
Faith L. Anderson, Esq. 

Chief of Registration 

Securities Division 

P.O. Box 9033 

Olympia, WA 98507-9033 

Dear Faith: 

Thank you for your work and the work of your team on the proposed rules. The Washington 

startup community is excited about these rules going into effect so that they can start 

crowdfunding. 

I had a few comments I wanted to share with you. 

First, please do not add to the statutory disclosure burden. The statute specifically required 

public disclosure of two items: ( 1) executive officer and director compensation, and (2) a "brief 

analysis" by the company's management of the business operations and financial condition of 

the issuer. Here is what the statute specifically required: 

For as long as securities issued under the exemption provided by this section are 

outstanding, the issuer shall provide a quarterly report to the issuer's shareholders and 

the director by making such report publicly accessible, free of charge, at the issuer's 

internet web site address within forty-five days of the end of each fiscal quarter. The 

report must contain the following information: 

(a) Executive officer and director compensation, including specifically the cash 

compensation earned by the executive officers and directors since the previous report 

and on an annual basis, and any bonuses or other compensation, including stock options 

or other rights to receive equity securities of the issuer or any affiliate of the issuer, 

received by them; and 
(b) A brief analysis by management of the issuer of the business operations and 

financial condition of the issuer. 

These two statutory disclosure burdens are already very significant. Just these two alone may 

cause many, many companies to not use the crowdfunding exemption. And now you have added 

two more, neither of which is insignificant. 

(2) The names of the issuer's owners of twenty percent or more of a class of 

outstanding securities, directors, officers, managing members and/or other persons 

occupying similar status or performing similar functions on behalf of the issuer; 

(3) Financial statements for the issuer's most recent fiscal year and prepared in 

accordance with generally accepted accounting principles in the United States. 



The point of the crowdfunding exemption was to provide a low cost way for companies to 

access capital. These additional quarterly disclosure items are going to add costs. Significantly, 

you are making the decision to add these disclosure requirements in the absence of any 

legislative direction to do so. 

I am concerned especially for issuers that only want to raise a small amount of capital, that the 

costs of making these disclosures will cause them to not use the exemption. 

In addition, I think you should consider these obligations relative to the disclosures required by 

the federal crowdfunding law. The federal crowdfunding law does not even require quarterly 

disclosures at all--but annual disclosures (see quoted material below). It is odd that the 

Washington State crowdfunding law would be more burdensome than the federal law in any 

respect, when one of the goals of the state law was to be easier to use than the federal law. 

Please reconsider adding these additional disclosure obligations. 

In addition, in the case of year end financial statements, it is not uncommon for those to take 

longer than 45 days from the end of the year to put together. 

(For your reference, see this section of the proposed crowdfunding regulations: 

§ 227.202 Ongoing reporting requirements. 

(a) An issuer that has offered and sold securities in reliance on Section 4(a)(6) of 

the Securities Act (15 U.S.C. 77d(a)(6)) and in accordance with Section 4A of 

the Securities Act (15 U.S.C. 77d-1) and this part must file with the Commission 

on EDGAR and post on the issuer's website an annual report of its results of 

operations as described in§ 227.201(s) and financial statements of the issuer 

for the highest aggregate target offering amount previously provided under § 

227.201 (t). The report also must include the disclosure required by paragraphs 

(a), (b), (c), (d), (e), (f), (m), (p), (q), and {r) of§ 227.201. The report must be 

filed in accordance with the requirements of§ 227.203 and Form C (§ 239.900 of 

this chapter) and no later than 120 days after the end of the fiscal year covered 

by the report.) 

Second: Please allow convertible debt. 

Investors frequently desire convertible debt. They want it more than common stock, and 

sometimes a preferred stock offering is not warranted given the size of the offering. 

The statute says the exemption will be available for securities. Debt is a security. I think the DFI 

could accommodate convertible debt just like it accommodated convertible preferred securities. 



IhiJ:rl.: Please define portal so we can all understand it. As you know, there is a lot of 

confusion around what a portal is. I think the confusion will continue to exist until the DFI issues 

potentially a lengthy Q&A that answers all of the questions that people ask about this topic. I am 

not sure if the regulations are an appropriate place to answer all of the questions on this topic, 

but perhaps it would be helpful to provide a little more guidance on the topic in the regulations. 

The statute says a portal is an entity that files paperwork with the DFI by and on behalf of an 

issuer. I do not believe that this concept made it clearly into the rules. Many participants will 

wonder whether they are a portal or not if they are helping, providing advice on how to fill out the 

form, etc. To avoid confusion and many, many questions being asked, a clear articulation that a 

portal is a person filing paperwork with the DFI on behalf of someone else would be nice to have 

in the final rules. 

Fourth: There is a typo is WAC 460-99C-030 Availability, paragraph (3). This should read--not 

more than $1M "during anv twelve month period' (underlined language is my suggested 

addition). 

Fifth: In the definition of preferred stock, there is a duplicative paragraph. There is a repurchase 

of securities disallowed in paren (ii) without approval, but then repurchases are allowed in paren 

(vi) under certain circumstances. I think you can delete paren (ii). 

Sixth, in item 42 of the Crowdfunding Form, I think that you have inadvertently left the 

requirement about footnote disclosure in the financial statement disclosure description. 

Thank you. 

~ 
Joe Wallin 


