ORANGE COUNTY

MicroCap Funding Trends: Attracting and Retaining Investors

“This is the next era in financing”
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New regulations passed under the “Jumpstart Our Business Startups” (JOBS) Act in 2012 and expanded in
2015 under Title IV (Regulation A+) of the Act, have ushered in a new age of fundraising options for microcap
companies. At least seven companies have already raised funding via Reg A+ and a listing on the senior
exchanges with more trading on the OTC markets. Could this be a new era for the micro-cap listed company?

At the NIRI Orange County meeting in Newport Beach, Calif, on February 6, a panel of experts in the area of
Reg A+ and crowfunding gathered to share insights into Reg A+ and the rapidly growing ecosystem of law
firms, banks, accounting firms and market makers poised to get money into the hands of growing businesses.
Could this be the “better, cheaper, faster” version of the IPO that smaller companies desperately need?

The event drew NIRI members and a large audience of local entreprenneurs, incubator staff, bankers, advisors
and others interested in the potential of Reg A+. Starting the discussion, Amit Singh, attorney at Stradling
Yocca Carlson & Rauth, who specializes in securites law for fast-growing companies, laid out what Reg A+
makes possible. He explained the differences between an initial public offering (IPO), Regulation CF and
Regulation A+. Regulation CF allows private companies to offer and sell up to $1 million of securtities through
crowdfunding. Reg A+ is essentially a mini-IPO -- less exhaustive, time consuming and costly. It results in a
“semi” public company if a company takes the Reg A+ Tier 2 approach to fundraising. US and Canadian
companies can raise up to $50 million through Reg A+.

Dan McClory of Boustead Securities, one of the pioneers in Reg A+ offerings expanded on Amit’s framework.
He pointed out Reg A+ “allows a company to get primed and ready to eventually do an IPO.”




Boustead’s focus on the micro-middle market, vetting and migrating companies through the fundraising
process has put McClory at the forefront of Reg A+ as an option for his clients. He loves the fact that, by using
an “S-1 lite” form 1-A, Reg A+ allows for a faster SEC approval process. He also applauds the fact that Reg
A+ allows companies to “test the waters” for investor interest both via conventional investor meetings and by
advertising their fundrasiing efforts directly to individuals thorugh social media. While companies do not have
the conventional underwriting process bringing in instituional investors, they do have the opportunity to reach
out to individual investors and offer them a stake at the “IPO” stage. Individual investors get a chance to
directly invest in small, leading edge firms -- many already generating revenue at the initial offering stage,
something they would not be able to do in most standard IPOs or in late-stage VC funding rounds.

Panelists David Gosselin of accounting firm dbbmckennon and Joe Oltmanns from OTC Markets Group
rounded out the panel of providers and added their views of this important new market. Says Gosselin, “In the
end, we may need a hybrid approach (core investors and crowd) to make it work long-term.” Added Oltmanns,
whose exchange has seen the trading of several Reg A companies, “it is important to have investor relations in
place telling the story, as that’s part of being a public company.”

One of a number of California businesses currently going though the Reg A+ IPO process is Mota Group, Inc.
The company makes specialized consumer and professional drones. CEO Michael Faro said “the JOBS Act,
has tried to open the door to let the company manage the fundraising process themselves. Before, there was
no real way for a small company to go public. Now, you can raise money, then when ready, apply to an
exchange to start trading.” Faro advises, “It's good to have a year of cash on the side so you don’t gamble the
company on an IPO.” He notes that your own customers are most likely to invest and stresses the importance
of digital marekting campaigns to reach potential investors. Alas he says even with Reg A+, going public is still
the “most difficult project you’ll do in a lifetime!” and not to expect this new market, while it may be a new
frontier in funding for companies like his, to be better faster and cheaper at every stage.
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