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Dodd-Frank Act Changes Definition of Accredited Investor for
Private Placements of Securities

The passage of the Dodd-Frank Wall Street Reform and Consumer Protection Act (the “Dodd-Frank Act”)
into law on July 21, 2010, changes the test for determining a natural person’s accredited investor status
for private placements of securities under Section 501(a)(5) of Regulation D of the Securities Act of 1933.
Effective July 21, 2010, a natural person qualifies as an “accredited investor” under Section 501(a)(5) of
the Regulation D if such person’s individual net worth, or joint net worth with that person’s spouse, at the
time of his purchase exceeds $1,000,000, but only if the net worth threshold can be met without including
the value of the person’s primary residence. Previously, the value of the investor’s primary residence was
included in the investor’s net worth calculation.

The SEC has indicated that in applying the $1,000,000 net worth test, it will allow investors to exclude any
mortgage and other debt secured by the investor's primary residence if the amount of such debt is less
than the fair market value of the residence. If the amount of any mortgage or debt secured by a primary
residence exceeds the fair market value of the residence and the lender has recourse to the investor
personally for the excess, then such excess amount shall be deducted from the investor’s net worth.

The Dodd-Frank Act does not require any other immediate changes Section 501 of Regulation D and,
accordingly, a natural person continues to qualify as an “accredited investor” under:

e Section 501(a)(4) if such person is a director, executive officer or general partner of the
issuer or a director, executive officer or general partner of the general partner of the issuer; or

e Section 501(a)(6) if such person had an individual income in excess of $200,000 in each of
the two most recent years or joint income with that person’s spouse in excess of $300,000 in
each of those years and has a reasonable expectation of reaching the same income level in
the current year.

There is no transition period nor grandfathering provision for this change so issuers in the process of
conducting a private placement relying on the definition of “accredited investor” in Regulation D, should
revise their disclosure and subscription documents and reassess the accredited investor status of
investors under the amended net worth test.

If you have any questions regarding this Client Alert, please contact Allan Grauberd at 212.554.7883 or
agrauberd@mosessinger.com, Arnold N. Bressler at 212.554.7636 or abressler@mosessinger.com or
Wai Y. Chan at 212.554.7602 or wchan@mosessinger.com.

MOSES & SINGER LLP

The Corporate, Securities and M&A practice represents companies of all sizes, ranging from large public
companies to closely-held family businesses, and from start-ups to mature businesses. We counsel
clients on an array of corporate, securities and commercial matters, including those related to daily
operating issues as well as more complex and tax-driven transactions requiring specialized services. The
firm's transactional practice spans the spectrum, from start-up financing through IPOs, credit facilities and
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more individual and esoteric industry-specific financing, mergers, acquisitions and divestitures, both
domestic and cross-border, intergenerational transfers and commercial transactions of all types. Our
lawyers draw upon all of the firm's other practice areas to deliver a seamless approach to help our clients
achieve their objectives.

Since 1919, Moses & Singer LLP has provided legal services to diverse businesses and to prominent
individuals and their families. Among the firm’s broad array of U.S. and international clients are leaders in
banking and finance, entertainment, media, real estate, healthcare, advertising, and the hotel and
hospitality industries. We provide cost-effective and result-focused legal services in the following primary
areas:

e Advertising ¢ Intellectual Property
e Asset Protection e International Trade
e Banking and Finance ¢ Internet/Technology
e Business Reorganization, Bankruptcy and e Legal Ethics & Law Firm Practice
Creditors’ Rights e Litigation
e Corporate, Securities and M & A e Matrimonial and Family Law
e Employment and Labor e Privacy
e Entertainment e Private Funds
e Healthcare e Promotions
e Hotel and Hospitality o Real Estate
e Income Tax e Trusts and Estates
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Disclaimer

Viewing this document or contacting Moses & Singer LLP does not create an attorney-client relationship.

This document is intended as a general comment on certain developments in the law. It does not contain a complete legal analysis
or constitute an opinion of Moses & Singer LLP or any member of the firm on the legal issues herein described. This document
contains information that may be modified or rendered incorrect by future legislative or judicial developments. It is recommended
that readers not rely on this general guide in structuring or analyzing individual transactions or matters but that professional advice
be sought in connection with any such transaction or matter.

Attorney Advertising
It is possible that under the laws, rules or regulations of certain jurisdictions, this may be construed as an advertisement or
solicitation.
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