
sq

L A W  O F F ' C E S  

5 H  E L D O N  M .  J A F F E  

LOS ANGELES,  CAI IFORNIA 90025 

(3 ro t  s26-2s4s  
(3 ro)  e26- r659 

o c tobe r  29 ,  2OO7  

Mq \Trn. ' \r  M Mcrrr i  s 

q a - r a t - r r l t  RECFIED 
SecuriEies & Exchange Commission 
100  F .  S t ree t  NE f r0v0 6 20i l  
Wash ing ton ,  DC 20549-1090  

RE: 	 Fife No. AZ:4:-SZ

Comments on Proposed Rule 501 of Regulat ion D
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Dear  Ms ,  Mor r i s :  

p lF:sc : . ' . lFr ' t - i -h is  somewha!  belated comment  le t ter  to  SEC 

E x c h a n g e  A c t  R e l e a s e  3 3 - 8 8 2 8 .  

My comments herein relate to the fol lowing: 

1.  The proposed revis ions to RuIe 501 of Regufat ion D which 
would redef ine an accredi ted investor.  

2,  The proposed revis ion of  t .he integrat j -on standard for 
of fer ings exempt under Regul-at ion D of the 1933 Act.  

My comments wif l  be in order.  

1.  Respect ing the proposed revis ion to add to Rule 501 the 

def i -ni t ion of  "Accredi ted Investor" a .- : I r . r^a ' l /  nf  i  n. t racl -  O1.S 

cons i s t i ng  o f  t hose  who  have  $750 ,000  or more in ordinary 
invesfments.  

The undersigned ser iously quest ions the Staff  proposal- to add 
this new cateqorv to the "Accredi ted Investor" def in i t ion. l  

1 r have been p rac t i c i ng  secu r i t i es  faw for over 35 years and 
th i s  f e t te r  i s  i n  on mr/  experience in the^ r r f  	 r . r r i  1 -  l -  a n  h r e a d  

enforcement area. 
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I t  was my understanding that t .he ' rAccredi ted Investor ' I  concept 
was or iginal ly designed to pre-select categories of  invesEors who 
had. by reason of their  assets,  the f inancial  abi l i ty to assume the 
r isks of  their  investment and/or had a less than ordinary need for 
the discl-osures mandated bv the secur i t ies Act of  1933. 

I  do not know how an indiv iduaf wi th $750,000 in inwestments 
f i t s  i n to  th i s  c lass i f i ca t i on .  

By  way  o f  examp le ,  a  w idow l i v i ng  i n  Los  Ange les  w i th  $750 ,000  
in municipaf bonds would appear to f i t  into the new proposed 

de f i n i t i on  o f  an  I 'Acc red i ted  InvesLor . r l  

This widow would,  pr ior to the invesLment,  be receiving, i f  
typical  interest rates are considered, about 5? interest on her 
investment or $37,500 per year in l iv ing income excfusive of  social-
security. She may or may noL own her own home and she may have a 
mortgage on that home , 

Regardfess, lhe monthly rent or mortgage payment wi l l  I ikely 
exceed  $800  pe r  mon t .h  fo r  a  yea r l y  t o ta l - o f  $9 ,600  l eav ing  he r  

$27 ,900  to  pay  taxes  and  1 i ve .  

This indiv idual  needs al l  the disclosures she can get and I  do 
not see how she may be able to assume the r isks of  an ordinary 
Regulat ion D invest.ment,  even i f  i t  is  for only 10-20? of her 
invest.ed capi taf ,  

The proposed amendment. to RuIe 501 wi l l  s imply serve as an 
addit ionaL l icense for promoEers to prey upon the elder ly. '  

I  a lso wonder whether the proposed change has been veteed by 
the Commission economists and/or representat ives of  the ret i red. 

2 As may also be expected, I  would also propose rais ing the 

$1 ,  000 ,  000  t o ta f  asse t  I im i ta t i on  i r - Ru le  501  to  a t  l eas t  

$2 .  s00 ,  000  .  
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2. Respect ing the proposal to reduce the safe harbor for the 

integrat ion of  of fer ings from 6 months to 90 days'  

' t l ra  r rndar< i  c rnar j  s r rooes ts  f  haF th is  rc r i r r r - f  i  on  nn l  r . r  l - re  made
Y r r E v  o u Y Y e u  

a f ter a ser ious economic anaLysis and consultat ion with the 

enforcement Staf f  of  t .he Commisslon. 

The  reduc t i on  to  30  o r  90  days  (and  espec ia l l y  30  days )  w i I I  

indeed be a boon to smal1 j .ssuers and that is indeed the probfem. 

The average investor,  when evaluat ing an offer ing. looks to 

the status of  the company pro forma with the complet ion of  his 

of fer ing. He or she does not contempfate that his or her interest 
in the company wi]1 be the subject of  a constant ser ies of  di lut ing 
future of fer ings. Moreover,  the reduced t ime per iod (especial ly to 

30 days) Lends i tsel- f  to a very basic type of f raud. By 

def in i t ion, i t  a1lows the issuer to underest imate the present need 
for funds in the in i t iaf  of fer ing because the need ( to the surpr ise 
of  exlst ing investors) wi l l  be met by the di l -ut ion of  future 
^ t  t  ^ * :  ^ - ^  
v ! ! s ! f  r r v D .  

Th  r  ca r r ca  T  :m  i -  r . l r l  \ /  n r r zz l  ed  t r r z  l .  he  S f  a f  f  a . ' . t r r i  c snen r ' e  i  n  

th is integrat ion reduct ion proposal .  For years i t  had been 
c w n e r i  r a . r ' i  . r f  r nr c c r r m a ^  ^ t - I  a : c f  4 r ri  n  m r z  e ^ I / v !  

p n r _ : c  l -  h i l -  :  c l -  a r a d  f c r rL L L ) '  

would not be af fowed to become effect ive unl-ess assurances were 
given t .o the ef fecE that the funds raised wou]d be suff ic ient for 
the j -mmediate future. This safeguard Eo invesLors would appear to 
be abandoned by the present Staf f  posi t ion. 

As tshe Staff  has int imated, i t  may be that the presenL rule 
w i l f  r es t r i c t  t he  ab i l i t y  o f  i ssue rs  to  ra i se  cap i ta f .  However ,  
the solut ion to that probfem may 1ie more in amendments to the 
rufes relat ing to registrat ion statemenLs than in changing the 
integrat ion structure of  Regul-at ion D. 

Very t.ruly yours . 

- Atl l  

4'{"'L-hfr
SHELDoN M. JA{T 

SMJ :  ca 


