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Reinvigorating the Capital Markets for Emerging Growth Companies
Frequently Asked Questions

Background On the IPO “On-Ramp” Recommendation
The IPO On-Ramp recommendation calls for a limited transitional period immediately after an IPO, during
which emerging growth companies would qualify for a gradual increase of certain compliance obligations.
The scaled regulation ends after the limited transition period, which lasts from one year to five years after
the IPO, depending on the size of the company. For example, the transition period is not available to
companies with a public float of $700 million or annual revenues of $1 billion.
Q: How was the $1 billion in revenue demarcation chosen? Why not use $1 billion in market
capitalization?
A: A market capitalization milestone, by definition, is subject to market fluctuation and is therefore more
challenging to predict and maintain. By using a revenue demarcation, company boards can better anticipate
when they will exceed the hurdle and have enough time to plan for compliance activities.
Q: Why is the on-ramp period available for up to five years and not shorter?
A: The transition period may be as little as one year, depending on the size of the company. Current SEC
rules permit a transition period of up to two years for compliance with certain existing requirements (auditor
attestation of internal control over financial reporting), without regard to the size of the company. Five years
is the maximum relief possible under the IPO “on ramp” proposal, but actual time on the “on ramp” may be
shorter. The “on ramp” is designed to allow companies to realize the benefits of being public – for example
to use the revenue from the IPO to increase exports and to reach new markets – and then as they do so, to
take on additional compliance costs. Small emerging growth companies need regulatory relief for an ample
amount of time to realize the benefit.
Q: How many companies would be on the ramp at any point in time?
A: Based on data from the last 5 years, it is estimated that 13 – 15 percent of companies trading on US
exchanges would qualify for on-ramp status at any single point in time.
Q: Does this recommendation undermine investor protection? Is it likely to increase the incidence of
fraud?
A: Although emerging growth companies would benefit from certain temporary exemptions, the majority of
compliance obligations associated with public company status are still applicable during the on-ramp
transition. For example, on-ramp companies that are listed on a national securities exchange must have a
majority of independent members on their boards of directors, just as large companies do. They are also
required to provide management discussion and analysis and executive compensation disclosure. The
distinction is that on-ramp companies may comply with the disclosure requirements under SEC rules for

Smaller Reporting Companies (SRCs) while they transition to the requirements that apply to larger
companies.
Q: Aren’t small companies more susceptible to fraud?
A: There is no evidence that tiered regulation encourages fraud. Per Audit Analytics, SRCs (under $75
million in market cap and exempt from a series of regulatory compliance mandates) have shown no greater
incidence of fraud than larger companies. Further, on-ramp companies will provide detailed SEC
disclosures. The exchange requirement for an independent board including the membership of the audit
committee will remain unchanged, and companies and their management and control persons are still held
responsible for the accuracy of all disclosures.
Q: Isn’t 5 years too long to exempt companies from SOX 404(b) requirements?
A: Under existing SEC rules, even the largest public companies have up to two years post-IPO to comply
with this regulation, so the difference is at most three years – and could be less if an emerging growth
company hits the revenue cap earlier. Investors remain protected by the fact that CEOs and CFOs will
certify and remain personally liable for disclosure and effectiveness of internal controls.
Q: Other studies have asserted that Sarbanes Oxley costs do not matter to companies considering an
IPO. Why is SOX 404(b) included in the on-ramp transition?
A: Deferring SOX 404(b) compliance is not a silver bullet for supporting the IPO market. However, results
from a pre-IPO CEO survey which was conducted over the summer of 2011 demonstrates that the
cumulative burden of regulations (including SOX) is staggering. For those potential IPO company
candidates, if the process is too daunting, too few CEOs will pursue the IPO alternative, which is not good
for the US economy and job creation.

Background on the Availability of Company Information
The IPO On-Ramp recommendations regarding company information includes (a) eliminating unnecessary
quiet periods for company research prepared by a underwriter before a lock-up and after an IPO and (b)
improving the communication between investors and the company pre-IPO.
Q: Doesn’t this recommendation return us to a scenario where we have a conflict between the
investment banks and the research departments?
A: The separation of investment banking and research still applies as do all analyst codes of conduct and
FINRA compliance. The task force also supports mandatory disclosure that explicitly points out to
consumers of research that the underlying institution is also an underwriter of the stock. It is important to
remember that research is allowed -- even immediately before an offering -- for seasoned issuers for which
banks have a history of publishing. The recommendation simply calls for an expanded period under which
this research is allowed for small emerging growth companies post IPO.

Q: What does allowing permissible pre-filing communications between company and qualified
investors entail?
A: Today, after the first organization meeting to begin preparing for an IPO, companies are not allowed to
speak to institutional investors until the formal offering period once the S-1 is filed. The quiet period could
be as short as six months or well over a year during which time investors have no means of tracking the
company as they can when it is private or after an IPO. They are essentially blacked out with the only
information available coming from sources other than the company. A “test the waters” provision allows
companies to see if their offering is appealing to investors before spending significant resources and using
substantial investor time as well as improving investors’ ability to assess IPO candidates. If the offering is
not interesting, the company can shift resources back to building the business.
Q: Does granting permission for confidential filings for S-1s (as foreign issuers have today) impair
investor protection?
A: No. Once the S-1 is finalized, all material will be available to all investors in adequate time to review
before the offering of securities. Confidential filings would allow IPO candidates to proceed without
making company information available to competitors while the likelihood of an IPO is still in question.

Background Regarding PCAOB and FASB Implications
The IPO On-Ramp recommendations also include provisions relating to the PCAOB and the FASB. For the
PCAOB, the recommendations would (a) exempt emerging growth companies from possible PCAOB rule
changes that, if adopted, would require mandatory audit firm rotation and additional changes to the audit
report and (b) require the SEC to approve future PCAOB rule changes for emerging growth companies. For
the FASB, the recommendations would ensure that emerging growth companies benefit from the same
transition period that private companies receive for newly adopted GAAP pronouncements so that emerging
growth companies would have additional time to comply with new GAAP requirements.
Q: Would the recommendations allow the PCAOB to adopt new requirements for auditors of
emerging growth companies?
A: Yes. The recommendations would permit the PCAOB to continue to adopt new rules in the future for
auditors of emerging growth companies as long as the SEC approved the new PCAOB requirements.
Q: Do the recommendations permit the FASB to adopt new GAAP pronouncements that would apply
to emerging growth companies?
A: Yes, absolutely. The recommendations would simply extend to emerging growth companies the same
transition period that private companies have to comply with new GAAP.
Q: Would the recommendations impair FASB’s independence as a standard setter?
A: Not at all. FASB would continue to have complete independence over the substance of any and all
GAAP pronouncements. The recommendation would affect only the timing, not the substance, of new
GAAP as applied to emerging growth companies.

