August 5, 2014

Washington State Department of Financial Institutions
Securities Division

150 Israel Road South West

Tumwater, WA 98501

RE: Proposed Regulations implementing Washington JOBS Act of 2014

Dear Ms. Anderson:

We would like to thank you and your team for working so diligently to produce the proposed
regulations so quickly. Below are some of our thoughts and suggestions on these rules. We

hope you find them helpful. In the suggestions we offer, we are hoping to accomplish the
following:
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Ensure that the legislation becomes usable by all interested parties;

Avoid the complications and regulations that have rendered similar legislation
unsuccessful in other states;

Reduce the complexity of the application process;

Provide clarification regarding broker dealers and support services;

Allow local governments to operate as a portal;

Provide clarification and a definition for portals;

Make a clear distinction between Securities and Stocks;

Direct disclosures to the public versus to existing investors;

Support rules for Internet-based crowdfunding to close gender and minority investment

gaps.
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We have a real opportunity as a State to learn from the experiences of others at both the
Federal and State level. What you and the other members of the DFI have done to encourage
participation and contribution by so many individuals and organizations will undoubtedly pay
dividends in producing regulations that make the process match the needs of a high-speed, fast
changing economic environment, while making it safe and understandable to the many people
who will participate in the first effective State crowdfunding initiative.

As a members of the Seattle entrepreneur community, we see the crowdfunding law as a
stepping-stone to do more than help build strong and profitable business in Washington State.
We see crowdfunding as a key component in keeping our local economy strong, vibrant and
competitive in the global business environment.

Washington is uniquely situated relative to most of the rest of the nation in that it has many
large corporations that attract talented and educated people to the area. Often these
individuals leave the comfort of their corporate surrounding to start their own venture. As we
all know, building a start-up often requires capital and right now these needs are being met



primarily by other regions such as California and British Columbia. This is leading to relocating
businesses and lost jobs for our region. Prior regulation has also limited the ability of smaller
local businesses, such as salons or restaurants, from taking advantage of community funding to
start. Therefore, all funding has been almost exclusively reserved for a narrow band of
companies in fields like high technology.

There are other funding options available such as the Small Company Offering Registration
(SCOR) and Regulation D. Both of these allow for businesses to get funding from accredited and
non-accredited investors. So why is crowdfunding a better option when two other similar
options already exist? The reason is that crowdfunding can be done on the Internet with
transparency that shows which companies have been funded and which ones are in need of
further funding. This system allows the power of the crowd to help startups grow. The power
of the crowd can help businesses grow and crowds can also promote the businesses they invest
in to insure the success of that business. The more people who believe in a business idea and
support it, the more likely the business will eventually succeed.

Here are some of our suggestions:

Reduce Complexity of the Application Process

Right now the U7 paperwork takes an average of 6 months to complete. This is primarily due to
the fact that entrepreneurs do not fill it out correctly and there is a slow process of back-and-
forth. We want to advocate for the allowance of digital submission of this form, and to publish
an online template and a list of best practices explaining how the paperwork is to be
completed. That way a third party can prepare an online form that gives people on-the-spot
and up-to-date recommendations on how to complete the form correctly. It will save the DFI
and the entrepreneur time.

Further, we would recommend the DFI review the proposed new paperwork with a committee
of current entrepreneurs, who can help advise which questions will help protect investors and
which should be reworded to create more effective questions or be removed entirely. With this
effort, it is likely investor protection will increase while paperwork complexity will decrease.

Broker dealers and Support Services

Some of the most encouraging responses to the new legislation has come from entities who
seek to offer support services to issuers and others who wish to get businesses funded,
nurtured, and on their way to growing successfully. However, the enthusiasm has been
dampened by the confusing and ostensibly limiting language in draft regulation 010. That
language lists a number of services that many will want to provide to companies to get them on
their way. But because it includes a line item for filing the form on behalf of the issuer, it makes
it appear that in order to perform any of the support functions, the entity providing such
support must be a broker dealer.

Allow Local Governments to Operate as a Portal
The Economic Development Organizations are tied to County governments. This is going to



create a disadvantage for entrepreneurs in smaller or more rural regions. The Economic
Development Organizations put most of their focus and effort into the main or major cities in
their area. Entrepreneurs who may want to open up a small salon or bakery in their more rural
area would benefit more from a local government having the ability to create these portals so
they can have the same access as entrepreneurs in the big cities.

Portals Definition / Clarification:

Further define who needs to be an actual portal compared to who can just be a platform that
advertises businesses selling securities under the crowdfunding law. According to the draft
rules:

(4) “Portal” means:

(a) A port district;
(b) A local development organization; or
(c) A broker-dealer registered with the Division

It would be helpful to provide more information such as:

“In order to sell securities under the crowdfunding law, you do not need to use a portal.
However, you do need to file the proper forms with the DFI. A portal is an entity that deals with
the transfer of funds between investors and businesses for the purpose of buying or selling
securities.”

If port districts and economic development organizations, which are quasi-governmental, are
allowed to be portals, why not allow governmental agencies to become portals as well. Cities
should be allowed to become portals because they have a strong interest in helping new
businesses get established and existing businesses to grow and prosper within their
jurisdictions.

We are requesting clarification making it clear that a website advertising companies that have
been approved by the DFI, but where securities cannot be purchased, does not constitute a
“portal.” We also would request it be clearly defined that an entity that helps entrepreneurs
prepare their paperwork for the DFl is not considered a “portal.”

Securities vs. Stock Clarification

The crowdfunding law speaks to the selling of securities to fund businesses, not just stocks. The
DFI should remain consistent with the law because the sale of securities gives businesses
different options and less of a restriction when they are determining the best way to fund their
business.

Disclosures to the Public Versus to Existing Investors

Further clarify why disclosures need to be made to the public. Why can’t disclosures be made
on the business websites and then a passcode be given to investors to view this information? If
businesses have to disclose to the public they are more likely to want to protect certain



information and might leave it out. But if the businesses know that only the investors will have
access this will lead to more information being readily offered to investors than what is
required. Allowing some privacy can increase transparency and content of disclosures.

The other issue relating to disclosures is the issue of footnoting according to GAAP. This sounds
like a reasonable requirement. It’s just a footnote and it follows good accounting practices.
However, it is an onerous burden that will either cost a company attempting to get funded
thousands of dollars in legal and accounting fees or it will be overlooked by them, thus creating
an issue of legal uncertainty as to the validity of their offering. It turns out that such footnoting
requires significant, specialized knowledge for something that is rather narrow in its
applicability. It may make sense for larger companies but not a startup.

Support rules for Internet based crowdfunding to close gender and minority investment gaps
Crowdfunding on the internet allows for more female and minority-owned and operated
businesses to get funded. It also allows more investors from all minority groups and both
genders to participate to support the companies they deem to be the best. Traditional funding
models have one strongly favored group. A study conducted by CB Insights in 2010 found that
less than 1 percent of venture-capital-backed company founders were African American, 12
percent were Asian, and 83 percent had a racial composition that was entirely Caucasian. Data
collected by PitchBook found only 13 percent of all venture capital deals in the USA went to
women in 2013, while 87 percent of deals went to all-male teams.

Supporting crowdfunding through the Internet creates a community of investors from all
ethnicities and genders that can support any company despite the ethnicity and gender of its
founders. This is why we passionately support creating rules that use the Internet to sell
securities to all Washington State residents. It will allow females and minority-owned
businesses greater access to the capital they need to grow their companies and create jobs in
Washington State. Imagine an online community of investors from all ethnic groups and both
genders able to find the companies they feel are best for their community. By allowing business
to be presented and shared on the internet by their merits we can help close the racial and
gender gap and simply get the best businesses funded.

Thank you for your time and consideration in this important matter. We hope these comments
are helpful to you. Please let us know if you have any questions.

Sincerely,
Mojdeh Hamidi, J.D.
Young Entrepreneurs Social



Thank you,

Joe Lo , Sr. Account Executive
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