
Several existing securities regulations are outdated and burdensome, including: current regulation 
of Business Development Companies (BDCs), the definition of Accredited Investors and changes 
to Section 12(g) of the Securities Exchange Act of 1934.

Without modernization, securities regulation will continue to hinder capital formation and prevent American 
companies from creating jobs and spurring economic growth. 

BDC Modernization

Congress created BDCs in 1980 to encourage the establishment of public vehicles to increase the flow 
of capital to small, growing U.S. businesses. BDCs make direct investments in smaller, developing 
American businesses, thereby providing access to capital to small and middle market firms that would 
not otherwise be available through traditional funding sources such as banks or the public equity capital 
markets. Despite the critical role BDCs perform, current regulations have made it extremely difficult for 
BDCs to deliver on their mission to fund small and medium-sized businesses starved of growth capital.

The IPA supports three modest changes to the regulatory framework for BDCs. The first two of these 
legislative changes were previously included in the “Small Business Credit Availability Act” (H.R. 3868) 
from the 114th Congress, which was approved by the House Financial Services Committee in November 
of 2015 by a vote of 53-4. The IPA supports the two key provisions that made up the cornerstone of H.R. 
3868: (1) the provision that would implement offering reforms to put BDCs back on a level footing with 
companies that received relief under the 2005 securities reforms; and (2) the provision that would provide 
a modest increase in leverage limits from 1:1 to 2:1. The third change supported by the IPA would put 
BDCs on level footing with mutual funds and real estate investment trusts (“REITs”) by permitting BDCs 
to offer multiple classes of common stock to investors. 

The IPA believes that offering reforms, a modest increase in leverage limits and permission of multiple 
share class offerings are the core components of modernizing the BDC regulatory regime.

Accredited Investor Definition

The definition of Accredited Investor was established by the SEC in the 1980’s and with the exception of a 
small adjustment made in the Dodd-Frank Act, has largely been unchanged at $200,000 of income for an 
individual ($300,000 for a couple) or $1 million in net worth, excluding the value of your primary residence.  
While these thresholds have served their purpose, their simple and arbitrary cutoffs leave investors who 
may be otherwise qualified, unable to pursue those opportunities.  

While income thresholds play an important role, and should be retained, they are not the only way to 
ensure someone knows the risk of a non-public offering.

The IPA recommends that certain people with credentials such as a Series 7, CFA or other such credentials 
be considered accredited for the purpose of being able to invest in non-public offerings. Finally, in order to 
grow the economy and jobs we know there is a hunger for people who may not match the current income 
definitions of accreditation but who are willing to invest in non-public offerings. For these individuals, a 
simple test should be available for them to understand the risks of investing in a non-public offering to be 
able to achieve accreditation status.
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The IPA urges Congress to consider legislation that will open up the definition of Accredited Investor 
in a responsible manner to allow those who have demonstrated appropriate financial sophistication to 
become accredited investors and take advantage of the full spectrum of investments.

Changes to Section 12(g) of the Securities Exchange Act of 1934
 
The JOBS Act was a bi-partisan success that led to a number of important changes in capital formation 
for early stage and high growth companies. One of the major victories in the JOBS Act was Section 
501, which increased the threshold for registering as public reporting companies from 500 to 2,000 
investors, with no more than 500 non-accredited investors. This was an important change to existing 
rules that promised to open up tremendous new avenues to raise capital.

By changing the definition of “accredited investor” when implementing Section 501, the SEC made 
it nearly impossible for any fund with more than 500 investors to control whether it becomes a public 
reporting company. Given the extremely high cost of public reporting, this makes taking advantage of 
the expanded capital raising opportunity created by Section 501 too risky for many companies to use. 
The cost would significantly impact the performance of the funds and directly impact the investing 
public. The rule contains a requirement that companies with more than 500 investors need to implement 
procedures to determine on an annual basis whether they have a reasonable belief as to the accredited 
investor status of their investors, rather than determining accredited investor status only at the time of 
the sale of securities, as provided in the existing definition of “accredited investor.”

The IPA urges legislation that returns the verification of accredited investor status back to the time of 
the sale of the security instead of on an annual basis. This change back to the original status quo, will 
not increase investor risk and will in fact decrease cost of compliance for the plan sponsor and open up 
significant avenues of capital formation.

The IPA believes securities reforms can safely increase capital formation and spur economic 
growth, while simultaneously maintaining investor protections. We urge members of Congress to 
consider legislation that would provide BDC Modernization, Accredited Investor Modernization 
and changes to section 12(g). 
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