted system where
capital now is being invested with no information, which is basi-
cally the situation we had before the stock market crash of 1929.

Mr. NickeL. Thank you so much. And I yield back.

Chairwoman WAGNER. The gentleman yields back.

The Chair now recognizes the gentleman from Iowa, Mr. Nunn,
for 5 minutes.

Mr. NUNN. Thank you, Madam Chairwoman. And I am privileged
to have another Midwesterner sitting up here. Your appreciation
for capital outside the venture capital bubbles of certain commu-
nities is much appreciated, and I think is something that we would
like to talk about today.
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As we sit here today, roughly 11 years after a divided Congress
passed the Jumpstart Our Business Startups (JOBS) Act of 2012,
we are still faced with similar challenges to help all entrepreneurs,
many of you here in this room, as well as our Main Street shops,
our small farmers, and the small businesses that grow off of them.

And, unfortunately, my perspective time and time again, is that
D.C. has added costly bureaucratic red tape that interferes with my
constituents’ abilities to come here and serve well in this.

The House is determined to reduce regulatory burdens for small
businesses and entrepreneurs at home. In my great State of Iowa,
a record number of more than 33,000 new businesses were started
in the last year alone, post-COVID. It is our responsibility to pro-
vide adequate funding opportunities for those who take this amaz-
ing leap of faith, as you have on this panel today.

Mr. Conwell, I would like to begin with you. When the JOBS Act
was passed, one of the things that critics were most afraid of was
that the law would dramatically weaken investor protections and
increase fraud in the securities market. But 11 years on in the
JOBS Act, those predictions have not come to pass. Congress has
continued to work on bipartisan issues to build upon the JOBS Act.

In your view, how would a small business and entrepreneurs
today in a State like mine, in Iowa, benefit from some of the new
bills we are considering today?

Mr. CONWELL. One, you are now allowing for angel investors to
be more active. And when you are talking about rural parts of the
country, are you talking about States outside of the major tech
hubs?

Mr. NUNN. Right.

Mr. CONWELL. They are all funded and backed and supported by
those local individuals. It is so important for the angel investors to
have the ability to do more.

Then, when we talk about the ICAN Act, it allows for more new-
comer investors to have more opportunities to raise capital.

I wouldn’t be able to raise capital if it wasn’t for the JOBS Act
and the 506(c) designation. And because of that, I now have inves-
tors in my fund from all over the country, and I am investing in
companies from all over the country. Every investor is not going to
do that, but it gives us the opportunity to have more investors with
more ideas and more different ways to go about investing.

Mr. NUNN. I love that innovative spirit. Well done, and com-
pliments on everything you have done there.

Ms. Gladney, I would like to speak with you on this as well. Ac-
cording to the SEC’s Office of the Advocate for Small Business Cap-
ital Formation, small businesses have accounted for 66 percent of
the employment growth over the past 25 years. However, 89 per-
cent of entrepreneurs claim that access to capital is limiting their
small business. In fact, 78 percent claim it is limiting their day-to-
day operations, which is very scary for a small entrepreneur.

Could you please talk about your experience during your early
stages with WorkTorch? And specifically, in Kansas, what was one
of the most difficult parts for you to able to be start WorkTorch?

Ms. GLADNEY. Congressman, thanks for your question. And I was
born in Ames, Iowa, so fun fact.

Mr. NUNN. There you go. Cyclone territory.
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Ms. GLADNEY. Yes. And I appreciate that question, because I
think so much—we talk about startups and small businesses once
they are past that zero-to-one phase. That zero-to-one stage is so
difficult.

So when my co-founder and sister, Angela, and I decided to start
WorkTorch, we had so many barriers when it came just to even
knowing or understanding. It was very clear that we were out-
siders. We didn’t even know there was an ecosystem that existed.
So, of course, we didn’t know the players. We didn’t understand the
language. We didn’t understand any of that.

Even trying to get from zero to one was so challenging, which is
why we had to do something so risky as taking our money out of
our 401(k)s, because we were seen as outsiders.

The more that we can support entrepreneurs in those earlier
stages, I think a lot of—unfortunately, a lot of businesses, they die
in that zero-to-one ideation stage.

Mr. NUNN. I would agree with you on that.

Let me be quick on this, because I think this is an important
thing for entrepreneurs like you across the country. As you know,
Reg A or the Mini-IPO offering process is less-intensive and less-
costly than the traditional initial public offering.

Do you think, based on your experience, it is time for Congress
to revise Section A? Specifically, House Republicans are advocating
that we raise the amount to $150 million from the current $50 mil-
lion and include an inflation adjuster.

Would this have helped you?

Ms. GLADNEY. Absolutely. Just increasing the access, of course,
absolutely, it would help.

I see that the time is running out, so I just want to keep it brief.

Mr. NUNN. Thank you for your service.

I yield back.

Ms. GLADNEY. Thank you.

Chairwoman WAGNER. The gentleman yields back.

I now recognize the gentleman from the Kansas City, Missouri,
area, the soon-to-be Super Bowl champs, the Kansas City Chiefs,
my fellow delegation member, Mr. Cleaver, for 5 minutes.

Mr. CLEAVER. Thank you for that opening objective analysis of
the coming game.

I was going to ask Ms. Howe, before you said anything about the
game, it doesn’t mean we are bragging about anything. If you win,
you are not bragging. And we are hoping that the rest of the com-
mittee members will come in and celebrate, at the next hearing,
the Kansas City Chiefs as world champions.

I am glad we have some folks who have taken advantage of this.
I have been on the Financial Services Committee for 18 years, but
this is my first time on the Capital Markets Subcommittee. So in
trying to get up to speed on it, I thought people are going to run
away. A shareholder of record does not denote the current owner
of stock. Instead, it suggests who owned it 2 days prior.

Now, if you tell somebody who is wanting to participate and go
into business, won’t they start getting a headache? Am I inter-
preting that correctly? Is that correct?

Mr. ELLENOFF. May I?
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I think there is a misunderstanding here. Shareholder of record
for public companies, it is true that often on a central ledger sys-
tem called CD, multiple shareholders are centralized as one share-
holder for purposes of calculating for proxy rules under the public
company laws. For private companies, that is not really accurate.
It is one-to-one.

I think if you ask any of the entrepreneurs or venture people
here, you will find that the shareholders that are listed are their
record holders. And while I can’t say that is true in all cases, I can
say it is in the predominance of cases.

The concern that I have when I hear questions like that is if the
route the SEC intends to use to force private companies to go pub-
lic is by playing games with 12(g), I think that is problematic.

Mr. CLEAVER. I appreciate that. Thank you.

Ms. Howe, and Ms. Gladney, can you speak to the challenges in
fundraising for start-up companies, particularly those who are pre-
revenue, thereby making bank capital largely inaccessible?

Ms. GLADNEY. Thanks for the question, Congressman. Definitely,
the pre-revenue stage was the most challenging stage for us. And,
again, not being an insider, you go to the websites of a lot of these
investment firms that will say, hey, we invest at day zero. So we
think, hey, we are at day zero, and we try pitching. And come to
find out, more than likely they definitely—they don’t, or it is not
for people who look like me or people who don’t have that existing
connection.

So, it is extremely challenging, which is why it tends to put a lot
of founders like Angela and I in a corner, where it is either we let
this idea die or we pull out money that we probably shouldn’t pull
out to make it work.

Once we get the revenue in, at least we can start saying we have
traction, and it mitigates some of the risk, and you will start to see
more people come. But it is still even challenging at that point for
founders like myself.

I will let Darcy kind of chime in before time runs out.

Ms. HOWE. Pre-revenue companies are the purview of angels. An-
gels are more predominant in markets where they have already
made money and they are, “on house money.” So, they can afford
to take the risk of giving $20,000 or $30,000 to Angela and Debo-
rah.

I don’t think that is the right place for early, early investors,
frankly. That is the place for people who are more sophisticated
and who can help these young, young, young companies, if that an-
swers the question.

Mr. CLEAVER. It does. Thank you.

Madam Chairwoman, I yield back.

Chairwoman WAGNER. The gentleman yields back.

The Chair now recognizes the Vice Chair of the subcommittee,
the gentleman from New York, Mr. Garbarino, for 5 minutes.

Mr. GARBARINO. Thank you, Madam Chairwoman, and thank you
very much for hosting this important hearing today. And thank you
to our witnesses.

Madam Chairwoman, before I ask questions, I request unani-
mous consent to enter into the record several letters: a letter from
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the Small Business Investor Alliance; and a letter from the Na-
tional Venture Capital Association.

Chairwoman WAGNER. Without objection, it is so ordered.

Mr. GARBARINO. Thank you very much.

Mr. Ellenoff, I am going to start discussing Regulation A with
you. Title IV of the JOBS Act directed the Securities and Exchange
Commission to adopt rules examining securities offering up to $50
million within a 12-month period from Securities Act registration
requirements.

Upon implementation, the SEC created two different tiers: Regu-
lation A, Tier 1, caps at $20 million; and Tier 2 allows for the sale
of $50 million, which was later raised to $75 million.

The benefit of having Regulation A is that it provides an oppor-
tunity for small and medium-sized private companies to access cap-
ital on a scale more appropriate for their needs with limited disclo-
sure requirements.

Despite these benefits, you mentioned in your written testimony
that Regulation A still needs to find its footing.

Can you explain why Regulation A has been underutilized? And
how would amendments to Regulation A help small businesses
raise capital? And would more companies benefit if Regulation A
raised its offering cap?

Mr. ELLENOFF. First off, we have to recognize the great State of
New York together, okay. If everybody else can do it, we should be
doing it just because we are a big urban center.

Reg A+ is a more-involved disclosure document, not unlike a tra-
ditional IPO on an S-1. It is on what is called a Form 1-A, and it
has extensive legal work, and accounting work involved. It takes
months to prepare or weeks, in many cases, if it is an earlier stage
company.

The good news—and I spoke to one of the founders of the big
platforms this morning—is in the last few years, $5 billion has
been raised in Reg A+. So, it is an exemption that is getting trac-
tion. It is just not as much as I think regulators would like it to
be.

And many of the major investment banks, the Mini-IPO, don’t
tend to follow in that direction. I think increasing it to $150 mil-
lion, which is the proposal from $75 million, would be advan-
tageous in that it may attract a higher quality number of Silicon
Valley-based companies that may choose to use it.

The cost of doing a Reg A+ deal and the time and the sophistica-
tion kind of necessitate larger deal sizes in order to pay for the dili-
gence that is being questioned here about whether or not these
deals are providing enough disclosure so that investors can make
an informed decision.

When you are targeting retail investors, which Reg A+ does, you
need more involved disclosure. What has not been discussed today,
and the reason large companies shouldn’t be required to put disclo-
sure—and it has been conventional wisdom in the capital markets
for 70, 80, 90 years—is that you have the largest institutions who
do the due diligence with people like Ms. Howe at their side. So,
you don’t need that level of disclosure or diligence because some-
body is doing it.
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There have only been a few hundred deals that have been done
on Reg A+, and its average raise size is $2.2 million, but we do not
need to utilize it more and find a utility for it.

Mr. GARBARINO. And you think raising the cap could get more
companies involved?

Mr. ELLENOFF. I spoke to several of the platform managers, and
they agreed that there are times when they speak to some of the
companies who feel that the $75 million as a top limit makes it un-
attractive to them, so they won’t do a deal on Reg A+.

Mr. GARBARINO. I have some more questions, but they are much
more detailed—

Mr. ELLENOFF. Oh, one last thing, if I may?

Mr. GARBARINO. Sure.

Mr. ELLENOFF. It has not been discussed, and I am not really
supposed to go here, but I think that if crypto was to become a reg-
ulated vehicle, as has been suggested by our regulator community,
Reg A+ is the perfect onramp for it. So far, the regulators have not
been accommodating for that conversation. But had they been, then
$75 million would definitely be utilized on a regular basis.

Mr. GARBARINO. Thank you. And I do have other questions about
this, but I will have to send them to you.

I do want to ask you also about finders. Right now, there is no
suitable framework for finders which, because of this, they are
treated as broker-dealers by the SEC.

Is this a problematic framework for those seeking to make con-
nections between investors and private companies? If so, can you
expand upon that? And would changing this and creating a frame-
work benefit rural and underserved areas?

Mr. ELLENOFF. Yes, yes, and yes. It has been sitting out there
for 25 years and it is just getting fumbled all the time. And there
is no good reason not to have finders be able to qualify under the
old, “Paul Anka” sort of test or some expanded no-action letter like
that.

Mr. GARBARINO. So, this is really affecting access to capital and
we need to fix it?

Mr. ELLENOFF. Without question. Small businesses need people
to help them identify appropriate investors.

Mr. GARBARINO. Thank you very much. I yield back, Madam
Chairwoman.

Chairwoman WAGNER. The gentleman yields back.

I think we have completed our questioning time period. I would
like to thank all of our witnesses for their testimony today. So
much of it was just absolutely inspiring, and I thank each and
every one of you, as does our committee.

The Chair notes that some Members may have additional ques-
tions for this panel, which they may wish to submit in writing.
Without objection, the hearing record will remain open for 5 legis-
lative days for Members to submit written questions to these wit-
nesses and to place their responses in the record. Also, without ob-
jection, Members will have 5 legislative days to submit extraneous
materials to the Chair for inclusion in the record.

The hearing is now adjourned.

[Whereupon, at 3:49 p.m., the hearing was adjourned.]
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Statement of McKeever E. Conwell, II
Managing Partner, RareBreed Ventures
before the U.S. House of Representatives Committee on Financial Services
Subcommittee on Capital Markets
“Empowering Entrepreneurs: Removing Barriers to Capital Access for Small Businesses”

February 8, 2023

Madam Chair Wagner and Ranking Member Sherman, thank you for the opportunity to
testify today on the importance of creating better access to capital and removing barriers for both
entrepreneurs and those who fund their amazing companies. My name is McKeever E. Conwell,
II, and I am the Founder and Managing Partner at RareBreed Ventures (RareBreed) which I am
representing today. RareBreed is a venture capital (VC) firm that invests in, and supports,
innovative product and technology startups in the earliest stages of their business that are in

locations typically overlooked by the majority of other VCs.

I want to first say that I am here to address the much-needed Improving Capital
Allocation for Newcomers (ICAN) Act due to my personal experience in raising a fund and my
expertise. I want to also clearly state that T am in full support of all seven bills being addressed

today as they all address removing barriers to capital access for small businesses.

I am the American Dream

I’m the son of an Air Force veteran who became a postal worker and a bank teller. I went
to college at Morgan State University, a Historically Black College and University, where 1
studied Computer Science and got an internship at the National Security Agency. I later dropped
out of college to pursue a career as a government contractor supporting the Department of
Defence to do my part for our amazing nation. In 2010 I would go on to start my entrepreneurial
journey by founding two startups, the first of which exited by the sale of its intellectual property
to a Fortune 100 company. In 2016 I began working for the Maryland Technology Development
Corporation (TEDCO). TEDCO is a Maryland economic development corporation that is also
the largest funder of early-stage startups in Maryland by volume. It was at TEDCO that I learned

to be an investor and led the creation of, what was at the time, the first state-backed pre-seed
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would fit under the new rules in the ICAN Act because most of our funds are less than

$150,000,000.

This Is Why We Need the ICAN Act

With the ICAN Act, such limiting factors would be greatly reduced. First, this would
allow accredited investors to not only have more opportunities to participate in the asset class of
venture capital but also allow them to reduce their risk. With lower minimums for these
newcomer funds, investors can now invest smaller amounts of money in more VC funds to
spread out their risk and better diversify their investments. Secondly, this would allow investors
to raise more capital in their early funds. Today many funds have to turn away investors who are
willing to invest even more than $100,000 because of the limit on the number of investors in a
fund. This results in millions of dollars in potential funding for future innovation and job
creation. While also, excluding these investors from being able to truly diversify their own
investments and limiting their ability in wealth creation. While raising our first fund, we got
enough interest to actually raise over $30,000,000 but had to tur away most of it due to the
limits of the current regulations. The idea that in a capitalist country where individuals who
meet the accredited investor status are told they aren’t able to make certain investments because
they aren’t wealthy enough seems wrong. Even more so, those who do have enough wealth to
continue to participate in the venture asset class are almost exclusively from a non-diverse
population. This only serves to further widen the racial and gender wealth gap in America and

puts limits on the types of innovation we see in our country.

Conclusion

I am excited to see Congress working through issues that impact the access to capital that
drive innovation. 1 appreciate that policymakers have to balance protecting the public from
scammers and bad actors while reducing barriers to economic growth, job creation, and
innovation to continue to make our country the best in the world. As someone who has spent my
entire career in venture capital as an advocate for access to capital and reducing barriers, 1 look
forward to being supportive and assisting this committee in any way possible. Thank you for this

opportunity to testify today, 1 look forward to your questions.
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Good morning, Chairman Wagner and members of the Capital Markets subcommittee. It is a
pleasure to be a part of this important hearing “Empowering Entrepreneurs: Removing Barriers
to Capital Access for Small Businesses. | was last before this subcommittee September 11, 2019
for the hearing: “Examining Private Market Exemptions as a Barrier to IPOs and Retail
Investment.” There have been significant developments in the capital market since and we are
now back to an environment where entrepreneurs need further assistance of Congress. | trust
that you will seriously consider the Proposed Bills.

My name is Douglas Ellenoff. | am a partner at the New York based law firm of Ellenoff,
Grossman & Schole. | am a corporate and securities lawyer and have been practicing for over
35 years. My law firm has been in business for more than 30 years and there are nearly 130
lawyers and we are regularly one of the top 10 IPO and finance law firms in the nation. We are
market leaders in several alternative finance programs, including Crowdfunding, SPACs, PIPEs
and Registered Directs.

| have spent nearly 10 years after the passage of the JOBS Act working with the leadership of
the crowdfunding movement, traveling extensively domestically and abroad, including dozens
of trips to DC, to provide our views on the proposed and final Regulation Crowdfunding and
various JOBS Act rules and regulations.

I am counsel to the Association of Online Portals, the leading voice in DC for the industry and
have had a prior association with the Crowdfunding Intermediary Regulatory Authority in a
similar position.

| am a co-founder of LawCloud, and GUARDD, two legal technology companies catering to the
broader crowdfunding industries.

My comments are those of my own and not my firm, nor my clients or the associations to which
| am affiliated with.
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Given today’s volatile market conditions, where capital is scarce for entrepreneurs, not unlike
the period right before an overwhelmingly bi-partisan Congressionally enacted JOBS Act, the
timeliness of today’s hearing is more important than it’s been in the past decade.

According to the data published by Crowdfund Capital Advisors, from the period of inception of
Regulation Crowdfunding to 2019 my last testimony here, there was $193.8mm raised in the
aggregate. Since 2019, until today $1.4 billion has been raised. This 7x increase clearly
demonstrates the commercial acceptance and viability of what Congress put in motion in 2012
with the JOBS Act. There have been over 4,300 funded transactions- 3,500 just since

2019, Importantly, the number of jobs created just from Crowdfunding and not the other
provisions of the JOBS Act has been nearly 225,000. Although the studies are limited, the data
indicates that of these funded transactions, 55% of them has at least one woman or minority
founder, have an 81% success rate and represent nearly 47.8% of all capital raised. We can all
be very pleased with the results of Crowdfunding, which would not have been implemented
without the support of ail constituents represented here. Regulators were decidedly
uncomfortable with the idea of Crowdfunding and many of their stated concerns didn’t
materialize. Had we not proceeded and acted together, our economy wouldn’t have benefited
and, more importantly, those entrepreneurs wouldn’t have been funded and been able to hire
employees and execute their dreams and make them a reality. It's a wonderful example of
Congress taking action that has very positive real-world impact.

On a personal note, since my last testimony, my fellow panelist Renee Jones left her
professorship at Boston College Law School to be appointed Director of the Division of
Corporation Finance of the Securities and Exchange Commission, and Mike Piecek finished his
time as head of the Department of Financial Regulation of the State of Vermont to be elected
as the State’s Treasurer, so as you might suspect, | am a little disappointed that my status
remains unchanged but | remain hopeful that my testimony here may have a similar impact on
my professional resume as it has for my esteemed colleagues.

| look forward to sharing my views on many of the proposals that will be discussed at today’s
hearing and thank Chairman McHenry for hosting this important hearing today.

INTRODUCTION

Similar to most industrialized nations, the presumption contained in our securities laws is the
requirement that any offer and sale of securities must be registered with the Securities and
Exchange Commission {SEC). The underlying notion is that the public at large generally needs
some protection from bad actors and that full and fair disclosure {i.e., a true and accurate
description of the business, its management, the capital structure, financial status of the
operations and the associated risks) will be provided to them prior to an investment in order to
enable all investors to make an informed investment decision. Our federal securities laws, as
opposed to certain of our states, premise our statutes on the thoroughness of the disclosure of
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each issuer and not the merits of the investment. Since the enactment of the Securities Act of
1933 and its related provisions in the Securities Exchange Act of 1934, which requires ongoing
and updated disclosure by registrants to facilitate secondary trading, it is fair to say that this
regime has been the foundation for the most active liquid securities market in the world.

Our securities laws are the basis for many other jurisdictions and are regulariy monitored by
other governments and regulators to assist in informing their own continuing positions with
respect to new innovations and reforms. We too should be mindful of what these other
jurisdictions are seeking to accomplish, since they are competing with us to attract companies
to raise capital more efficiently and retain these companies for secondary trading. This is why it
continues to be important to analyze what is working with our capital markets and what isn’t or
is achievable in new methods with the introduction of new technologies. While | am not an
expert in the securities laws of many of the other competitive jurisdictions, it seems
unquestionable to me that based upon many experiences we have had with cross-border
transactions and alternative finance programs, that our business enterprises are required to
operate in the most complex series of intertwining rules and reguiations.

The positive result generally is that our markets are trusted and attract capita! from around the
world. There are negatives though that should not be lost or ignored simply because our overall
formula for market structure and governance has been unarguably successful.

Is the cost of being public too burdensome? Yes. Compliance costs are resulting in companies
remaining private substantially longer than previously. Although off topic from today’s
proposals, how is it ok that before SEC proxies by a company in a public merger, the plaintiff's
bar is already lining up to claim that there have been deficiencies in the process? It is simply
unseemly. It makes sense episodically to analyze where we are in the regulatory cycle and ask
whether we are being too lenient or too restrictive. Like many complex issues, there is no easy
answer and it may depend upon where you are looking—in the public markets or the private.
Unquestionably, the current regulatory environment is unkind to being either a public company
or a private company. There is a culture of regulation by enforcement, as well as, the
convenient re-interpretation of rules and regulations that have been on the books for years and
years.

Compliance is unquestionably complex and, in many cases, unclear. While regulators generally
are available to provide guidance on how to proceed in a manner that they are comfortable
with, there is inconsistency at times, even subjectivity to prohibit activity that it would appear
they are uncomfortable with. Much of it is just human nature but does create tension in the
system and give pause to businesses that are considering being public in the U.S., or remaining
public. At this time, | would however note that in our experience, much of the confusion seems
by institutional intention and not by individual choice. in a global market, we need to recognize
that our securities laws and how they are interpreted are being assessed around the world to
determine if we are a hospitable and beneficial place to entrust their capital formation and
trading.

We are here today to consider proposals for improving our capital markets. | will argue that
some enhance our standing in a meaningful manner and others are merely incrementally
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attractive. Please consider that as a securities practitioner who respects the efforts of all
securities regulators and their daily tasks of protecting investors from the opportunism of bad
actors, who are either expedient in their approaches without regards to the effects on others or
outright wrongdoers, | am very sensitive to the SEC’s charter of continually seeking the proper
balance between capital formation in both the private and public markets, even though | would
observe that the current zeitgeist believes that it is decidedly more investor protective and
more antagonistic to investing and capital formation.

EXEMPTIONS

It has always been acknowledged by Congress and the SEC since the beginning of our Federal
securities laws that not all securities offerings must be, or even should be, registered and
reviewed by the SEC.

The statutory inclusion of exemptions from registration with the SEC, is an acknowledgment by
both Congress and the SEC that there are certain investors that don’t need the protections that
other less sophisticated and more vuinerable investors may require.

Presumed in these exemptions is the notion that those investors have the ability to make their
own informed decisions, perform due diligence, value the companies being considered and
structure the financings as appropriate. The benefit of being in this category of investors, albeit
whether one is an individual accredited investor or an institutional investor that meets one of
the exempted investor category status, is that the private enterprise seeking the necessary
funding will not have to subject themselves to the financial, regulatory and administrative
burdens of having to register with the SEC.

Being an investment opportunity that can access the private markets is of significant advantage
because it saves the time, resources and expense of having to register and comply with the very
complex securities disclosure laws and PCAOB financial statement requirements, among other
regulatory costs.

Mind you, neither registering nor being exempt changes the risk profile or investment character
of the investment. | would like to emphasize that just because an enterprise is prepared to
register their securities and comply with the SEC registration process doesn’t makes them a
better investment or less risky. The point of registration in my judgment is that we collectively
have decided that full and fair disclosure is necessary and important to protect unaccredited
retail investors from making an uninformed investment decision.

Registration doesn’t ensure a successful investment, just relevant information. Since investors
in exempt offerings are presumed to be able to protect themselves and not require those
protections, a private market has always been in active existence and is substantially larger
than our public markets. This is a good thing and the venture markets and real estate markets
are but a couple of examples of how private entrepreneurship has flourished free from the
burdens of registration with a statistically tolerable amount of fraud and litigation profile. To be
clear, however, no amount of fraud is acceptable, and we should and have laws in place to
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penalize those that act outside of the bounds. Unfortunately, just because there is the reality
of fraud shouldn’t deter capital formation and capital markets advances. Crowdfunding is
another wonderful example of a private market exemption balancing proper disclosure and
investor protection in a new manner that was previously not permissible.

Are there failures as well as successes? Absolutely. However, we as a collective society are
supportive of that subset of the private markets because it doesn’t harm individuals that aren’t
arguably able to bear the risk of those losses. From a practical matter at this point, it would
seem unrealistic to me that the existing SEC would even be equipped, much less want, to
assume the burden of the tens of thousands of private enterprises that avail themselves of the
exempt markets and have raised investor funds.

EXPANDING THE PRIVATE MARKET IN A CONTROLLED AND RESPONSIBLE MANNER

The various JOBS Act provisions that Congress enacted (to its credit) back in 2012 have been
beneficial for retail investors while maintaining the appropriate balance between capital
formation and investor protection. Notwithstanding a remarkable amount of outspoken
investor protection advocacy to the build-up of the passage of the JOBS Act, Title Il Regulation
Crowdfunding in particular, it is now commonly acknowledged by regulators that none of the
doom and gloom prognostications of fraud or litigation has presented itself. it is unlikely that
fraud won’t occur in the Regulation Crowdfunding space, but many of the stated reasons for
frustrating this quite novel exemption haven’t presented themselves yet.

There is no doubt there have been investor losses (as well as profits), but yet no meaningful
investor upset spilling into the complaint lines of the SEC, FINRA or the state regulators. |
believe the reason is that so far retail investor through advanced technology solutions has
ensured that they be educated about the risks of Crowdfunding generally, as well as being
provided all the necessary business and financial disclosure, as well as, advising them of the
associated risks. The digital footprint for recording the full transparency of the process also
keeps both sides compliant.

The funding platforms and issuers have properly educated their investors and provided them
with limited scaled down legal and financial disclosure in a readable and digestible manner. |
am often asked why Regulation CF has only funded a little less than a thousand companies and
raised less than a few hundred million dollars. My response has been both that all new
programs take a considerable amount of time in my experience to develop if you want them to
grow organically and responsibly. And secondly, and more importantly, if the size of the market
is the primary issue of concern now and not that the experience of this exemption hasn’t
actually caused severe regulatory backlash, then we should ail sigh a big relief that we have
bench tested the program and it is working successfully. Potential for fraud was one of the
primary reasons that Congress reduced the maximum amount that companies could raise and
in this light it should be reconsidered. Now that such fear hasn’t been substantiated, we should
take this opportunity to explore making some improvements, and taking off or relaxing some of
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the guardrails of regulation. My observation would be to take a victory lap on this bipartisan
initiative, and reflect on what changes are necessary for greater impact. The few thousand
entrepreneurs have been funded, several hundred thousand jobs is a good start!

More businesses and jobs would be created, more geographically diverse enterprises would be
funded, and more entrepreneurial opportunities started by more minorities and women would
access capital. We thought this ultimately would be the outcome of Regulation CF — and this
was a key rationale in advocating for it. Now that these positive outcomes have come to pass,
key additional reforms would fully leverage these early successes.

This is also true of Title Il General Solicitation and Regulation A+. | think General Solicitation
speaks for its success. Regulation A+ on the other hand needs to still find its footing.

My sincerest emphasis and admonition though for you today, as you consider additional
changes and additions to the JOBS Act provisions and other private market proposals, is to
remember that Congress took bold bipartisan action in 2012 against much antagonism from
regulatory adversaries of the legislation. Many of those concerns as stated at that time have
not materialized. We have enough information to know that much more good can come by
enhancing the sound bipartisan legislation that passed in 2012.

With respect to the 4 proposals to be considered at today’s hearings, please find my views and
thoughts below:

1. H.R. ___- “To amend the Securities Act of 1933 to preempt state securities law
requiring registration for secondary transactions.”

Otherwise referred to as “Improving the Crowdfunding Opportunities Act”, this proposal
seeks to further enhance the secondary trading of the securities purchased by investors. This
proposal is similar to the treatment that publicly-traded securities receive pursuant to the
National Securities Markets improvement Act of 1996, whereby Congress facilitated the pre-
emption of state securities regulation for those securities publicly-listed and traded on either
NYSE/AMEX or NASDAQ. Practically, this would enable investors to obtain greater liquidity for
their already-held positions and improve the attractiveness of crowdfunding and other private
market exemptions. To the extent that tokens are encouraged to be treated as securities
offerings by regulators, this improvement would be one less reason for those issuers to remain
non-compliant.

For the stated reasons, and others, | would encourage the approval of this proposal.

2 H.R.___- “Toamend the Securities Act of 1933 to provide smali issuers with a
micro-offering exemption free of mandated disclosures or offering filings.”

Otherwise referred to as the “SEED Act of 2021”, this proposal seeks to further enhance private
exemptions and make it substantially easier for start-ups and small business to raise capital.
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The proposal would relieve issuers from the substantial disclosure and filing burdens imposed
by other offering exemptions, but, remain subject to the anti-fraud and “bad boy”
disqualifications. As we all observed during the Covid lock-downs, small businesses and
restaurants suffered immeasurably. Had this exemption been in place, those entrepreneurs
may have had an easier time raising capital from their customers and avoided liquidation or
going out of business. Raising capital in the amount of $250,000 or less is not currently cost
effective given the compliance issues. H.R. 5458 seeks to redress this marketplace friction.

For the stated reasons, and others, { would encourage the approval of this proposal.

3. H.R.__ - “Toamend the Securities Exchange Act of 1934 to create a safe harbor for
finders and private placement brokers.”

Otherwise referred to as the “Unlocking Capital for Small Businesses Act of 2022”, this
proposal seeks to finally codify one of the longest lasting proposals floating in the
securities industry that would enhance private market activity and make it easier for
start-ups and small business to work with member accepted finders to facilitate and
assist in the capital raising process. As SEC Commissioner Roisman wrote in his October
2020 remarks on this proposal, “for almost fifty years, finders have approached the staff
regarding whether a particular activity or business model would require broker
registration.” He also highlighted that “in 2005, the ABA Task Force on Private
Placement Broker-Dealers recommended that the SEC work with FINRA and state
regulators to establish a simplified system that would allow persons to solicit investors
for small issuers, subject to a reduced but appropriate , level of regulations.” As he then
points out “The lack of clarity regarding the status of finders has had detrimental effects
for issuers and investors.” Commission Roisman is joined by many other securities law
professionals that believe it is high time to finally address this lingering issue and benefit
our small business community.

For the stated reasons, and others, | wouid encourage the approval of this proposal.

4, H.R.___- “Torequire the Securities and Exchange Commission to revise rules
relating to general solicitation or general advertising to allow for presentations or
other communication made by or on behalf of an issuer at certain events.”

Otherwise referred to as the “Helping Angels Lead Out Startups Act of 2022” or the “HALOS Act
of 20227, this proposal seeks to finally codify another ongoing debate about how to comply
with certain of the private offering exemptions and be able to disseminate presentations and
other communications at certain events, particularly Angel Investor Groups, a defined term,
which may only be comprised of Accredited Investors, who meet regularly, without running
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afoul of the general solicitation or general advertising rules. This proposal is seeking to clarify
that certain routine activity used by an issuer in its fund raising process, to a defined audience,
will not cause such issuer to have to comply with the more onerous provisions of 506¢ and have
to verify the accreditation of all the participating investors. H.R. 9451 recognizes that Ange!
Investor Groups by their very nature are sophisticated investors with net worths that don’t
require regulatory protections in this manner and without this proposal the securities law are
unnecessarily preventing the issuer from using the Angel Investor Group forum efficiently and
providing them with more detailed information and presentation. This frustrates the capital
formation process.

For the stated reasons, and others, | would encourage the approval of this proposal.
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Testimony before the U.S. House Financial Services Committee
Subcommittee on Investor Protection, Entrepreneurship and Capital Markets

“Empowering Entrepreneurs: Removing Barriers to Capital Access for Smail
Businesses”

Deborah Gladney
CEOQ and Co-Founder, Worktorch

February 8, 2023

Chairman Wagner, Ranking Member Sherman, Ranking Member Waters, and members of the
Subcommittee, thank you for the opportunity to appear here today.

My name is Deborah Gladney and I'm the CEQ and co-founder of Worktorch - a career platform
for service workers based in the heartland of Wichita, Kansas. I'm honored to be here today with
my sister and cofounder Angela Muhwezi-Hall and be present for such a critical agenda that
impacts entrepreneurs like us from across the country.

When we started our company at the peak of the pandemic, we had no idea our company would
take us to the places we’ve been, help the people we have helped or allow us to see the things
we have seen. Things such as the extreme disparities in access to resources and capital
amongst entrepreneurs.

Last year, startups with all-women founding teams like ours received just 1.9% of all venture
doliars. And for black founders, we received just a mere 1%.

As if the odds aren’t stacked up against us enough - 75% of all venture capital investments go
to just three metro areas. And | can promise you, Wichita isn’t one of them.

According to the data - my sister and | - as black women founders in Kansas, should not be
here in front of you today.

What made the difference you may ask?

We had our first example of hard work from our parents. They came to this country from Uganda
and worked hard to obtain their doctorate degrees all while raising their five children with no
support or generational infrastructure built in this country. They were our first example of what it
means to be an entrepreneur - to build something out of nothing. To be scrappy and resilient,
even if you're told no 100 times a day. To take risks, even if it means leaving what feels
comfortable, for the chance at building something big.

Even if it means me walking away from a six-figure salary while 8 months pregnant to build
Worktorch. Even if it means my sister leaving an esteemed university in beautiful L.A. to live in
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my basement with her husband as we built our company. We did it because we knew building
Worktorch not only had the power to change our lives, but the lives of service workers and their
families. Everyday, our company helps people find fulfiliment in life while being rewarded for
what they do.

But without our parents’ example, | don’t think my sister and | would have made it this far.

When we started Worktorch - we had no connections, or friends and family we couid lean on for
capital. We cold pitched 379 investors. And received 379 no’s. We had to pull money from our
own 401Ks to build our product. But with our little money, we created a platform that garnered
over 1,000 users in the first few weeks without receiving a dollar from anyone else.

The scrappiness our parents taught us is what got us to the point of eventually becoming the
first black women in Kansas to raise over $1M in venture funding. But we also came to the table
with twice as much - often to get twice as less.

It's also hard for us to be proud of the fact that in 2023, we are still seeing a lot of firsts for
minority and rural entrepreneurs. Access to capital is literally stunting the ability for many
businesses like ours to grow.

And this is why today’s proposed bills are so important.

Wouldn't it be great if more people who looked like me could invest in people who look like me?
As a nation, we know the benefits of encouraging entrepreneurship across backgrounds: we
create jobs, spark innovation and allow America to maintain its position as the most competitive
nation on the planet.

It's in our nation’s best interest to foster more firsts like my sister and |, and create more
seconds, thirds, fourths and beyond... to where we won’t even have to count anymore.

it's my hope you'll be on the right side of entrepreneurial history today. Thank you and { look
forward to your questions.
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underrepresented demographic. These inclusive statistics far exceed Coastal venture-backed
businesses.

You have now met one of our amazing founders, Deborah Gladney, and can see why investing in
WorkTorch was not a hard decision for my partners and . KCRise Fund invested $400,000 and
made introductions to venture capital in other parts of the country which lead to 4 more firms
investing for a total of $1.1million. As the eyes and ears of our region for VCs around the US, our
support was validating to other VCs in our network which made her raise successful.

So tell me again, why we need these seven bills?

While I can speak to the DEAL Act, SEED, HALOS and ICAN, ICAN is the bill which would unlock the
most access to capital for small venture funds like KCRise Fund, and on which I will focus my
remaining remarks.

Our first fund was $19 million and it took me two years to raise! Limited to 99 accredited investors,
I had to find people willing and had the resources to invest nearly $200,000. For Fund II we wanted
to increase capital to the region, so set out to raise $40million which meant the average investor
had to commit $400,000. Not every small venture fund manager has the network I had built over 30
years and even | had trouble raising for startups, a type of investment that most people had never
invested in before.

Please don’t confuse us with the big-time private equity bunch with mountains of money. There are
100s of small funds like ours springing up in smaller markets and we all would benefit from raising
the limit on total number of investors. It would accomplish three things: Firstit would allow more
folks to participate. Funds could take investors at much lower levels such as $10,000 or $50,000,
increasing access for small investors. Secondly, by being able to take more investors, we can more
easily build a larger fund, bringing increased capital to our market. And finally, a business reason to
attract more people to start a small venture fund. Fund administration, tax prep, audit, legal, rent,
investor communication, events and fund management all take capital. Seeing a path to building a
fund which can pay for all of these things and build a small team to help the entrepreneurs will
increase access to capital as more funds are formed.

On behalf of small fund managers, angel investors and startups, appreciation for your focus
on this high growth sector of our economy!

More inclusive capital is the lifeblood of new jobs in counties all over this country. We are seeing,
already, in our region that generational prosperity is broadening due to our focus and increased
capital.

Thank you for this opportunity to represent small investors and small fund managers who will
benefit from your thoughtful improvements in policy.
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Congress and the SEC created this perverse regulatory regime in the name of capital formation. Yet, as
we have seen with Theranos, WeWork, and so many others, the current capital markets regulatory
regime enables capital distortion. The regime does so in various ways, such as inflated valuations, lax

internal controls, inconsistent disclosures across investors, and potential fraud and abuse.®

When Congress established the federal securities faws and created the Securities and Exchange
Commission to implement them, it was responding to the massive investor losses and waste of the
Great Crash of 1929. Congress was concerned that, without basic information about a company’s
finances, governance, and operations, capital would be mis-aliocated and wasted. The fundamental
bargain then and now is that companies that want to raise capital from the public must first provide
basic information to investors and the public, including the company’s financials, governance,
operations, and risks. Today, public companies even need to be audited, and their auditors are subject
to significant regulatory oversight. These robust audits are essential to promoting the integrity of the
companies and the markets in which they operate. This disclosure of information improves price
discovery, makes the markets more fair, more orderly, and more efficient, and protects investors from
abuses, such as information asymmetry. Even the most sophisticated investors cannot exercise their
superior knowledge and expertise if they do not have reliable information about a company’s financials,

operations, and risks — a fesson that, sadly, has had to be re-fearned with great frequency.

When the securities laws were first adopted, and in the decades thereafter, offerings to even a singie
person or to a small number of employees were deemed to be public offerings in need of being

registered. Congress and the SEC have since reversed those decisions, with increasingly alarming results.

5 Crenshaw, January 30, 2023.
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February 8, 2023

The Honorable Patrick McHenry The Honorable Maxine Waters

Chair Ranking Member

House Commitfee on Financial Services House Committee on Financial Services
2129 Rayburin House Office Building 2221 Rayburn House Office Building
Washington, D.C; 20513 Washington, D.C. 20515

The Honorable Ann Wagner The Honorable Brad Sherman

Chair Ranking Membei

Subcommittee on Capital Markets Subcommittee on Capital Markets

2350 Rayburn House Office Building 2181 Rayburn House Oftice Building
Washington, D.C: 20515 Washington, IX.C. 20515

Dear Chaif McHenry, Ranking Member Witers, Subcomittes Chair Wagner; and
Subcommittee Ranking Member Sherman,

On behalf of aur nation’s venture capital (VC) investors and the entrepreneurs they
support; thank you for holding the Subcommittee on Capital Markets February 8% hearing
entitled “Empowering Entreprencurs: Removing Barriers to Capital Access for Small
Businesses.” NVCA appreciates the committee’s focus on finding legistative solutions to
facilitate capital formatior, expand entrepreneurial activity into more regions of the country, and
support the next generation of high growth companies,

Tn particular, NVCA is thrilled to see the Developing and Empowering our Aspiring
Leaders (DEAL) Actincluded as part of the hearing discussion; a longtime legislative priority
that will improve capital formation in the earliest stages of the startup ecosystem. The DEAL Act
will allow VC funds to acquire more shares from founders; angel, and seed stage investors and
provide capital to emerging VC funds without triggering the costs and burdens-of find
registration, providing Hquidity and improving returns in the earliest stages of the startup
ecosystem. These early-stage investors will then be able to make new investments into the next
generation of nascent American companies.

NVCA is grateful for the exemption provided by statute that was intended to exempt
venture capital funds from the costs and challeniges associated with the Registered Investment
Advisor (RTA) registration tequiremenits imposed under Dodd-Frank. However, industry trends
have made the definition of a. venture capital fund promulgated by the Securities and Exchange
Commission (SECY in rule 203(1)<1 of the Investment Advisers Act in 2011 increasingly out of
touch witl the realities of today’s startup ecosystem. The definition leaves out critical
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participants in the entrepreneurial ecosystem, constrains the investment activity of some Exempt
Reporting Advisors (ERAs) who must:monitor-investiment strategies to-actively avoid the
regulatory morass of registration, and imposes unnecessary compliance burdens en other firms
who participate in venture capital,

The DEAL Act is the legislative solution to this challenge: The bill would encourage
<apital formation for startups by directing the SEC to make a larger percentage of secondary
investments qualifying for purposes of the definition of a venture capital fund. We are also
excited to see the DEAL def make fimd-of-fund investments info VC funds qualifying. These
types of investments are not currently qualifying under the SEC. definition despite the prominent
role of fund-of-fund investments in growing venture capital ecosystems in more regions of the
country, an issue that’s been supported by the SEC’s Advisory Committee on-Small Business
Capital Formation.'

NVCA also supports Iniproving Capital Atlocation for Nevconiers Act, which would
improve investment opportunities by increasing the permitted investor and capital limits of
certain startup investments funds structured under 3(c)(1) of the Investment Company Act to 200
investors and to $150 million, respectively. This bill would expand access to capital for emerging
and smaller VC fund managers and the small companies in which they invest, particularly for
those in nascent ermerging ceosystems. ‘

We are thrilled to'see the committee spotlight improvenients to the ¢apital formation
process-and expand investment opportunities for both emerging fund managers and the next
generation of American startups. Thank you far your leadership and efforts to increase new
compaity creation, gconomic opportunity, and American competitiveness. We look forward lo
working with youon these important issues.

Sincerely,

Bobby Franklin
Presidentand CEO

! U8, Securities and Exchange Commission Small Business Capital Formation Advisory Committee to Chair Gary
Genster, May 21, 2021 hitpsy/wwivisec.gov/spotlight'sbefac/encouraging-smadb-regional-funds-04302 1 pdf.
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SBIA

SMALL BUSINESS

INVESTOR ALLIANCE

February 8th, 2023
The Honorable Patrick McHenry . ) The Honorable Maxine Waters: -
Chairiman Ranking Member
Cormittee on Financial Services Committee on Financial Services
U.S, House of Representatives U.S. House of Representatives
Washington, DC 20513 Washingtori, DC 20515

Re: February 8% Subcommittee on Capital Markets Hearing Entitled “Empowering
Entrepreneurs: Removing Barriers to Capital Access for Small Businesses”

Dear Chairman McHenry and Ranking Member Waters:

The Small Business Investor Alliance (“SBIA™) submits these comments for the Februaiy 8%
hearing of the Capital Markets Subcommiitiee regarding proposals to increase aocess to-capital
for small businesses, The SBIA welcomes the Financial Services Committee’s priotitization of
economic growth and job creation initiatives for the 118" Congress.

SBIA is a national association that develops, supports, and advocates on behalf of policies that
benefit investment funds that provide growth capital to small and mid-size businesses in the
lower middle market, as well as the institutional investors that provide capital to these funds. Our
membership consists of the advisers of traditional 3(c)(1).and 3(c)(7) private funds, smiall
business investment companies ("SBICs™), rural business investment companies (“RBICs™),
funds registered as business development companies (“BDCsY under the Investment Company
Act'of 1940, and the investors that-invest in these funds including banks, family offices, and fund
of funds.

Over the last decade; this Committee has led efforts to enact reforms to-the securities laws that
promote small business capital formation and investor access to growing companies. The 2012
Jumpstart Our Business Startups (JOBS)Y Act was 4 landmark piece of legislation that President
Obama rightfully called a “gamechanger.” Subsequent reforms that built upon the success of the
JOBS Actoriginated in this Committee and were ultimately signed into law, Importantly, this
work was done ona bipartisan basis and received broad support from businesses-and investors
alike, :

Small businesses and their investor partners are facing an increasing numiber of thredts to their
ability to grow, hire new employees, and stay competitive, Reams of regulations, stubbornly high
inflation, and the ability to hire qualified workers remain top concerns for small businesses.
While these challenges exist for large comipanies; they are much more intense for small
businesses and-small business investors. A closely watched index of small business confidence
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SBIA has appreciated the opportunity to work closely with Democrats. and Republicans
on this legislation, and we are eager to work with'all members t6 advance this bill during
this Congress:

2. Raising the threshold for the private fund adviser exemption inder Section 203(m) of
the Investment Advisers Act. In 2010, Congress replaced the longstanding private fund
exemption from SEC registration requirements with a set of narrower exemption criteria.
Amongst this criteria, advisers to private funds with less than $150 million in assets
under management (AUM) are exempt from full registration requirements. However, this
$150 million AUM threshold was too Tow when it was written in- 2010 and it has never
been raised nor even indexed for inflation since, notwithstanding the growth of the
economy and evolution of the private capital markets since 2010, Membets of this
Committee have previously recognized — on a bipartisan basis — that reporting
requirements can place a disproportionate burden upon smaller funds. Accordingly. we
support the draft legislation under consideration at this hearing that raises the current
exemption threshold to at least $250 million in AUM and would require the SEC to
update this level for inflation every five years.

3. Address the impact of the SEC’s recently adopted investwient adviser sarketing rile on
smaller funds, Tn 2020, the SEC adopted rules intended to ensure that marketing
materials used by investment advisers-and private funds provide the most accurate
information possible to investors:® While well-intentioned, these riles have created
compliance concerns for smaller private funds. Specifically, the performance disclosure
requirements of the 2020 regulations do not properly consider advisers that use
“European waterfall™ arrangements, where performance and profit sharing-are tied to an
entite fund’s performance (i.e. not just the performance of a single investment). Because
many smaller-funds use the European waterfall agreements, compliance with aspects of
the marketing rule are in some cases impossible because they are being asked to-report
numbers that do not yet exist. “FAQ’s” regarding the marketing rule released by the SEC
in January 2023 left this problem uncorrected. SBIA believes that the SEC or Congress
should provide some certainty for smaller furids regarding this issue. Honesty in
marketing is a must, but reporting numbers'that do-not exist is not promoting honest
disclosures:

4, Protect smull, private businesses and BDC porifolio companies from the SEC climate
and ESG proposals. As SBIA noted in recent comiment letters, the SEC’s ¢limate change
disclosure proposal would impose de faeso political mandates upon private businesses
that are vendors to orpart of a public company’s supply chain. These small private
businesses — whichthe SEC has rio authotity to regulate — would be compelied to gather,
standardize, and transmit information regarding Scope 3-emissions and other matters to
reporting companies. The SEC failed to consider or analyze the impact such a
requirement could have on these private businesses; if the SEC does not address: this issue
in the final climate disclosure rule then Congress must act. Small businesses are solely
focused on survival and growth, without which ESG disclosures are meaningless.

% Investment Adviser Marketing (December 22, 2020)
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March 28, 2023

The Honorable Erin Houchin (R-IN)
U.S. House of Representatives

1632 Longworth House Office Building
Washington, DC 20515

Dear Congresswoman Houchin,

Thank you very much for your additional questions following my testimony before the Capital
Market Subcommittee of the House Financial Services Committee on February 8, 2023, It was a
great honor to appear before the Subcommittee to share my background and perspectives as a
practicing fund manager of color investing in women founders and entrepreneurs of color — and
to attest to the critical importance of the Improving Capital Allocation for Newcomers
(ICAN) Act and other aspects of Chairman McHenry’s capital formation agenda.

I am delighted to provide the attached answers to your questions.

Please don’t hesitate to reach back out with any additional questions, or if some aspects of my
answer are insufficiently clear.

Thank you for your service to our nation at such a critical time in its history, and for your suppor
for legislation that will help get more capital to women founders and entrepreneurs of color.

Respectfully,

McKeever “Mac” Conwell 1T
Founder and Managing Partner
RareBreed Ventures
Baltimore, MD
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Empowering Entrepreneurs: Removing Barriers to Capital Access for Small Businesses
02/08/2023 @ 2 PM

Rep. Houchin ions for M. nwell:

1.

Startups and entrepreneurs often face difficulties in raising capital. Thankfully, the JOBS
Act of 2012 addressed some of these chalienges, including Title 1I, which made it easier
for startups to market their securities through general solicitation or advertising. Can you
share how the JOBS Act’s Rule 506(c) reforms helped you when you started your first
fund?

When I decided to raise RareBreed Ventures Fund I, [ had already been a successful
entrepreneur and had spent 4 years working as an early-stage venture investor for the
state of Maryland. T knew startups, [ understood investing and evaluating in startups, but I
didn’t have a network of wealthy people and institutions to raise the fund from.

It was thanks to the JOBS Act’s Rule 506(c) that I was able to use social media, Twitter
mainly, to meet with many potential investors. By sharing my knowledge of the industry
with the public and democratizing information about venture capital with Twitter [ was
able to grow a community of other investors and founders. This allowed me to have
1,128 meetings in my first 90 days of fundraising. Eventually, I would have more than
4,000 meetings over 18 months to fully raise RareBreed Fund I. The vast majority of
these meetings came from accredited investors I met on Twitter, heard me on podcasts, or
read some of my long-form material.

The ability to publicly solicit my fundraising thanks to the JOBS Act’s Rule 506(c),
allowed me to use the platforms at my disposal to share my abilities and qualification.
That then gave me the opportunity to meet with investors who otherwise would not have
ever heard of or met with me. If not for the JOBS Act’s Rule 506(c) RareBreed Ventures
would probably not exist today and the 17 companies I was the first investor in since
2021, may not exist today as well.

Early-stage companies typically rely on exemptions from Securities Act registration
requirements to raise capital while avoiding the high costs of going public. Many of these
exemptions require their investors to be Accredited Investors. As an entrepreneur without
an existing network of Accredited Investors, you mentioned having to find qualified
investors in your first fund on Twitter. With that experience in mind, can you compare the
challenges you faced versus the chalienges of fund managers graduating from Ivy League
schools or based in traditional VC hubs?

a. Would any of the policies discussed at the hearing make it easier for entrepreneurs

like yourself to raise capital?

The Improving Capital Allocation for Newcomers (ICAN) Act which increases
the number of investors in a fund would make it easier for fund managers like
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3.

myself to raise capital. By increasing the number of investors in a fund, you
effectively reduce the minimum size of the investment in a fund, which in turn
increases the size of the pool of investors who have the ability to make an
investment into a fund. By increasing the pool of investors who can make
investments into a fund, you are also increasing the amount of capital available to
the asset class. More investors and capital to the asset class means more new fund
managers like myself from a wider range of backgrounds and investing in a wider
range of founders and geographies.

b. How would easier access to capital help entrepreneurs and their communities
outside the traditional VC hubs?

Easier access to capital means more capital being managed by more fund
managers. This leads to greater diversity in investment approaches beyond what
we see in the traditional VC hubs. For example, take the woman I mentioned in
my testimony, Shawna Stepp-Jones. She is a Black woman from Baltimore
building a product to help hair stylists with a focus on Black women. Well, thanks
to the amendment to the Investment Company Act of 1940 which allowed me, a
Black man from Baltimore to raise from up to 250 limited partners. I was able to
start RareBreed Ventures and in turn, make an investment in Shawna’s business
after no one else would because they didn’t understand her or her community.
Today Shawna has a thriving business that employs other women from Baltimore
and is inspiring young women. That amendment to the Investment Company Act
of 1940 made it easier for me to raise my fund, which allowed me to offer a
different investment approach that led me to make investments in founders like
Shawna. Giving her an easier pathway to capital and allowing her to bein a
position to empower her community where many have felt overlooked or uncared
for.

The SEC’s Small Business Advocate reported last December that there has been a steady
rise in the number and amount of crowdfunding offerings, supporting more diverse
founders and more geographically diverse companies across the country. In fact, 70
percent of capital raised under Reg CF is distributed outside the top 10 traditional capital
hubs. Why is equity crowdfunding a crucial tool for startups and founders when it comes
to raising capital?

The fact that 70 percent of capital raised under Reg CF is distributed outside the top 10
traditional capital hubs says it all. Before Reg CF startup founders were beholden to
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investors concentrated in the top 3 traditional capital hubs. This meant to get noticed and
funded a founder had to have a network of investors in those markets, move to those
markets, or struggle to ever get off the ground because they didn’t even know those were
the places where investors were. This is to say that the vast majority of American
entrepreneurs were either forced to move from their communities or struggle in those
communities with limited resources.

What Reg CF has already shown us is that amazing companies and products that people
want to support and invest in are everywhere. It also shows us that non-accredited retail
investors want to support founders from their communities while also participating in the
upside of the business they are building. If not for Reg CF many founders, especially
those from underrepresented communities, would be beholden to traditional VC hubs that
had repeatedly ignored the majority of American founders because of their location, sex,
race, or lack of exposure. Reg CF is truly important because it levels the playing field for
all Americans raising capital for their company no matter who they are or where they
live. To me, Reg CF is the north star of the American dream for all and not just the
privileged few.

4. You are aware that Section 3(c)(1) of the Investment Company Act of 1940 exempts
funds with fewer than 100 beneficial owners (all of whom must be accredited investors)
from registration as an investment company. It also includes an exemption for qualified
venture funds with fewer than 250 beneficial owners and $10 million in aggregate capital
contributions and uncalled capital commitments. Can you explain, based on your
experience, the difficulties in complying with these thresholds?

In my mind, there are two major difficulties in complying with these thresholds and they
go hand and hand. The first is the limit on beneficial owners or limited partners
effectively limits the minimum investment that can be made into a fund. For example, if
you are raising a $75 million dollar fund and are limited to 100 beneficial owners, then
the minimum someone can invest into that fund would be $750 thousand dollars. There
are only so many people who could make a $750 thousand dollar investment, let alone a
$750 thousand dollar investment that is illiquid for ten years. This keeps a wide portion
of accredited investors from participating in the asset class.

That is the second issue here. These thresholds create an environment where many
accredited investors can’t participate which severely limits the network of organizations
and individuals who could participate. Meaning you need to have connections to or be a
part of these limited networks of organizations and individuals which often aren’t very
diverse. This is a particularly painful issue for me and my fund RareBreed Ventures
because our first fund has 194 limited partners thanks to the amendment to Section
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3(c)(1) of the Investment Company Act of 1940 which allows for 250 beneficial owners
in a fund of $10 million or less. Unfortunately, 162 out of 194 of our beneficial owners,
83%, made investments of $50 thousand or Iess. With RareBreed Ventures fund two
planning to be more than $10 million almost none of those 162 accredited investors will
be able to continue to invest in RareBreed Ventures going forward. Many of these limited
partners in RareBreed Ventures fund one are members of my community, first-time
investors in a fund, or individuals who believe in our mission.

Thanks to these thresholds I’ll no longer be able to seek investment capital from these
current investors no matter how happy they are with my work or how badly they want to
invest. Now I am forced to raise my second fund from organizations and individuals who
may not care about my community or RareBreeds mission or look like me or have
experience working with a fund manager like me. This only makes it that much more
difficult to raise a fund and make investments in innovation to drive our great nation
forward. These limits on the types and amounts of capital a fund manager can raise
through these thresholds only serves to limit innovation, job creation, and economic
growth.
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Ceanter for American
Entreprensurship

February 8, 2023

The Honorable Patrick McHenry (R-NC) The Honorable Maxine Waters (D-CA)
Chairman Ranking Member

House Financial Services Committee
2129 Rayburn House Office Building
Washington, DC 20515

The Honorable Ann Wagner (R-MO)
Chair

Subcormittee on Capital Markets
2129 Rayburn House: Office Building
Washington, DC: 20515

House Financial Services Committee
2129 Rayburn House Office Building
Washington, DC- 20510

The Honorable Brad Herman (D-CA)
Ranking Member

Subcommittee-on Capital Markets
2129 Rayburn House Office Building
Waslhington, DC. 20510

Dear Chaitmen McHenry and Wagner and Ranking Members Waters and Sherman,

On behalf of the Center for American Entreprencurship (CAE) and the millions of American
enirepreneurs who work every day to launch and build the new busingsses that diivie economic
growth, job creation, and opportunity, I write today- to thank you for conducting today’s hearing
“Empowering Entrepreneurs: Removing Barriers to Capital Access for Small Businesses.”

Starting-a fiew business requires money. Inthe initial days of a startup; capital needs may be
limited to the bare éssentials — money to purchase supplies, computers, and other-office
equipment. Butas new businesses begin to grow, capital needs multiply. Entrepreneurs need
money to pay bills, move out of the garage or dining room iato office space, and, hopefully,
begin paying initial employees. Most importantly, entrepreneurs need capital to further develop
their product or service idea, research the marketplace, and develop and implement a strategy for
identifying and targeting customers. Because such costs typically arrive long before the first
dollar of revenue; capital and credit are the lifeblood of any new business.

The Jumpstart Our Business Startups (“JOBS”) Act:of 2012 —for which Chairman McHenry was
aprincipal drafterand sponsor—was the most significant capital formation legislation iy many
years, improving new and small business'access to capital by. casing burdensome securities
regulations:and légalizing crowdfunding.. Ten years later, it"s clear there is more work to do. At
roundtables that CAE regularly conducts with entreprencurs across the country, difficulties in
securing the capital they need is:a top Issue raised by participants.
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Current capital access difficulties not only include regulatory and procedural bartiers, but alse
wide and persistent disparities slong gender, racial, and geographic lines. While white male
entrepreneurs: in coastal cities generally enjoy favorable access to multiple sources of capital,
women founders; entrepreneurs of color, and new and small business owners in heartland states
and rural communities encounter significant barriers to securing the capital they need to thrive.

The capital formation agenda to be discussed at today’s hearing — including the Improving
Crowdfunding Opportunities Act, the Small Entrepreneurs Empowerment and Development
(SEED) Act, the Developing and Empowering our Aspiring Leaders (DEAL) Act, the Improving
Capital Allocation for Newcomers (ICAN) Act, the Regulation A+ Improvement Act; the
Unlocking Capital for- Small Businesses Act, and the Helping Angels Lead our Stactups
(HALOS) Act— would significantly improve-capital access tor new and small businesses on
multiple fronts.

Ini particular, the TCAN Act would dramatically improve the geénder, racial, and geographic
distribution of capital. By raising the cap on exempt.investment funds organized under section
3(e)(1) of the Investment Company-Act of 1940 and raising the number of permitted accredited
investors, the average investment required to participate in funds would be reduced, allowing
more wormen and people of ¢olor to participate in funds investing i women founders and
entreprencurs of color. Research has demonstrated that who gets funded depends a great deal on
who is doing the investing — a plienomenon known as “liomophily.” Investors tend to investin
entrepreneurs who look like them, have similar life experiences, and who are launching
companiés the investors understand and can relate to. - A more diverse investor base, thergfore, is
critical to ensuring greater diversity among entrepreneurs who receive capital,

It is important to émphasize that the TCAN Act would also significantly enhance investor
protection. First, only accredited investors: may participate in such funds. Second, raising thie
nurber of permitted investors will divide investment funds by a larger number; reducing the
average exposures of participating investors. With reduced exposures to particufar funds,
investors would be free to allocate their limited capital across niultiple funds, diversifying their
portfolios-and reducing their investment risk.

CAE thanks the membership of the House Financial Services Committee and each of you for
your leadership regarding these critical capital formation issues: We look forward to-working
with you to enact the Committee’s capital formation agenda.

Sincerely;
John R. Dearie

President ;
Center for American Entreprenaurship
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.S, Chamber of Commerce

IS M Steant NW
Washingtor, DG 200820000
wathimberosm

February 8, 2023

The Honorable Patrick McHenry The Honorable Maxine Waters
Chair Ranking Member
Committee on Financial Services Committee on Financial
Services

U.S. House of Representatives U:S. House of
Representatives

Washingtoh, DC- 20515 . Washington, DC 20515

Dear Chair McHenry and Ranking Member Waters:

The U.S. Chamber of Commerce appreciates the Capital Markets’
Subcommittee for holding the hearing “Empowering Entreprenaurs: Remaving Barriers
to Capital Access for Small Businesses.” In 2012, a divided Cangress came together to
pass the Jumpstart Our Business Startups (JOBS) Act, landmark legislation that
reduced the bureaucratic barriers toraising capital and helped spur business growth
and innovation on an economywide scale. The 118th Congress has an opportunity to
build off that success, and this hearing is a critical first step.

We look forward to engaging with the Committee inadvancing this goal and.
suppart the following legistation.

Support
H.R. __The Improving Crowdlunding Opportunities Act

The “Improving Crowdfunding Opportunities Act” would add continuity to the
regulation of secondary transactions involving crowdfunding vehicles and clarify legat
liability for ¢rowdfunding portals.

H.R. _ The Small Entrepreneurs’ Empowerment and Development (SEED) Act

The “Small Entrepreneurs’ Empowerment and Development (Seed) Act” would
provide an exemption from state and federal registration requiremernits for “micro”
offerings that do not excesd $250,000 in the aggregate. This would henefit
entrepreneurs who are looking to raise relatively small amounts of capital and cannot
afford costly legal and registration requirements: Importantly, this bill would alse
prevent bad actors from participating in such offerings.

H.R. _ to direct the SEC to update its definition of “small entities™ under the
Regulatory Flexibility Act



75

Small and startup businesses often bear a disproportionate cost of regulation,
and the Chamber has long held concerns that many SEC rules are not properly
calibrated in a-way that balances investor protection with the SEC’s mandate to
facilitate capital formation. This bill would direct the SEC to modernize the criteria it
uses: to define a“small entity™to reflect the growth of the U.S. economy-and the
evolution of the capital markets since the last time the small-entity definition was
addressed. The Chamber believes that requiring the SEC to issue a report every five
years on the definition-of “small entity™ is duplicative.

H.R. _ The Developing and Empowering our Aspiring Leaders Act of 2023

The “Developing and Empowering our Aspiring Leaders Act” would impact
Registered Investment Adviser {RIA) rules promulgated by the SEC that have
disincentivized some verture capital funds from investing in Emergirig Growth
Companies (EGCs). The 2010 Dodd-Frank Act sought to exempt venture capital funds
from the costs and challeriges associated with becoming an RIA. However, the
definition of “venture capital fund” promuigated by the SEC pursuant to Dodd-Frank
was too narrow and did not meet the Dodd-Frank statutory obligations of a fufl
venture capital exemption. The current definition ignores critical elements-and
developments related to the venture capital industry, including growth equity firms
which can often be investors in EGCs-around the time they are considering a public
offering. Shares of EGCs, including the purchase of EGC shares on the secondary
market, should be considered gualifying investments. Creating a more accurate
venture capital exemption definition —which the DEAL Act would do - would expand
the pool of possible investors for EGCs.

H.R.__The Improving Capital Allocation for Newcomers Act of 2023

This bill would promote venture capital investing in all regions of the country.
The bill would make changes to the requirements for a fund to be able to rely on the
qualifying venture capital fund exsmption-under Section 3(e)(1) of the Investrment
Company Act. This legislation would help mitigate regulatory burdens that can
disincentivize fund formation and choke off capital to startup firms. The Chamber has
previously noted the need for the United States to maintain its global edge in venture
capital and early stage investing due to increased campetition from China,

H.R.__The Regulation A+ Improvement Act of 2023

The * Regulation A+ Improvement Act” would make a public offering more
economically feasible for companies that are not prepared to undertake a full initial
public offering (IPO) by increasing the permissible amount fora public offering up to
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$150 million. Similarto the Title 11l crowdfunding provisions, Title IV of the JOBS Act —
which was intended to revitalize the “Reg A" offering market - can still be galvanized,
due in part to the fact that compliance costs have continued to increase for smaller
firms, but companies remain limited to the amount of capital they ¢an raise under Reg
A

H.R. The “Helping Angels Lead Our Startups Act”

The “Helping Angels Lead Qur Startups Act” would help startup businesses
attract investors.by clarifying the definition of “general solicitation” under Title Il of
the JOBS Act. When finalizing rules under Title Il of the JOBS Act, the SEC regrettably
put in place provisions that would effectively bar certain types of communication
between startups and angel investors, who are a critical source of capital in the
economy: The Act would simply clarify that startups and angel investors are permitted
to participate in “demo days” or other events in'which no specific investment
solicitation is-made. This is consistent with the original intent of the JOBS Act and
would help innovative companies expand and hire new employees:

H. to amend the Inves nt Advisers Act of 1940 to increase the exemptios

from registration thresholds for certain investment advisers of private funds

This bill would increase the assets under management (AUM} threshold for
fuinds that can rely on the “private fund exemption” for SEC registration from $150
million to: $250 milljion. When Congress enacted the $150 million threshold i 2010; it
did riot index that number to inflation. Congress hasnot revisited the threshold, eéven
though the economy has grown substantially and private markets have evolved since
2010. Increasing the threshold to $250 million—and requiring the SEC to index that
number forinflation every five years — would help mitigate regulatory burdens for small
private funds and enhance their ability to deploy capital to small and middle markat
businesses throughout the country,

Thank you for the opportunity to express our views.

Sincerely,
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Tom Quaadman
Executive Vice President

Center for Capital Markets Competitiveness
U.S. Chamber of Commerce

cc: Members of the House Committee on Financial Services
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2/14/23,3:20 PM An lowa Farmer Tried to Dodge Stock-Market Turmeil. it Cost Him $800,000. - WSJ
The pitch for the private corporate offerings: Your bonds, which were supposed to be ballast
for your stocks, have turned into torpedoes, and your stocks could get blown away any day.

Private placements of debt, equity and other assets don’t move in sync with public markets—
and, because they don’t trade, their reported prices fluctuate much less.

They offer the hope of higher returns, since these smaller issuers often have to pay more to
obtain capital. And, hey, every corporate titan started out tiny, and many legitimate
companies have offered securities in this private market.

The fatal flaw: You can’t always sell when you want to, and often you can’t sell at all. Financial
disclosures range from minimal at best—an offering document, perhaps cursory annual or
quarterly reports—to nonexistent. The risk of default or bankruptcy is high. Commissions and
other fees can easily exceed 10%.

1 can hear professional investors muttering right now with a smirk: Look at the dumb money,
rushing to buy these black boxes that don’t trade, charge high fees, offer limited information
and can often turn out to be fraudulent.

Coming from people who’ve poured trillions into hedge funds and other bundles of opacity,
that criticism is a crock.

The individual investors buying these unregulated private offerings aren’t stupid. They
believe they’re buying safe and potentially lucrative assets from someone they trust.

“The power and prowess of a good sales pitch will win the day every day,” says Andrea Seidt,
securities commissioner for the state of Ohio. Unfortunately, she adds, “bad actors flock to
these dark spots in the market, because of the opportunity to take advantage of investors.”

This week I spoke to a half-dozen individuals who bought into the promise of private
placements and got frozen—or wiped out.

Jeff Temeyer, 64 years old, is a semiretired farmer in Independence, Iowa. In 2016

he invested in private debt and equity in a Texas cancer-treatment facility offered by a local
broker, Dana Vietor. Mr. Temeyer, who says he was told he would earn at least

8% annually, invested more than $900,000 in all—only to learn that the securities were near-
worthless.

In 2020, Mr. Vietor was barred for life by the Financial Industry Regulatory Authority, which
oversees how brokers do business. In November 2022, Finra arbitrators ordered Mr. Vietor to

hittps:/fwww.wsj. com/arti d-private-offering-debt-equity-11673625595 46
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2/14/23, 3:20 FM An lowa Farmer Tried to Dodge Stock-Market Turmoit. it Cost Him $900,000. - WSJ
pay Mr. Temeyer and 10 other investors a total of $5.7 million in damages and other
compensation. Mr. Vietor’s lawyer didn’t return requests for comment.

Jill Jester, 79, of Muncie, Ind., inherited a basket of private offerings in her husband’s
individual retirement account after he died in 2020.

They, too, have turned out to be worthless, says her attorney, Bruce Oakes of Oakes & Fosher
LLC in St. Louis. In October 2022, a Finra arbitration panel awarded Ms. Jester more than
$420,000 in damages and other compensation from her former broker’s firm.

It’s disconcertingly common for the smaller of these private deals to be riddled with conflicts
of interest.

Executives at the brokerages or financial-advisory firms selling these offerings may also serve
as officials of the companies they are raising money for.

Mr. Vietor, for example, also was an owner and manager of the cancer facility he got his
clients to invest in—even though he lacked extensive experience as a healthcare manager
and often didn’t fully disclose his interest to clients, according to investors and their lawyers.

Because Regulation D companies aren’t obligated to issue current financial statements,
investors can remain in the dark even as they sink deeper and deeper into the hole.

Mr. Temeyer’s attorney, Gail Boliver of Marshalltown, Towa, says Mr. Vietor kept selling
securities even after the cancer facility foundered: “It was like selling tickets on the Titanic
after it hit the iceberg.”

I also spoke this week with an investor whose broker invested approximately 70% of her
401(k) in debt securities issued under Regulation D.

Only after it was too late did she realize that was like getting almost three-quarters of her
retirement assets encased in quick-drying concrete. She can’t get her money out, and the
value of what’s left is uncertain.

“Iwould like to sell,” she says, “but there’s no market.”

In fact, it’s often illegal to sell these private offerings to anyone else, unless the broker or
financial adviser who sold them to you takes them off your hands.

htps:/iwww.wsj.com/arti ion-d-private-offering-debt-equity-11 673625595 56
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Investors can avoid such headaches by trusting-but verifying. Buy nothing whose fees aren’t
explicitly disclosed upfront in writing. Buy nothing without a prospectus or offering
memorandum that discloses financial data, risks and conflicts of interest. Be wary of anybody
who suggests putting private placements in your IRA or 401(k).

Alternative investments—anything but publicly traded stocks, bonds and real estate—have
been all the rage in recent years. And you might well want an alternative to losing money. Just
make sure youdon’t end up with an alternative to making it instead.

Write to Jason Zweig at intelligentinvestor@wsj.com

Appeared in the January 14, 2023, print edition as ‘An Iowa Farmer’s $900,000 Investing Mistake’.

https://www.ws. 7 on-d-private-offering-debt-equity-11673625595
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The “Fair Investment Opportunities for Professional Experts Act” would expand the definition of
“accredited investor” to include individuals with certain licenses and qualifying education or job
experience; The “Equal Opportunity for All Investors Act of 2023” expands the definition of “accredited
investor” to include individuals that are certified through an examination established by the Securities
and Exchange Commission {SEC); The “Accredited investor Definition Review Act” requires the SEC to
review the list of certifications, designations, and credentials for individuals to qualify as an accredited
investor and add additional certifications, designations, and credentials to such fist which the SEC
determines are substantially similar to the existing ones within 18 months and every five years
thereafter; The “Accredited Investor Self-Certification Act” requires the SEC to create a form that would
allow individuals to qualify as an “accredited investor” by self-certifying that they understand the risks of
investment in private issuers; The “Investment Opportunity Expansion Act” expands the definition of
“accredited investor” to include individuals who invest 10% or less of the greater of their net assets or
annual income in a private offering; An untitled bill would expand the definition of “accredited investor”
to include individuals receiving individualized investment advice or individualized investment
recommendations with respect to a private offering from a professional who qualifies as an accredited
investor.

We generally oppose this suite of bills, as they would expose a greater number of vulnerable people to
high-risk schemes. We do support greater study of how the SEC should protect vuinerable investors who
sure not be lured into high stakes ventures while allowing others with market savvy to explore
complicated offerings. We also believe the SEC should increase the minimum level of income and assets
that qualify an individual as “accredited,” as inflation has debased the current figure.

The “Increasing Investor Opportunities Act” amends the investment Act of 1940 to allow a closed-end
fund to invest up to all its assets in private funds. Private funds have become a danger to a capital
market that depends on disclosure, a conspicuously missing element in this sector. Private funds have
no need for additional funds, and mutual funds, which attract small investors, should not be an
additional funnel of financial resources. We oppose this bill.

The “Gig Worker Equity Compensation Act” expands Securities Act Rule 701 to include gig workers and
preempt state laws that mischaracterize gig workers as employees. Gig workers already suffer from
inferior worker standards and should not be excluded from what state laws that do apply in this
misleadingly titled bill. We oppose this bill.

At the hearing entitled “Revamping and Revitalizing Banking in the 21st Century:”

The “Financial Data Privacy Act” amends the Gramm-Leach-Bliley Act to provide anemic addjitional
protections at a high cost to consumers. The bill prevents states from tailoring protections to their
residents or making stronger standards, and dangerously limits the rights of consumers to sue when
they have been injured. While privacy protections are urgently needed in the financial space and across
the board, this bill is not protective enough to justify the anti-consumer enforcement provisions. A truly
protective bill would mandate data minimization, outline a permissible use framework, and provide
robust private rights of action while allowing states to make stronger laws. Pubiic Citizen opposes this
bilt.
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The “Promoting Access to Capital in Underbanked Communities Act” would attempt to increase de novo
bank formations by reducing initial capital requirements. This is misguided. Banking, unlike any other
industry, depends on federal taxpayer backing of depositors. That means the depositor—who loans
money to a bank—need not perform normat due diligence about management. Even if the management
is incompetent, even if bad management drives the bank into insolvency, the depositor will be repaid.
Because of this, banking must maintain high standards. This means that entrepreneurs who want to
start a bank must put in substantial capital. To reduce these standards to spur greater bank creation
simply invites the unscrupulous to infiltrate the industry. We oppose this bitl.

The" Bank Service Company Examination Coordination Act” would require coordination of state banking
agencies and federal banking agencies in regulating and examining the activities of bank service
companies. This bill allows for information sharing on examinations and regulations between federal
and state agencies and additionally requires that state and federal agencies coordinate and avoid
duplicative examination activities, reporting requirements, and requests for information. We support
coordination, but we believe that banks should face greater, not fewer examinations, and oppose this
bill.

The “Promoting New and Diverse Depository institutions Act” directs the federal banking agencies to
conduct a study regarding the barriers to entry that de novo depository institutions face, and
subsequently requires a strategic plan to be generated by the agencies, based on the findings of the
study, which provides for the promotion of de novo applicants. Specifically, the strategic plan is
intended to focus on the promotion of minority depository institutions, entities that could be certified as
community development financial institutions, and depository institutions in underserved communities.
We support this bitl.

The “Financial Stability Oversight Council Improvement Act” prevents the Financial Stability Oversight
Council {FSOC) from voting to determine that a nonbank financial company will be supervised by the
Board of Governors of the Federal Reserve System without first considering aiternatives. Specifically, the
FSOC must determine, in consuitation with the company in question and the company’s primary
financial regulator, that heightened standards and safeguards, or a separate written plan submitted to
the FSOC, is insufficient to mitigate the threat posed by the company to U.S. financial stability. This
unwise bill would shackie federal regulators who should be looking carefully at the mammoth shadow
banking sector. Firms such as AlG, a shadow bank, required the largest bailout during the 2008 financial
crisis. Other behemoths may foom on the horizon as systemic threats. The FSOC statute provides for
closer examination of any firm whose failure would pose a national danger. The statute does not call for
supervision only after failure. We strongly oppose this bill.

At the hearing entitled “ Empowering Entrepreneurs: Removing Barriers to Capital Access for Small
Businesses: ”

The “Improving Crowdfunding Opportunities Act” preempts state regulation of secondary transactions
involving crowdfunding vehicles and clarifies legal liability for crowdfunding portals. It also increases the
allowable aggregate amount companies can raise in any 12-month period from $5 million to $10 million
and allows all non-accredited investors to invest up to 10% of the greater of their annual income or net
worth. This bill also allows investment companies to participate in crowdfunding offerings and increases
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the offering size threshold under which an issuer may meet its financial statement requirements.
Preempting state oversight would shield fraudsters from a vital investor watchdog. We oppose this bill.

The “Small Entrepreneurs Empowerment and Development (SEED) Act” provides small issuers with a
micro-offering exemption free of mandated disclosures or offering filings, but subject to the antifraud
provisions of the Federal securities laws. Investors in smaller companies need more information, not
less, given that these are largely untested enterprises without a larger shareholder base that serves as
more effective overseers. We oppose this bill.

An untitled bill would preempt blue sky laws for off-exchange secondary trading in companies who
make available current public information. State securities laws, or “blue sky laws” provide basic
protections from fraud. We oppose this bill.

Another untitled bill directs the SEC to update its definitions of “small entities” under the Regulatory
Flexibility Act to ensure that the SEC more carefully accounts for impacts on small businesses when
pursuing rulemaking. We oppose this bill.

The “Developing and Empowering our Aspiring Leaders Act” requires the SEC to revise the definition of a
qualifying investment, for purposes of the exemption from registration for venture capital fund advisers,
to include equity securities issued by qualifying portfolio companies as well as investments in other
venture capital funds. We believe that venture capital funds should provide additional disclosures and
do not support such an exemption, and oppose this bill

The “Improving Capital Allocation for Newcomers Act” modifies the Qualifying Venture Capital Fund
Exemption by increasing the cap on aggregate capital contributions and uncailed capital commitments
from $10 million to $150 million and increasing the allowable number of beneficial owners from 250 to
600. We believe schemes that involve a greater number of investors in high risk, low disclosure
ventures fail to honor basic protections. We oppose this bill.

The “Regulation A+ Improvement Act” increases the offering amount that companies can raise under
Regulation A from $50 million to $150 million, adjusted for inflation by the SEC every two years to the
nearest $10,000. Low disclosure ventures must be discouraged, as is the case with Regulation A
offerings. We oppose this bill.

The “Unlocking Capital for Small Businesses Act” directs the SEC to finalize its 2020 proposed exemption
from broker registration requirements for “finders” who help issuers raise capital in private markets
from accredited investors. We do not support exemptions for “finders” who may bring conflicts of
interest to their recommendations and oppose this bill.

The “Helping Angels Lead Our Startup Act” defines an angel investor for purposes of the federal
securities laws. It also clarifies the definition of general solicitation contained in the Securities Act to
ensure that startups can discuss their products and business plans at certain events, known as “demo
days,” without such discussions being considered an investment offering. We oppose sales events for
small enterprises without appropriate disclosures and oppose this biil.
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