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The National Venture Capital Association (NVCA), which represents approximately 400 venture
capital firms across the United States, appreciates the opportunity to submit a statement in
support of today’s hearing. We are very encouraged that the Committee is focusing on the
critical topic of capital formation as we believe it is of vital importance to U.S. economic growth.
While many of the witnesses today will address various legislative measures that focus on
different segments of the company lifecycle, we hope that Congress will also direct its attention
in short order to what we believe to be a core driver of future, sustainable job creation for our
country – easing the burden for small, emerging growth companies that could be and should be
moving from the private sector into the public markets.

Background
For decades, venture-backed companies have played a critical role in U.S. economic growth. In
2010, these companies accounted for 11 percent of U.S. employment and generated revenues
equivalent to 21 percent of US GDP.1 In addition to the commonality of being founded with
venture capital, many of these entities share another trait – they began very small, pursued a
growth trajectory, and ultimately went public on a U.S. stock exchange. It can be argued that
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Apple, Microsoft, FedEx, Starbucks, Cisco, Genentech, Intel and thousand of other companies
may never have existed had it not been for venture capital -- and may never have grown to
become job creating, innovative corporations had it not been for a vibrant and welcoming capital
markets system. However, the environment for IPOs has changed dramatically over the last
decade and – if left unaddressed -- the next Apple or Genentech will face a more arduous path
and may choose not to go public, a decision that could have significant economic consequences.

The challenging environment for IPOs has already manifested itself in the numbers. From 1991 –
2000 there were 1,975 venture-backed IPOs on U.S. exchanges, compared to the period from
2001 – 2010 when there were just 478 offerings. During the most recent decade, acquisitions
have remained robust, becoming the exit of choice for many venture-backed companies. Because
92 percent of all company job growth occurs after an initial public offering2, the dearth of these
IPOs is of national economic consequence. The opportunity to address this problem legislatively
is one our country can no longer afford to forsake.

This summer, the NVCA participated on the IPO Task Force committee, a broad and diverse
coalition comprised of professionals from the capital markets ecosystem who came together to
examine the challenges of the IPO market, particularly for small, emerging growth companies.
These companies, which are defined as having less than $1 billion in annual revenue, have been
especially hard hit by obstacles which have been building along the IPO path over the years. The
Task Force rightfully affirmed that no single regulatory ruling or market dynamic has been
responsible for the dearth of IPOs, but rather it has been a layering of regulations and market
dynamics that have made the IPO process untenable for more and more companies. In response,
the Task Force issued a set of recommendations which could mitigate these challenges through a
scaled regulatory approach that preserves investor protection. Significantly, the
recommendations do not require additional funding. The NVCA has fully supported the
recommendations of the IPO Task Force which include the following major components:
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The IPO On-Ramp
The IPO On-Ramp recommendation calls for a temporary and transitional period immediately
after an IPO during which emerging growth companies qualify for scaled regulation. By
creating this on-ramp, smaller companies will get relief from certain costly compliance
requirements, including SOX 404(b), for a predictable period of time. For other obligations,
emerging growth companies during the on-ramp transition will be able to report information in
the format currently available under SEC rules for smaller reporting companies. To qualify, post
IPO companies must have revenues under $1 billion and may not be large accelerated filers. The
scaled regulation ends once the company’s revenues grow beyond $1 billion or five years after
the IPO – whichever comes first. By limiting the on-ramp period, policy makers assure that
additional regulations are applied when the company is of an appropriate size to warrant such
requirements. Although emerging growth companies would benefit from certain temporary
exemptions from regulations, the majority of compliance obligations associated with public
company status would still be applicable during the on-ramp transition. Further, the on ramp
would impact a small percentage of companies; if the on-ramp was available today, only 13 – 15
percent of those trading on U.S. exchanges would be eligible. While this is a small percentage
of companies, the growth trajectory of these “gazelles” is significant.

Availability of Company Information
It has been recognized that various regulations and settlements enacted over the last decade have
resulted in the inability of smaller companies to communicate the value of their stock to buyers
during and following the IPO process, putting them at a severe disadvantage while concomitantly
not serving the investor community well. The Task Force recommends: (a) eliminating
unnecessary quiet periods for company research prepared by an underwriter before a lock-up and
after an IPO, and (b) improving the communication between investors and the company pre-IPO.
These recommendations call for an expanded period and rules under which research is allowed
for small emerging growth companies and allows more continuous communication between
qualified investors and an IPO candidate. It improves the investor’s ability to assess their
interest in an IPO and allows the company to better test the waters and direct resources more
efficiently towards the IPO process. Overall it will better reconnect buyers and sellers of small
cap stocks more efficiently without harming investor protection.
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Support for Legislation
In response to the issues and recommendations presented by the IPO Task Force, as well as input
from other stakeholders in the capital markets system, bipartisan legislation was put forth this
week by Sens. Schumer, Toomey, Warner and Crapo, that eases the path to IPO for our country’s
most promising emerging growth companies. NVCA strongly supports this legislation, the
“Reopening American Capital Markets to Emerging Growth Companies Act of 2011, as it
addresses the major challenges faced by emerging growth companies intending to enter the
public markets today.

While today’s hearing is primarily focused on supporting companies in the private market, we
must remain mindful that most economic growth occurs when companies go public – and
Congress must address this important path in the company’s life cycle. In drafting this
legislation, the Senators have demonstrated a strong understanding of the capital markets system
and its importance to the U.S. economy. We believe this legislation properly right sizes
regulation for smaller companies wishing to go public without jeopardizing investor protection
or creating additional fiscal strain on the budget. At a time when our country continues to
struggle with a budget deficit and ongoing joblessness, we must enact policies that drive
economic growth in a responsible and sustainable manner. The legislation by Senators Schumer,
Toomey, Warner and Crapo does exactly this and we look forward to working with this
Committee to ensure its swift passage and implementation so that the IPO market that once
fueled our economic growth can begin to thrive once more.

4

