CSEF Australia

This Submission has been created by Andrew Vdaddis representative of thpersonalviews he has
regarding CSEF atftbse he gathered from creating a LinkedIn Group
(http://www.linkedin.com/groups/CSEFAustralid 74120/about) and website called CSBlastralia
(www.CSERustralia.com.au.

This Submission has been complelgdan entrepreneur not a lawyer or economist so uses plain
language and may avoid technical terms (or occasionally get them wrong).

CSEfAustralia and Andrew Ward would not be consideagdexisting player in the marketi.e we
FNByYyQl | LJX I GF2 Nd aVQviagingtdeal flagihesd play/did nhtdrdlljhhaeview
based on existing commercial interests.
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on the situation. Over and above the novelty factor of this Submissigives cause to think of CSEF as
being applicable to offine as well as otine businesses.

This Submission is a response to a call from CAMAC to contribute to the discussions addressing
Advancing Australia as a Digital Economy: An Update to the National Rldiiconomy Strategy.


http://www.linkedin.com/groups/CSEFAustralia-5174120/about
http://www.csef-australia.com.au/

Context

More that Tech StadJps

Thedigital economy provides new dimensiai@sour broader economy and tmvestment opportunities
andconsumerbehaviour tis appropriate to provide effective mechanisms to take advantage of this
new way of operating.

This submission recommends that correctly constructed Crowd Sourced Equity Funding (CSEF)
legislation carsupport a new industry ithe digital economy (online) but also lwcal businesses
servicing local customers in tlodf-line economy.

Local businesses benefit and enable regional development, econotinithain general and increase
community resiliene. For economic diversity and resilience across the country, there needs to be a way
to tap into millions of dollars not (yet) available and in the hands of millions of ordinary people desiring
to participate and have some influence over where and how thél spend their money.

CSEF enables communityned venturego emerge by giving theraccess to a new pool of funds and
advocates for their present and future products according to the specific needs in an area. These
businesses are powered by locabaomic factors and merely enabled by the Digital Economy.

Meanwhilethere is a strong voice for IT&C staps, which are often higtech or novel in some way
andalmost always will be interndtased and eabled.This Submission refers to them collectivasy
G 0SOKdzZLIAIE NI ¢ KS @ | NI geheé3d sb this Subhds€idn la@dly ighateNdhem.

Crowd Sourced Equity Funding
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Local Economic Development and Crowd Sourced Equity Funding

There are many utilities thatre cheaper to consume der to the point of productionsuch as
electricity, which loses efficiency with greater transmission distance. The same is true of food; the
longer the distance it travels, the greater the economic cost infmilds and potential wastage. This
economic reality informs the commeserse approach this Submission advocates and articulates
benefits to the Gross Domestic Product (GDP) through increasing the number and variety of new
enterprises.

CSEF policy needs to consider how commtlédised ownership can result in the provision of &g

that arepromoted and locally consumed locatBsulting in less cost to consumers. In this energy

hungry world, this is a major benefit especially to those with lower incomes who already are struggling
to meet increased costs of heating and coolinABC Bush Telegraph 26 Nov 2013)
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town to collectively pay for solar panels, large Phwtataic batteries, wind turbines or waymwer

technology ad local powetline infrastructureg essentially a local power plantindividually, these

people could not afford such infrastructure, but collectively they can and have greater ownership and
management over their own utility. This venture could theneyere, store and distribute electricity

from green sources much more cheaply than doald conventional power. This is the power of local

economics cheaper services with other benefits.

This communityowned business could sell services to their ihitiestors- (1 K S & OwhB appén
to have neighbours with a similar need. This business could scale within a community but is unlikely to
expand and service the neighbouring town.

This type of beiness model is possible for mavgntures related to gergy, Food, Water, Waste,
Education and Social Services. It is possible ONLY if facilitated by smart CSEF legislation.

These types of ventures are leach, lowrisk, moderatereturn and tap into real existing needs. There
are localeconomic modelgglobally and in Australia) thatre profitable and enabling regional
development with the needs of future generations firmly in mind.

This new investment industry has many benefits for enterprise and economic development in Australia
especially utilising thdigital economy. To assure efficiency, effectiveness and success, CSEF requires
fresh thinking and appropriate legislation to see it bloom.

Any idea differing from the familiar is usually treated with some suspicion; Crowd Sourced Equity

Funding is a newoncept yet examples from other countries illustrate how successful this concept is in

many situations. Already in Australia there are hundreds of examples of drowdgd activitiegwith
rewardsasreturns) that haveK I LJILJI2 2 dzi O2YSa BHNRQ®F GAAFASR WAy@Sad

This Submission primarily takes into accotng needs of a new and emergendustry that enables
commurity-owned ventures such as thdescribed abovéo becomeéBusinessAsUsuat activities and
sit alongside the establishqmhrts of the economy



Glossary

Issuer:The person(s) who may be otherwise thought of as the Founder(s)
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they wish to have funded, how they would use the funds] avhat return they hope to provide back to

Investors. This would usually include written and video contributions of content. A Campaign would

run for a defined period of time. A successful Campaign would create a -Erow@dEntity (CFE).

Likewisean unsuccessful Campaign would return funds to Investors and not go ahead as a CFE.

IssuerEntity: The corporate entity used by the Issuer when attracting CSEF funding proposed in this
Submission as a CrowslindedEntity (CFE)

Crowd-FundedEntity (CFE): éproposed within this Submission, the CrekughdedEntity (CFE) would

behave in a similar way to a Private Company (Pty Ltd), but would have a stalpliéahship to the
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rights to generally solicit during the term of a Campaign. This type of entity is easily administered and

closed in the likely event that the Campaign is unsuccessful at raising the funds it requires. It can easily
convert to a traditonal corporate structure like a Private Company or Public Company in the event it

requires and / or raises capital in excess of $2million.

Crowd This is generally defined as anyone, regardless of their relationship to the Issuer, regardless of
thed { 2 LIKAAGAOI GA 2y ¢ -igshortjakyBné who vishesto invesirSaa éngtyNJ

Crowd Sourced Equity Fundif@SEF): Term defined by CAMAC Discussion Paper to explain the process
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financial return when that idea generates returns.

InvestotY ¢ KA& NBFSNAR (G2 | aAy3ddzZ I NJ AYRAGARAzZ £ GKFG Y
f SALffe ddzya2LIKAAGAOIGSRE RYWBTR2NBNO2YY2yfe (y26Y

Single Purpose Investment Vehiq(8PIV) aké L v @-9 ¥ i 2A8Jraposed within this Submission,

the Single Purpose Investment Vehicle would behave similarly to a Trust. It would have & stapled
relationship to the Issuer and the CrovrdindedEntity. This new type of entity would be limited to only

a few defined activities such as pooling funds, receiving dividends and acquiring stock on behalf of the
crowd in the CrowdFundedEntity. The Single Purpose Investment Vehicle is otherwise piethilobm
engaging in commercial agreements like employing people, buying or selling goods.

Intermediary: Generally understood to be the website where Issuers and Investors engage in Crowd
Sourced Equity Funding

Market-Licensed IntermediargyMLI): As propaed within this Submission, the Markkicensed

Intermediary would receive a conditional annual license from the Regulator. They would then be able to
procure on behalf of Issuers suitable entities from the regulator to allow CSEF for the term of the
Campé#gn. The principal role of a Markktcensed Intermediary is to regulate, standardise and confine

the practices of Issuers through processes agreed indugtig that reduce risk to the Investors. In
recognition of their services they are entitled to &£eThe Market.icensed Intermediary would host the
Campaigns of Issuers online and would be unable to give financial advice of any Campaign listed.

The RegulatarAustralian Securities Investment Commission



Convert In this Submission we use the temO2 Y SNl ¢ G2 RSAONAROGS GKS LINREO
a more traditional Private Company (Pty Ltd) or Public Company (Ltd). The process of converting
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Consttution: In this Submission this terms is used to describe the replaceable aneplaceable
elements that form the operating rules for the Crowd Funded Entity including its ability to have
Investors dilute Issuers over time with unreturned dividendsibgiyurther capital. Where this is the
case the Constitution clearly provides the premium and dilution methodology. In turn, the CFE
Constitution informs the creation of SPIV and SPIV Charter.

(SPIV) Charterin this Submission the term is used to déise the operating rules for the SPIV. These
rules govern Members rights including their preferences if these were collected. It references the
stapled CFE that it is attached to when created.

SPIV appointed Officedn this Submission the term descritesolunteer Investor (via the SPIV) that
will join the CFE as an unpaid Officer, representing (in person) the will of the Members with respect to
the Charter of the SPIV.

CFESPIV ApplicationThe Application is completed by the Issuer, lodged byritermediary including
fees to ASIC who, as the Regulator, will issue a set of staple8RI¥Entities. These will have impacts
on the Constitution and Charter and direct what goes into the Plain Language Offer and Campaign.

Plain Language OffeThis 8bmission proposes that all Campaigns should carry a Plain Language Offer
explaining key elements of the deal. This should act as a digitalsbget to any marketing materials

and contain basic information including price, valuation and what propodfd®PIV returns are

distributed to Investors as Dividends or used to buy additional capital from the Issuer.

CSEF Educatiohis Submission proposes that all Registered Investors be channeled through CSEF
Education regardless of the MLI they are invastimough. This would alert woulsk Investors about
inherent risks with CSEF and be presented as an online course that Investors would have to
acknowledge and Accept before progressing.

Regime:This Submission proposes an entire or holistic solutiokisgdo change or create many things
simultaneously. To be implemented in a singular wag opposed to incrementally changing existing
laws and entities. This effort and structure is referred to as the Regime

Returns For the Purpose of this Submisssoreturns includes dividend and / or capital returns to
investors in an operating business or safeequity envirnment.
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accommodate or facilitate CSEHR.so, why, if not, why?

Accommodating CSEF

The very short answer is yes, provisions should be made to accommodate Crowd Sourced Equity
Funding. This Submission constructs the case that new and appropriate legislation catering for CSEF
needs to be cread.

Legallyspeaking this might be achieved as a new Chapter of the CorporatiogsfAleat is sufficient.
Or perhaps the better approach is to create a new Act covering the proposed Regime suggested in this
Submission.

The approach we outline illusttes the beneficial impacts of CSEF on the broader economy, focuses
exclusively on new business (Small to Medium Enterprises are the largest employer group in the
country) and provides greatest clarity around what Crowd Sourced Equity Funding is, amd can b

To administer and govern the interactions between Issuer and Investors we suggest Intermediaries be
required to have a Market License granted by the Regulator and updated annually.

Proposed CSEF Regime

Lagiiation
Leenes Industry
Conditions Ombudsman
Intermediary

Tesuer
Processes

Campagn

CSEF done ™\, SN
online with SPIV
processes

Q
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Why Crowd Sourced Equity Funding
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economic activity that currently is prevented in the economy by-ymdintioned existing legislation for
existing structureshat are usedo attract investmeniand operate in the economy
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ignored in terms of impact on consumer behaviour and connectivity. But, this is not about educating
you about the Digital Economy.

Many other countries hae adopted CSEF ideas and providegpirce and legal clarification for this
SYSNEAY3I Ay@dSaidyYSyid AyRdzAGIGNE® 2A0GK GKS o0SySTAld :
ahead of the pack, thus avoiding some mistakes our trading partners havargaoed.

10 Reasons Why CSEF

Stimulates economic activity

Stimulates small business growth

Stimulates jobs

Reduces costs of establishing a small businesses

Reduces business failure by pre-establishing demand
Taps “Innovative Australia”

Brings Australia to parity or ahead of foreign competitors
Brings our tech start-ups to parity with others globally
Assists local communities to co-own local infrastructure
lﬂ Promotes “community and cooperation” on and offline
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The marketed desire for CSEF is demoastd locally by the growth afimilar rewardsbased

platforms, like Poziblenww.pozible.cont the biggest. The desire to engage in financial instruments
similarto what CSEF would enable, can be seen in the debt products already made available through
Peer2Peer schemes including Society Of&jn and Lendingub and less successful rewardased
platforms like Start Some Goditp://startsomegood.com/

KICK

Crowdfunding Is Already A Force


http://www.pozible.com/
http://startsomegood.com/

Crowd-funding Changes Existing Markets

How

Market Licensed
Intermediaries

Informal Unsecured
Loans

Lending Hub, Society One

Kickstarter, Indigogo,

Pozible
~
Event Promoters Pre-
Event Crowdfunding e Crowder
R I T selling tickets
Donations from Public Charity and NFP sending iPledge, GoFundRaise

Philanthropy donar letters

Globally, the implementation of CSEF by our economic petirs US, UK, Canada and &N&hould
encourage CSEF legislators in Australia. This CSEF funding model is becoming a lagéstratnt
activity within the economies of major trading partners, but not yet in Australia.

This investment market is in its infancy, but has huge potential. Australia is a laggard in this crowd
funding market and really has to play catch up to ensurdey Qi Y A & & , whiehlolReXNi dzy A G A S &
economies will gain.

Who already has CSEF in place

New Zealand

i~}

Italy Canada




Incentives Within CSEF
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Six Investor Incentives

Financial return through dividends
Financial return through capital sale
Experience of “my business”
Experience of co-operating with others
Fun of following a venture

Ability to invest in things they care about

Issuer Incentives in CSEF




Australia Missing Out

By not having a developeddwd SourcedEquity Fundingstructure there are obvious detrimental
outcomes.

hyS 2F (GKS Y23a0AFORNRAEMME A GAKEH&SA &0 NX feH startth N2 Y G A G|
community. It is common for software businesses to sell online and operate internationally from

inception. Any entrepreneur considering a venture in this space would be encouragegisiatige

environments that easily facilitated CSEF investment in their seedling of an idea.

This potentially makes the stadp scene of New Zealand more attractive than that of Australia let alone

the startup scenes in Asian, US and UK jurisdictfhgh already are benefiting from CSEF legislation

IyR 2dzi02YSao 9ljdz- t t& O2YLISttAYy3a a GKS GONIAYy |
economies.

CSEF could potentially offer local communities a vehicle for pooling investmeatréddbcal

infrastructure This would be economically ratiowethere they are cheaper to consume and manage

the closer they are to the point of production such as energy, food, water, waste and education projects.

Given most dwellings are occupied andngaged it is a fair assumption that these crowds are
O2YYAGGSR (G2 t20Ff 3ANRdzZLJA o0& GANILdZS 2F AG 0SAy3a ¢
5+ year returns and pay back periods are notpoitting.

Were CSEF legislation drafted with thiskeholder group in mind then there are many local community

groups seeking to etund and consume these essential services. This would providestogal and
environmentalbenefits, but at its core is a cesaving.

Politically we are all signed up Regional Development aridcal economic benefit We also know
aligning the interests of these stakeholders kizes capacity to influence how their communities and
futures can be.e safer, greener, happierall highly motivating reasons.

However, theeconomic stimulation is the greatest motivator when considering this sector at scale.

If we accept there are reduced costs for buying local Energy, Food, Water, Waste and Education (5
Project types).

If we accept there at least 1000 communitieAinstralia that have ~10,088eople (1000 Communities)

If they all engage in 1 of the 5 types of project you have created 1000 small busitiegssengage in
all you have created 5000 small busine$ses

If each business seeks to engage 10% of a caritynas CSEF Investors agects the average
contribution to be $1000 then each business would have attracted $1 million ingtarapital.

This locally established capital would give stability to a new venture and the 90% of the community who
were notCSEF Investors might still be a great customer hasasidering the product the locals are
selling is cheaper, greener and local, many sales barriers are reduced.

It is easy to imagine these 1000 small ldmasinesses being more sustainable investménis say
Pmannn Lidzi Ayd2 F adSOK &0 NI dzLX¥ o

Australia should introduce a CSEF Regime similar or exactly the same as proposed in this Submission or

,,,,,
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A New Chaptr in The Corporations Aar a Fresh Act?
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Intermediary Campaign Operates

| | Operates as
is

Unsuccessful
—wound-up
(vA)

Unsuccessful
de-registered

Investors
Commit

Registers

Issuer Solicits
Issuer

Has Idea }

Converts to
— raise more
capital

Successful —
generates
returns

Issues
Entities for
CSEF

Successful
Funded

Investors

Funds Pooled
Engage

Chooses MLIJ

Crowd
— acquires
Issuer stake

We submit that two new types of entity need to be created for GSitte akin to a Pty Ltd for the
Issuer and one akin to a Beneficial Trust for the pooling of InvestAssdetailed later)

Bywriting specifidegislation as either a new Chaptertbé Corporations Aabr as a Fresh Act is
required to regulateahese new types of entity This new legislation would also consitle Market
Licensed Intermediariefacilitating trade between the new entities.

Austalia canavoid affecting existing Private Companies, Public Companies and other traditional entities
when it introduces CSEF by creating this new Regime. It would be a case of trying to fit a square peg in a
round hole if we simply tried to insert Diglitaconomy models into ptBigital Economy legislation

In other words we can avoid wholesale disruption of the current econloyngrafting specifically for
CSEF

Legislative errors can moeasily be wounéack and absolute clarity can be provided abite role
CSEF plays in the broader Australian context i.e it is for new businesses.

In essence, the CSREgime we proposis limited to new businesses only (with small capital
requirements and all listed on the known Intermediaries) and cannot be applied to existing businesses.

This also minimises possible ambiguity for existing businedéése CSEF format that is adeg in
I dza G NJ £ Al 2 LIS NJoiiSaxaildbla to tHsr Erfity tyfié iPavgité Company) existing small
business may get confused by their eligibility.

Introducing this new legislative and operational paradigmhat we define as the Regimeequires
diligent and creative preparation, but we contend thaidtworth the investment of time and intellect.

Campaign-to-CFE Cycle

Investor Commits

Held in Trust by

il Interrnediary

SPIV takes stake in
CFE

11



Leave Good Enough Alone

The Australian economy is the envy of the world and it would not be prudent to create legislation that
affects existindpusinesses or the entity types in use such as Private and Public Companies or Managed
Investment Schemes.

If existing legislation is adjusted to include general solicitation or shareholder caps in Private Companies
are extended, then these options are omehupacross the board of existing and new companies; scale
of impact is increased, but so too is the risk of fraud.

Any broadbased changes to Private Company structures would require existing businesses to consider
what structure suits them best. This leads to provigingfessionabhdvice and sé\FSladvisors, lawyers

and accountants would be supportieé this.

However3 S GAYy3 t20Qa 2F tNRFSaaAz2ylfta olyR GKSANI I
the requirements for regulatiothat in turn would result in higher costs for all parties making it

prohibitive for the premoney enterprises that CSElrould focus on.

Do Not Change These Things

The Public @npany structure is necessarily onerous and only available to businesses with established
capital sources that can sustain the Regulatory overhead and associated expenses.

The Public Company (Ltd) strua is not suitable for CSEF and therefore should not be touched.

The Private company (Pty Ltd) structure is not appropriate either because edmployee shareholder
caps and other provisions like the 20/12 and solicitation rules. As argued abovdditlveounwise to
alter these weklestablished rules because then CSEF is opened to existing businesses and not just
applicable to new businesses.

CSEF should be applicable and available to the inventor of an innovative retail sdiegjomant to
bring tomarket. CSE$hould not be something every general store now in operation will be faced with
when theynext meet their accountant (if they do).

The Managed Investment Scheme for pooling multiple shareholders suffers from being too onerous for
seedstage businesses and is akin to Public Company compliance. Managed Investment Schemes also
suffer from reputatonal issues that CSEF industigquld want to avoid.

These Managed Investment Schemes may also engage in employment and make commeraikcont

Ly GKS O2yGSEG 2F /{9C lye SyidAade GKIFIG alLkRz2t SR¢
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vehicle and should not be able to emplor participate in commercial contracts. Managed Investment
Scheme legislation is inappropriate in the CSEF context.

12

ac

p
z

[



Integrating New CSEF Legislatiorth Existing Legislation

In this Submission we argue that thedggme for CSERe suggestcan beconsdereda éfunnek &start-

upé 2 NJ-adi{l &88nment only. The CSEFSNA SR o0dzaAy SaasSa ¢2dAZ R 68
they exceeded capital requirement levels to either Private or Public Congpasiappropriate and then

would be subject to the alredy established legal framework.

Closing a CSHlerived business would work in the same way as it currently does i.e via administration
and/or liquidation processes followed by -glegistration.

The Role of CSEF

13



How it works with Investment classes

» CSEF is for <S2million and New Ventures

$20m+ — Mature-Funding (Banks, Oz Economy Performs Well / Best
Public Markets) in the world

Risk averse, largely provide
contacts and method to exit

F

20m — Growth-Funding (VC)

In search of good deals.

5500k - $2m — Early-Stage (Angel)
. - Complaints about Oz ecosystem

CSEF stimulates
economic through many
small investments and
<5100k - Self-funded (FFF and CSEF) small businesses. Also
feeding up to later stage
Investors good deals

5100k - 5500k — Seed-stage (CSEF Sweet Spot)

Properly constructed original CSEgislation should feed into rather than merge or become part of

existing legislation.

For seeestage fundingg KA OK A& /{9CQa ylFddNIf K2YSz avlrftt Ay(
people is an idea whose time has come.

hy OS A yoéF SLSIRMJedshtryandroperations of the market is adopted it is easily understood
how an entity could integrate with existing economic norms and

a) Close if uneconomical, or
b) Graduate to a Public or Private Company if requiring further capital for growth

Scale of Funding

Issuer J
Entrepreneur

Their FFF
Metwork

CSEF (S5k-52m)

Angels & VC's
(5500k-20m)

Public Stocks

(55m+)

14
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that CSEF allows. Usually an entrepreneur can only profitably exit viagaéeler public listing. CSEF

legislation pertaining to the new Issuer entand Investor entity can allow (if well constructed (before

legislation is released)) a new category of exit.

In certain conditions, the proposed Regime would alloWt S & QiN&srR)g2 06 dz2 2dzi GKS L
remaining stake in the CSHe€rived busines. This might be particularly appealing to local infrastructure
businesses where the community wants to literally and metaphorically own the project resulting in

gradual transfer of equity in a CS@igtived business from the Issuer to the Investors.

Ths can create huge econongertainty for projects with a fyear plus life span. Thereicreased
securitywhen you start a project knowing that if your backers are your customers and happy, they will
ultimately be who (collectively) would buy it fromyand at what price they will pay for this.

This could encourage a plethora of letalel community investmenSimultaneously it will allow
managedfunds that typically havé-10 year life cycles the opportunity to align with crowds in a way
where a buye and exit price is understood before committing entry funds.

A new type of “Exit”

'med
'Heturns owWns

used by whole CFE
'In'u'estnr SPIV to buy (lssuer
Returns increased exits)
.Eusine - stake in CFE
Operates
-Eruwd-

Funded-
Entity

created
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Q 2 Should any such provision:

(i) take the form of some variation of the small scale offering exemption and/or

(i) confine CSEF to sophisticated, experiehaed professional Investors? If so, what, if any,
change should be made to the test of a sophisticated Investor in this context, or

(i) adopt some other approach (such as discussed in Section 7.3)

3 Options for Government

Complex
implications for
existing
businesses

Laws for current
(above seed)
investment types
already work well

May lack clarity
for CSEF after
huge efforts

Requires new
type of entity for
CSEF Issuer and
CSEF Investors

Laws and regs
enforced by
Licensed
Intermediaries

Provides clarity
for CSEF seed
stage

| Laws New Chapter of
Impacts are wide Corp Act to cover No changes
ranging seed and pre- required
seed entity

Requires nothing

Changes nothing

Comparatively
makes Australia
weaker

(i) Takethe form of some variation of the small scale offering exemption and/or

The small scale offering exemption should be kept in place for small scale(Qf&k§ is largeale) For
large-scale funding such as CSEF as we see it in practice, a new Q@litigitethe Corporations Act is
neededor a separate Act

The CSEF context proposed in this Submission includes a paradigm where it is only for new businesses and
works in parallel with new entity types and principally based in and on the digital econimgxpansion of

the current exemptions really only work with a business that has existing revenue (i.e is not new) and is
already a Pty Ltd or unlisted Public (Ltd) company structsoethis submission arguesléave the existing
legislation in placéor its specific purposes.

The current exemption is too onerous and an unfair cost imposition on the new investnrstry of CSEF.
So if the current exemption were to be used in any way it would have to be extended in a way that impacted
the broaderlegislation we would seek not to disrupt.

~

Nevermind that this would give the incumbent a great advantage in transforming roma Y I § OKA y 3 &
for smaltscale offers into the only player for large scale offers. Something that was never intendedhgehe
exemption was made.



Notwithstanding the above reasons to gliss changing the current smaltale exemption the issues with
the current exemption include:

1. The exemption as it currently stands allows unlimited Accredited and Overseas Investors, but
allows only 20 uraccredited Local Investors. As per Q1, CSEF would benefit local Australian
communities if introduced and this part of the exemption would have to change for CSEF to be
effective for a large stakeholder group.

2. ¢KS SESYLI A 2y abwfarpulcsdickatidR 2d&spitg ASBOB claims), as this is
only available under certain circumstances within the portal / website of the-bifard and /
or potentially to people with a maximum ordegree of separation. The crowd in crowdurced
is selfenforcing and selévident; it requires people beyond a degree of separation to be
approached.

3. The exemption as it stands still practically funnels investment ultimately into a Limited (Ltd)
company structure with Disclosure Documentation requirgdab public listed and unlisted
companies. Seed stage and low capitéénsive businesses requiring between $20k and $500k
¢ would find this untenable. This current exemption has the effect of ruling out CSEF for Issuers
unless they have a capital regeiment in excess of $500k, which countetuitively would
mean they would be of the size where conventional Angel investment networks are already
operating making the CSEF legislation ineffective at freeing up the many small Investors and
their associatead:conomic activity.

4, ¢KS fAYAGSR a4dz00Sadaa 2F GLYGSNNYSRAFNRARS&E 2 LISNT
CSEF legislation. The snsalhle offer board (ASSOB) has helped 300 companies in nearly a
decade and facilitated $135m in investments through ¢éixemption.

Being the only entity using this exemptidhSSOB declares an average of only 14 Investors in most
4dz00SaaFfdZ Of2aSad ¢KAa Aa O2NNBOiGfe OFfttSR I aa
may wish to participate in ownershif a business or venture.

ASSOB or other matehaking boards (if they exist) have a place in sseile offers as evidenced by

the statistics above, but crowl dzy’ RA Y3 | Y R-A/Y{£9 G 2A & KA a6 BESRLIGA2Y | Y|
extend the exemptionCEF would work at less capiakensive levels and for a different type of

businesg; a new business.

Comparing the exemption ASSOB operates under with CSEF / crowdfunding as proposed in this
Submission is generous. However, it may be technically dccdiraéi 2 OF € £ GKA & | dza G NI €
towards CSEF. Humbly we submit it is not the direction to continue with when compared to fresh

legislation with minimal impact on existing legislation and businesses operating in that framework.

Comparatively the lpdgebased rewards platform Pozible has achieved much higher growth by tapping
AyiG2 GKS GONRGRE AY || aAYATFNI gl & & GKA&a /{9C {«

Ly O2yOfdzaAaz2ys (KS SESYLI A2y -8AGH fySR (2 FITkSINAELINAG2KNIANTSS
requirements would be in excess of $500k and would be accompanied by onerous ongoing governance
requirements; this is assumirsgmerules were also relaxed making it practical to implement.

(Nor is it suggested thahe current (Pty Ltd) company is a suitable iewith restrictions on 50 nen
employee shareholders, 20/12 rules etc.
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The priority must be to create specific CSEF Legislation either as new Chapter in the Corporations Act or
as a separate Act to cover CSEF.

(i) @nfine CSEF to sophisticated, exigaiced and professional Investors? If so, what, if any,
change should be made to the test of a sophisticated Investor in this context, or

As discussed above a set of new legislation would be preferred that allows-fwoditg instead of
small scale offes.

In keeping with the idea of: many people investing small amogytsu would have to remove the
Sophisticated Investor requirement in full for the proposed spirit of legislation to be enacted.

The legislation should include all unsophisticated InvestOtberwise you severely impair the spirit of
GONRBgogReE 6KSyYy {lIdndingy3 | 62dzi ONR SR

Adopting the idea of this Submissiethat a new type of Issuer entity be created and it specifically have

GKS FToAfAGe G2 3ISYySNI f fghony@tliisis@aribnebRAielyabdpslicyl SNY 2 F
framework we suggest. Part 2 is that this Issuer entity for the term of the Campaign should be able to
approach any and all people regardless of sophistication or financial status for Investment. This would

be inherent in adoption of good CSEF policy in our opinion.

. Campaign
| Registers w MLI - I:Iandated — Regulatory Fees - AEnnhesEanderu"std | Advertised (General m
rocesses ccount Establishe: Solicitation Allowed)

Intermediary
releases Funds

(— N . N [ N A N N N N N —

Lodges CFE
Application

| | Issuer Campaign | | Any Investors CFE unable to

I Own Processes [— Regulatory Approval Creation Engaged generally solicit

Lodges SPIV
Application

|__| Campaign Approved

by MLI | Campaign Success —  SPIV takes stake

“— Fails Application — Fails Approval

L_| Campaign Approval || Campaign Fails to || CFEcommences
Fails get Funding operation

As you can see from the diagram above, Investors would have a humber of protections from fraudulent
Issuers if the Regime we propose was accepted. Making this a less risky proposition thpledgg a

based crowefunding campaign where only minimal safeguards are required in order to reduce friction
and mass adoption.

Once the discussion is about Investing for a Return there must be some fgatighe form of
Educating Investorlearly explaining specific Offers and setting up the financial instruments needed to
execute a commercial equity agreement.

This deeper knowledge of users and the proagss method of crowefunding suggested in this
Submission, takes the risk down wheompared with pledgéased crowdfunding. And there has been
no fraud within Australian pledgeased Platforns

1 The author knows of none at least.
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(i)  Adopt some other approach (such as discussed in Section 7.3)

The nature of the accommodations this Submission seeks can be thtmayhout.

As a summary, we would suggest fresh legislation applicable to a new type ofdasitie(not a
company Pty Ltd or Ltd and not a Managed Investment scheme) should include:

A lift on the general solicitation rule allowing Isswsttities to ofer under clear terms to the
public that their business idea is for sale under condition of meeting criteria set out by
Intermediaries (the marketplace).

A lift on the general solicitation rule allowing Iss@sttities to use any means they can afford or
have legal access to in order to advertise their offer during the term of their offer. When they
had not an offer listed on an Intermediary they could not generally salishat would they

need to say any way.

Aliftonthe rule of 20/1ZA (i R 2 D@agyn@hé waslddf CSERt is still probably suitable for
existing private companies and should be left intact as per this Submission central theme.

In accordance with this Submission the general solicitation rule is being relaxed only for new,
pre-revenue business ideas for the period of their Offer on a Licensed Intermediary.

To allow for the fullest effect of CSEF Legislation as proposed in this Submission do not qualify

whoisaninvesto2 NJ LJr NIi 2F (GKS GONRBgRE

A classless Investor is proposed besmpractically there would be no differentiation between
Investors by level of sophistication as they will all buy through a new type of Investor entity if
they invested in the Issue during the period of the Offer.

If they invest after this pointthenthe§y 2 dzft R 6S R2Ay3 &2 6KSy GKS

exiding business structure like a Private Company or Publicp@ny.

Entity Type ___|Function _______________lFeatures |

Sole Trader ABN: Contracting Allows cheapest

establishment of business.
Treats all income as
personal

Private Company Pty Ltd: Private Company is most Treats income of business

common structure used in economy  and individual separately.
Shareholder caps and limits
prevent being useful for

CSEF
Public Company  Ltd. Public Company is for capital Highly regulated and
intensive businesses managed within well

established framework.
Not applicable for CSEF

Managed MIS Aggregates Investors in Usually complex structures

Investment investments that are capital intensive to allow tax offsets. Not

Scheme (MIS) applicable to small cap
CSEF
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Proposed Entity Features

Crowd-Funded-Entity (CFE)

= Sirmilar te Py Ltd

= Operates cormmmercially e can employ and buy/sell

#Can conwert to a full Poy Lid or Ltd structure

#Can recelve no mare than %2m capital before comverting to Pty Ltd or Ltd

=Can generally soliclt and advertise acoording to conditions

#Has a “stapled” relationship with SPIV

#CFE has capacity to sell it"s equity to SPIV according to dilution ferrmula agread at incorporation
= fpart from the 581V equity stake all shares are the same clase and have 1 share 1 vote

Single Purpose Investment Vehicle (SPIV)

= Sirnilar to & trust — each wnit belongs to a membser (Investor].

#plember [Investors) recelve units in the SPIY instead of shares in the CFE

= 5PV recelves equity on behalf of Members

#Does not operate commercially Le can't employ or buy [/ sell, except where purchasing CFE shares in
accordance with a dilution agreement

= 5PV “tags-along” when CFE corverts

A Regulatory, licensing and reporting structure for Intermediaries that facilitate CSEF, this structure
should include:

- Clea disclosures to Investors by Issuers

- Processes that Issuers are required to undertake so that the Intermediaries are minimising risks
¢ specifically of fraud (harm done by others) and

- Processes Investors are required to undertake so that Intermediargesrdorcing limits to
investment size (harm done to self) commensurate with that Investor

- Intermediaries should have the capacity to share data and deny service to an individual that is
attempting to break an annual cap imposed on investments in CSERdIfuadaures.

To conclude, fresh CSEF legislation is required in order to do the market dynamics in such a way that the
legislation meaningfully unlocks economic activity from many people, in lots of small eepit#ing
businesses.
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Q 3In the CSEF context, what changes, if any, should be made, and for what
reasons, to the regulation of:

(i) proprietary companies

(i) public companies

(i) managedinvestment schemes. In considering (c), should the disclosure obligations of
Issuers to Investors differ, in principle, if Investors are investing directly (as equity holders in
the Issuer) or indirectly (through acquiring an interest in a managed investinscheme) and

if so, how and why?

(i) Proprietary companies

Within the CSEF context as proposed by this Submission, the resulting Issuer entity would be a
business that is similar to a private company as it stands today. However you would not need
to change the existing legislation for Private Companies. In fact if you did you would be
exposing all private companies to a change in their trading

(i) Public companies

Given that CSEF context refers to setabe ideas and relatively small amounts gdita. You

do not need to make any changes to the regulation of Public Companies. Instead as
recommended by this Submission you would leave Public and Private company regulation intact
and create fresh entities and legislation.

In light of the role andmportance of large companies with their commensurate value on
exchanges, it seems appropriate to leave public company governance (which is lyeneral ;
accepted as high quality)int OG0 ® LF¥ AdG FAyd oNB1S R2yQl TAE

2

/

It would be anticipated that a successfuf 9 C @Sy 1 dzNBE g2dzE R YI G dzNB |y

CSEF stage if requiring greater sums of capital from Investors. This capital may pnbgress
establishedf dzy RAy 3 & Fdzy y St asngesi2dQjzand RuBlic [2sth@ OxitinS R 6 &
These further invament rounds and exit rounds can remain largely unaffected as CSEF is
designed to urtap economic activity in the statip and local community resilience space,

which is at the other end of the spectrum in terms of scale to the Public Company and the role
it plays.

(i) Managed investment schemes. In considering (c), should the disclosure obligations of
Issuers to Investors differ, in principle, if Investors are investing directly (as equity holders in
the Issuer) or indirectly (through acquiring an intesein a managed investment scheme) and
if so, how and why?

Taking the position of this Submission, whereby fresh legislation is drafted for the new type of
Issuerentity and new type of Investeentity there would be no need to change the regulation
goveming Managed Investment Schemes.

The creation of aftnvestorentity that aggregates CSEF Invesigrexplainedater.



Q 4 What provision, if any, should be made for each of the following matters as
they concern CSEF Issuers:

(i) types of Isuer: should there be restrictions on the classes of Issuers permitted to employ
CSEF (for instance, investment companies are excluded from the CSEF provisions of the US
Wh.{ ! 00 Ly LGIf&X /{9C Aa-daBOWAYSR (2 RSaA:
(i) typesof permitted securities: what classes of securities of the Issuer should be able to be
offered through CSEF

(i) maximum funds that an Issuer may raise: should there be a ceiling, and if so what, on the
funds that can be raised by each Issuer in a pati@ciperiod through CSEF. Should that ceiling
include any funds raised under the small scale personal offers exemption

(iv) disclosure by the Issuer to Investors: what disclosures should Issuers have to provide to
Investors

(v) controlson advertising by the Issuer: what controls, if any, should there be on advertising
by an Issuer

(vi) liability of Issuers: in what circumstances should the Directors or controllers of the Issuer
have liability in relation to CSEF. What defences to liability should apply

(vii) ban on a secondary market: should CSEF be limited to new issues, excludgadliog of
existing securities

Issuer Incentives in CSEF

All Dividends
return Lo Investors
Provides SPIV

Dridend Returns

SPIV acquires CFE

Portion to
Operates profitably dividends. Portion

10> equaty

Coses due to
unprofitability

Operates s s Pty
Ltd or Ltd

Closes due to
unproftabiiny

This diagram is provided to help visualize thedifele of an operating Crowigunded Entity
(CFE)



CSEF Australia Recommendation

A self contained Regulatory regime needs to be defined (even broadly) for it to be on the table
and ® included here is a method. There may be more appropriate methods than this develop.
.dzii GKA& O2dzZ R g2 NJ X

(i) Types of Issuéshould there be restrictions on the classes of Issuers permitted to employ
CSEF (for instance, investment companies are exaudom the CSEF provisions of the US
Wh. { 110G Ly LilIfe&z /{9C Aa-daBOWAYSR (2 RSa&aA:

CKA& {dzoYAaaAirzy | NHdzSa GKIFI G LaadadzSNBR akKz2dz R |
generating) businesses.

This Submission wouldegemmend that a new Issuer create a new Issemtity (perhaps called

I W/ -0826 RS R orCFREfok ang Campaign that wishes to raise Crowd Sourced Equity
Funding.

The new Issueentity would list this on one of a few Mark&icensed Intermediarieend CSEF
Investors would put their money into the new Isstaattity via the Investoentity (perhaps
called the Single Purpose Investment Vehicle).

Aside from being new ventures, there should be a cap on the total funds a Gromakd Entity
can raise. Braching that cap would cause the Crowdnded Entity to convert to a tradition
Pty Ltd or Ltd form.

IssuergDirectors and Officejshould all be required to maintain at least permanent residency
status and have some other form of ties to Australia, bedal assets or otherwise.

For CSEF we would argue there should be no other restriationise Issuer

Naturally however, this will become a place for destage ideas rather than laregeale fund
managers and investment companies who typicallg dzft Ry QG 0 2 (i K-&&8 natdreél K K ¢
of CSEF.

All Investors are encouraged to get professional advice before investing and must click that they
have either a) done so or b) waive the right to do so and understand this risk. This is done using
the Plain Language Offer described later.

(i) Types of permitted securitiesvhat classes of securities of the Issuer should be able to be
offered through CSEF

This Submission argues that a new type of entity be created when the Issuer wishes to raise
CSEFThis would have shareholders (if successful) that included the Founder (Issuer) and the
crowd (Investors) via pooled ownership mechanism.

23



Ownership of a Crowd-Funded-Entity

“

Investor(s)

Thelssuer and Thei€Crowd Funded Entity (CFE)

This new IssueEntity can be called a Crowslinded Entity. Thissuer is essentially the

Founder (or entrepreneur) and is granted equity (Security) in this CFE for coming up with the
initiative. This Founder shareholding is complete with voting rights, dividend rights, capital
rights etc (similar to a share in a pate company Pty Ltd).

The Issuer would determine how much of the Equity in the CFE is available to the SPIV based on
the funds being sought and raised.

The CFE would have sections of replaceable andNiBnLJt | OSF 6t S G O2y adAddzia
accordirg to setup of the Campaigrg again this is similar to a private company where the
constitution of a shelf compangan be amended amodified.

The CFE would have the ability to do business with external parties and employ stadigetio
similar to thefamiliar Private @mpany(Pty Ltd)model.

The CFE would have to register for GST and pay tax rates same level prescribed for
Private @mpanies.

When applying for the new CFE type of an entity the Issuer would have to nominate if there
Campaign WilNS Ij dzZA NB G KS adaaidl LJX SR {tL+x G2 KIF@S GKS
dividends or if some of these returns will be used to dilute the Issuers stake in the CFE and
transfer it to the Single Purpose Investment Vehicle (SPIV).

Stapled to each CrowBunded Entity (CFE) is a Single Purpose Investment Vehicle (SPIV).

An Issuer would therefore not give CSEF Investors a security in the CFE, instead the CSEF
Investors would be given ownership within the SPIV.

A CrowdFunded Entity (CFE) is a new entity and is created by the Regulator in accordance with
an Application made by the Issuer and submitted through a Maltkegnsed Intermediary

(MLI). An Issuer creates a CFE when they wish to raise Crowd Sourded-toging (CSEF).

CKS LaadzSNEQ / C9 gAff 06S02YS (GKS ORMMIEBNMOA | £ ¢
tdGe [GRO® ¢CKS / C9 2FFSNAB SldzAde @Al (KS {Ay3t
of Investors
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The CFE is allowed to geneyalblicit, to anyone (regardless of sophistication) for any amount
below say $500,000Putting a cap on single Investor of $500,000 and of total capital raised of
say $5m will keep this Regime limited (intentionally).

The CFE can solicit for funding, buaictuality the crowd funds will be held in Trust by the MLI

until a Campaign is successful. (Unsuccessful Campaigns return Investor funds held in Trust to
the Investors). At that point a Single Purpose Investment Vehicle (SPIV) makes the Investment
ond SKIHfF 2F (GKS Ly@Said2NBE 0dGKS ONRSREV D ¢t KS

The CFE is run according to a Constitution that containg@placeable items that govern
behaviour and replaceable parts that are determined by the Issuer when making an Application
The specific nature of the Application is reflected in the specific nature of the CFE Constitution.
Moreover, the Constitution dictates to replaceable parts of the SPIV Charter (to be explained
further later) and the Plain Language Offer (to be exgdim detail later)

The CFE has disclosure and reporting obligations to the SPIV because the SPIV will have rights
6SldzaGev Ay (GKS / C9o b2igAdKaAaGFYRAY3 GKS 20f
ongoing relationship with the crowd of Investors.

A/ C9 YlI& 0S aOft2aSR¢ FNRBY FdzZNIIKSNJ Fdzy RAy 3 2V
receiving CSEF funding of no more than $5million.

A venture that is started as a CFE with a stapled SPIV that is seeking further funds in excess of
$5mislike anyotherdekA Ay Sada | yR g2dZ R ySSR (2 &/ 2y @SNI¢E
Company structures to seek Angel Funding or similar methods of financing according to their
needs.

A CFE could according to the fmgreement with the SP|We purchased by the SPIV fopre
disclosed premiung turning full ownership of the CFE over to the SPIV. This provides a new
(non-traditional) exit mechanism for the Issuer (entrepreneur) who created the CFE.

la | ySg Gells 2F Ly@gSadyYSyid /RIMEA DR2WA R/ 10194 1K
partnership. A CFE opens CSEF to mattinating opportunities with governments and large
managed fund§ 3ISY SNI GAYy 3 |+ ySg at22Lk Ay GKS SO02y2Y.

A CFE can generally solicit as long as they declare they are a CFE in thesgirglvdie CFE
can only generally solicit for the term of their Campaign.

A CFE can not raise CSEF funding directly only via a SPIV and only via a Market Licensed
Intermediary.

A CFE can have more than one Issuer allowing Founders and Angel Invedligrstiefare the
CSEF raise as long as discleswdafter the CSEF raise, as long as the type of security does not
diminish the SPIV rights or ¢isoportionally. The simple solution would be to have funders of
the CFE with the same security as the Isg&eunder)

A CFE otherwise works like a private company (Pty Ltd) and should be able to easily convert to
this more traditional business structure should its needs change.
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Thelssuer and Th&ingle Purpose Investment Vehicle (SPIV)

A SPIV has securitissnilar to a Unit Trust whereby Investors are treated as Members and
receive the benefits of dividends and capital growth of their units.

Investors would receive units within the SPIV according to the amount of funds they invest.

These securities wouldave no voting rights individually available to Investorg,would
collectively provide aolunteer SPIV nominatedfficer to the CFE who represents the SPIV
interests. This is similar to the role of the Trustee.

A SPIV would be restricted from doibgsiness with external parties and could not employ staff
for example.

The roleof the SPIV nominated Officet @ &A YA f I NJ G2 GKFIdG 2F | 4&¢ Nz
unpaid and they would operate according to a prescribed Charter that includes refex@nce
replaceable and nomneplaceable sections of the constitution that the CFE was set up with. This
Charter would inlude nonNB LIt | OS I 6t S (i $helbest interasi oSthebhaj@ity fy 3 A Y
SPIV uniholderQ

Restricting the nominated Officdrom anything but a volunteer that communicates the will of

the Charter and preferences collected is designed to reduce overhead and allow frictionless

RSt ADSNE 2F GRAGARSYR&a¢ (2 GKS {tLx 2ySNE A\
feeling d being a part of the decision making process of the CFE.

Capital return to the SPIV Investors would be tied only to a capital return in the CFE. This would
remove any potential secondary market for SPIV Investors.

Practically the following steps would @

1. An Issuer would join a Market Licensed Intermediary where they intend to raise CSEF
2. The Issuer would apply to the Regulator for an-SPE/ set of entities
3. In accordance with the nature of the Project an Issuer would make available in return
for fundsprovided by the Investor a stake in the Single Purpose Investment Vehicle
4. This Single Purpose Investment Vehicle would pool then Investors funds and interest
into one group and allocate an equivalent number of units as each Investor has paid for.
5. TheSPI¥ 2dz2f R KI @S | y2YAYlIGSRIY dzyLJ ARZ NBLINBEA
behalf within the CFE.
6. Should a CFE be considering a decision that they waninbiugm the crowd on, then
the Officer will give voice to the preferences of uhdlders on behdlof the SPIV.

(Binary digital polling methods can be used collect the preferences
of individual CSEF Investors. Where the CSEF Investor does not
partake in the polling then they in effect proxy their preference to
the unpaid SPIV Officer)

Restrictirg the type of entities and investment options with CSEF
to those described above provides low levels of complexity. This would enable these entities to
carry on with their business with minimal transaction and other costs in the early stages, in
additionto maintaining the creative, operational and other controls required to give fruition to
the Campaign and Project Plan.
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As long as adequate levels of disclosure were in place between CFE atiteSRIfdir balance
between Issuers and Investors could be achieved, while minimising complexity, red tape, public
and private costs simultaneously.

Notwithstanding the benefit of the simplicity described in the above model, this Submission
makes a further reammendation: that under disclosed and prescribed circumstances a SPIV
could acquire a greater share of ownership in the CFE.

This would occur in the following way

1. As the CFE operates like any other business, it generates returns to the Issuer (initiating
person that is owner of the CFE) and the Investors who are pooled in the SPIV.

2.¢KS {tL+t AYyaidSIR 2F LI aaiay3a GKSAS AGaRADARS)
(individual Investors) of the SPIV would use part or all of these funds to buy more equity
in the CFE.

(This is disclosed and the rates prescribed up front in the Project Plan so that Investors know what

they are buying)

3. The Issuer (CFE) would then be selling equity in the CFE to the SPIV giving Investors in
the SPIV a greater future return.

4. Over time the SPIV could acquire the entirety of the CFE equity and at this point the CFE
would cease to have the Issuer as a stakeholder

5. It may be appropriate that once an agreed threshold of beneficial owners are actually
SPIV unit holdersthenthe CFE @ 6 S F2NOSR (2 &3aINI Rdzr GSé¢
structure Pty Ltd or forced to graduate to an unlisted Public Company (Limited Ltd)

It may be appropriate that the CFEPIV twin set of entities be graduated from the low
governance CSEF environment toaditional governance and structure once either the
threshold for Capital raised is breached or the threshold of SPIV ownership in the CFE is
breached.

A new type of “Exit”

'med
I"I?ulaturns OWns
used by whole CFE
Winvestor SPIV to buy  (lssuer
Returns increased exits)
W sness stake in CFE
Operates
'Ermr.ld-
Funded-
Entity
created
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The Conversion-to-"Exit”

' Exits via
0 Takes on IPO or
more Trade-zale
¥ converts to capital and as per
Pty Ltd or EFOWS tradition
'Busi ness d
Operates
'Eru:rwd-
Funded-
Entity
created

(i) Maximum funds that an Issuer may raisshould there be a ceiling, and if so what, on the
funds that can be raised by each Issuer in a particular period through CSEF. Should that ceiling
include any funds raised under the small scale personal offers exemption

In light of the comments above, there should be a ceiling (somewhere below $5milliter). Af
all, once these entities have raised sufficient capital to grow to the next stage, there is no
longer a desperate need to bridge a gap in seed stage funding that CSEF aims to bridge.

In addition, by that stage, the CFE should have a proven track recortlJr 8 8 SR G LINR 2 F
02y OSLIi¢s gKAOK ¢ Smzih&reothdtkoyiv@ntian& Sodrces & capitél &re
likely to assist in taking them to the next level.

On one view, there is no real reason why the ceiling should be any different tadhtdined in

r
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sufficient for the majority of startips to prove their concept on a small scale and retain
sufficient equity to attract further capital.

However, orthe other hand, we will surely see completely new innovations and business

Y2RStfazX LINIAOdz NI & Ay (GKS -t Bk d 27T Hf2QO0KX )

that a tiered system is put in place, whereby the ceiling is different for cetypies of projects
according to varying criteria to be assessed with reference to costs associated with proving the
concept and perhaps the time and cost likely to be involved in breaking even and generating a
profit.

To be accommodating we Recommend a mmaxn capital threshold of $5m although believe
most of the activity will be in the region of $58500k.
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iv) Disclosure by the Issuer to Investomshat disclosures should Issuers have to provide to
Investors

Given the matters raised particulagher (i) above, the Issuers should be required to register
with a Market Licensed Intermediary. Thereby completing things like ID checks and processes
that minimise fraud.

Once registered the Issuer can complete online forms that highlight and disclo§athpaign
(Project Plan). This would include reference to capital being sought, SPIV levels of initial
investment, SPIV acquisition costs of CFE equity as the business operates and threshold levels
whereby the CFSPIV graduate to traditional means of govance and structure.

In addition to upfront disclosure the Issuer should be required to annually report to the
Investors in the CFE and therefore to the unit holders in the SPIV.

The Issuers would then need to be subjected to certain levels of disclasdrdiligence to the
intermediaries, and the intermediaries would need to reach certain thresholds in conducting
their own due diligence.

Both of these entities, and perhaps their Directors and officers could, for example, share joint
and several liabtly to Investors with respect to misrepresentations, breaches of fiduciary
duties and so on, and each could be liable to the other in turn. It may be that a new class of
duties is created, as with those of Directors already set out in the applicable Act.

(v) Gontrols on issuing by the Issuawhat controls, if any, should there be on advertising by
an Issuer
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