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Representatives Retains Exemption for VC
Fund Managers From New Registration
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Sweeping financial overhaul passed by the U.S. House of Representatives spares
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venture capital fund managers from new registration requirements that may hit the
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hedge fund community.
On December 11, 2009, the U.S. House of Representatives passed sweeping legislation to
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regulate the financial sector. Of particular interest to the venture capital community was
the fate of a provision known as the Private Fund Investment Advisers Registration Act of
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2009 (the “PFIARA”). As proposed in the House Financial Services Committee (the
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“Committee”), the PFIARA would have imposed new registration requirements under the
Investment Advisers Act of 1940 (the “Advisers Act”) on investment advisers of private
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funds such as hedge funds and, potentially, venture capital funds.
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As discussed in a prior Manatt newsletter (October 26, 2009, available here), Rep. Paul
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Kanjorski (D-PA) introduced to the Committee an exemption (the “Venture Capital Fund
Exemption”) from these new registration requirements for advisers of “venture capital
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funds,” which is a term to be defined by the Securities and Exchange Commission (the
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“SEC”). To the great relief of venture capital fund managers everywhere, the final bill
passed by the House retains the Venture Capital Fund Exemption. As noted in our prior
newsletter, it is too early to tell how the SEC will define the term “venture capital fund.”
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The House bill also contains a second exemption that may be of even greater benefit to
managers of small venture capital funds than the Venture Capital Fund Exemption. The
House bill directs the SEC to provide an exemption from the registration requirements
under the Advisers Act to any investment adviser of private funds “if each of such private
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funds has assets under management in the United States of less than $150,000,000” (the

that finance these

“Small Fund Exemption”). The Small Fund Exemption, if enacted, would provide a
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second and independent exemption from the registration requirements of the Advisers Act
to managers of smaller venture capital funds. Moreover, as drafted, the Small Fund
Exemption would relieve managers of multiple smaller venture capital funds from the
registration requirements of the Advisers Act, even if the aggregate assets under
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management in the United States of all such funds was greater than $150,000,000.
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The Venture Capital Fund Exemption and the Small Fund Exemption are both positive
signs that Congress may regulate managers of venture capital funds differently than
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managers of hedge funds and private equity funds. However, until the Senate passes its
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version of these financial regulations and a final bill is reconciled and enacted, and the
SEC defines the term “venture capital firm,” we cannot know for certain whether and to
what extent managers of venture capital firms will avoid the coming wave of financial
regulation.
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For additional information on this issue, contact:
T. Hale Boggs Mr. Boggs splits his time between the firm’s Los
Angeles and northern California offices. He founded the Palo
Alto office in 1998 and works principally out of the firm’s San
Francisco office, which he helped to establish in 2007. Mr. Boggs
chairs the firm’s nationwide Business Development Committee and
serves on the Compensation Committee and Board of Directors.
Bart Greenberg Mr. Greenberg practices general corporate law
with an emphasis on mergers and acquisitions, debt and equity
financings and the cost-effective representation of
entrepreneurs, start-ups and emerging technology companies.
Mr. Greenberg serves as Co-Chair of the firm’s Venture Capital and
Technology practice group.
Eric Newsom Mr. Newsom practices in the areas of mergers &
acquisitions, private equity and venture capital fund formation,
equity and debt securities offerings and corporate formation,
governance and compliance. He also specializes in the
formation and financing of start-up and development stage companies
and counsels small and midsize companies in the strategic transitioning
of ownership and management to family members, employees or
acquirers.
Ben D. Orlanski Mr. Orlanski has extensive experience in capital
markets transactions; mergers and acquisitions; venture
capital; private equity; leveraged buyouts; special committee,
board of directors and general corporate representation; and
corporate governance. His experience covers a wide range of industry
sectors, including internet, software, technology, media, financial
services, investment banking, manufacturing and consumer products,
involving aggregate transactions valued in the billions of dollars.
Michael Wong Mr. Wong’s practice focuses on corporate and
securities matters, including venture capital and private equity
fund formation and operation, venture capital investments,
public and private offerings of debt and equity securities, and
mergers and acquisitions. He also regularly advises clients on their
corporate governance requirements, regulatory issues and SEC
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