
 

Latham & Watkins operates worldwide as a limited liability partnership organized under the laws of the State of Delaware (USA) with affiliated limited liability partnerships conducting the practice in the United 
Kingdom, France, Italy and Singapore and as affiliated partnerships conducting the practice in Hong Kong and Japan. The Law Office of Salman M. Al-Sudairi is Latham & Watkins associated office in the 
Kingdom of Saudi Arabia. In Qatar, Latham & Watkins LLP is licensed by the Qatar Financial Centre Authority. Under New York’s Code of Professional Responsibility, portions of this communication contain 
attorney advertising. Prior results do not guarantee a similar outcome. Results depend upon a variety of factors unique to each representation. Please direct all inquiries regarding our conduct under New York’s 
Disciplinary Rules to Latham & Watkins LLP, 885 Third Avenue, New York, NY 10022-4834, Phone: +1.212.906.1200. © Copyright 2014 Latham & Watkins. All Rights Reserved. 

 
   

Financial Institutions Industry Group  February 19, 2014 | Number 1652 

 

A More Practical Approach to Broker-Dealer Registration  

Recent SEC no-action letter provides business brokers relief from federal broker-dealer 
registration requirement. 

On January 31, 2014, the Division of Trading and Markets of the U.S. Securities and Exchange 
Commission (SEC) issued a no-action letter (Letter) permitting certain “M&A Brokers” (defined below) to 
facilitate securities transactions in connection with the purchase and sale of privately-held companies and 
receive transaction-based compensation without registering as broker-dealers under Section 15(b) of the 
Securities Exchange Act of 1934 (Exchange Act).1   

While the Letter is focused on the activities of so-called “business brokers,” it is noteworthy beyond this 
limited context. First, the Letter follows the trend begun in no-action letters issued last year to AngelList2 

and FundersClub3 that indicates a certain thawing of the Trading and Markets staff’s views on what 
constitutes broker-dealer activity for purposes of the registration requirements of Section 15(a) of the 
Exchange Act. In those letters, however, the critical element upon which relief was granted was that no 
compensation received by the investment advisers could be deemed “transaction-based.” The Letter 
marks one of the very few times the staff has permitted transaction-based compensation to be received 
by persons who arguably fall within the definition of “broker” under the Exchange Act, but are not 
registered as such.4 

Second, the Letter follows last year’s public comments by David Blass, Chief Counsel of the SEC’s 
Division of Trading and Markets, in which Blass highlighted issues related to payments in connection with 
private placements and investment banking transactions that implicate the broker-dealer requirements.5  
(For a more detailed summary of Blass’s speech, see our previous Client Alert entitled “Finders” and the 
“Issuer Exemption”: The SEC Sheds New Light on an Old Subject.) While the Letter does not provide any 
direct answers to the issues cited by Blass, the private fund industry and members of the American Bar 
Association have undertaken a continuing dialogue with the Trading and Markets staff to address the 
issues, and the Letter may portend developments in this area. 

Finally, however, a word of caution. Although some industry participants appear to have read more into 
the relief granted in the Letter, it remains narrowly tailored and focused on the “business broker” 
constituency. Importantly, the Letter does not address the capital raising and investment banking 
activities identified by Blass as problematic in the private funds space. As described below, the Letter is 
also subject to a number of specific conditions. Accordingly, market participants who intend to rely on the 
Letter should carefully review its terms to fully ascertain its scope, and should consider applicable state 
broker-dealer registration requirements, which continue to apply even if the proposed activities might 
otherwise fall within the parameters of the relief from federal broker-dealer registration requirements.  

http://www.lw.com/industries/FinancialInstitutions
http://www.lw.com/thoughtLeadership/sec-finders-issuers-exemption
http://www.lw.com/thoughtLeadership/sec-finders-issuers-exemption
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Scope of the No-action Relief  
Since at least the formation of the ABA Task Force on Private Placement Broker-Dealers in the mid-
2000s,6 there has been a concerted effort by practitioners in this area to convince the SEC to provide 
relief for business brokers and others involved in the purchase and sale of small businesses. The Letter 
represents the fruit of these efforts, and grants relief to M&A Brokers facilitating mergers, acquisitions, 
business sales, and business combinations between buyers and sellers of “privately-held companies.” 
For purposes of the Letter, the term “privately-held company” is defined as a company that does not have 
any class of securities registered, or required to be registered, with the SEC under Section 12 of the 
Exchange Act, or with respect to which the company files, or is required to file, periodic information, 
documents, or reports under Section 15(d) of the Exchange Act. Additionally, the company must be an 
“operating company” that is a going concern and not merely a “shell company” with no or nominal 
operations and assets or assets consisting only of cash or cash equivalents.7   

Among other things, the transactions covered by the Letter must satisfy the following criteria:  

• The transaction must not involve a public offering of securities, and any offer and sale of securities in 
the transaction must be conducted in compliance with an applicable exemption from registration 
under the Securities Act of 1933 (Securities Act) and any securities received by the buyer or M&A 
Broker in connection with the transaction must be “restricted securities,” as defined in Rule 144(a)(3) 
under the Securities Act. 
 

• The transaction must involve a sale to a buyer (or group of buyers) that will “control”8 the company 
and actively operate it at the conclusion of the transaction (passive buyers are expressly excluded). A 
buyer may actively operate the company through the power to elect executive officers and approve 
the annual budget or by service as an executive or other executive manager, among other things.  
 

The “actively operate” requirement will limit the utility of the Letter for many situations, such as for private 
funds that take a minority stake in a company. Nonetheless, in transactions where control of the board of 
directors of the target is obtained, it would appear the active operation requirement would be satisfied. 

Specified Activities  
To the extent the conditions cited in the Letter are satisfied, M&A Brokers are permitted to engage in the 
following types of activities, among others, without having to register as a broker-dealer:  

• Receive transaction-based compensation 
• Participate in negotiations (without the ability to bind either party to a transaction) 
• Advertise the company for sale with information such as the description of the business, general 

location, and price range 
• Advise the parties to issue securities or otherwise to effect the transfer of the business by means of 

securities (as opposed to an asset purchase/sale), or assess the value of any securities sold  
 

The Letter also makes clear that an M&A Broker may not provide financing for a transaction (either 
directly or indirectly), and that to the extent the M&A Broker assists purchasers in obtaining financing from 
an unaffiliated third party the M&A Broker must comply with all applicable legal requirements and any 
compensation received by the M&A Broker must be disclosed to the client in writing. We note that to the 
extent securities-related financing is obtained for the transaction, the Letter would not relieve an M&A 
Broker from the broker-dealer registration requirements to the extent its activities in connection with such 
financing would otherwise be captured under the Exchange Act. 
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Conclusion 
The Letter appears to signal a new and potentially more reasonable approach by the SEC staff to the 
many broker-dealer registration issues faced by financial markets participants. While limited in scope, the 
Letter provides meaningful relief to M&A Brokers and provides a potential framework for addressing 
related issues more broadly in the future.  
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Endnotes 

                                                 
1  See SEC No-Action Letter, dated January 31, 2014 [Revised February, 4, 2014], available at:  

http://www.sec.gov/divisions/marketreg/mr-noaction/2014/ma-brokers-013114.pdf.  
2  See SEC No-Action Letter, dated March 28, 2013, available at: http://www.sec.gov/divisions/marketreg/mr-

noaction/2013/angellist-15a1.pdf.  
3  See SEC No-Action Letter, dated March 26, 2013, available at: http://www.sec.gov/divisions/marketreg/mr-

noaction/2013/funders-club-032613-15a1.pdf 
4  See SEC No-Action Letter, dated November 8, 2006, available at: http://www.sec.gov/divisions/marketreg/mr-

noaction/cbi110806.htm. Note that in this no-action letter the activities of the ostensible broker (Country Business, Inc.) were 
curtailed in the context of a securities transaction, which appeared to justify the payment of what would otherwise have been 
prohibited transaction-based compensation.  

5  See David W. Blass, A Few Observations in the Private Fund Space (April 5, 2013), available at: 
http://www.sec.gov/news/speech/2013/spch040513dwg.htm; see also Private Fund Sales and Marketing: A Conversation with 
Senior Staff from the SEC Division of Trading and Markets (September 26, 2013), available at: 
http://www.pli.edu/Content/Seminar/Private_Fund_Sales_and_Marketing_A_Conversation/_/N-
4kZ1z12eeq?ID=190064&t=KFG3_8AM35&utm_source=8AM35&utm_medium=EMAIL&utm_campaign=KFG3  

6  See Report and Recommendations of the ABA Section of Business Law Task Force on Private Placement Broker-Dealers (June 
7, 2005).  
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http://www.pli.edu/Content/Seminar/Private_Fund_Sales_and_Marketing_A_Conversation/_/N-4kZ1z12eeq?ID=190064&t=KFG3_8AM35&utm_source=8AM35&utm_medium=EMAIL&utm_campaign=KFG3


Latham & Watkins February 18, 2014 | Number 1652 | Page 4   

                                                                                                                                                             
7  The SEC staff specifically noted, however, that a “going concern” need not be profitable, and could even be emerging from 

bankruptcy, so long as it has actually been conducting business, including soliciting or effecting business transactions or 
engaging in research and development activities. 

8  The Letter defines “control” as the power, directly or indirectly, to direct the management or policies of a company, whether 
through ownership of securities, by contract, or otherwise. The necessary control will be presumed to exist if, upon completion of 
the transaction, the buyer or group of buyers has the right to vote 25 percent or more of a class of voting securities; has the 
power to sell or direct the sale of 25 percent or more of a class of voting securities; or in the case of a partnership or limited 
liability company, has the right to receive upon dissolution or has contributed 25 percent or more of the capital. 



<<

  /ASCII85EncodePages false

  /AllowPSXObjects false

  /AllowTransparency false

  /AlwaysEmbed [

    true

  ]

  /AntiAliasColorImages false

  /AntiAliasGrayImages false

  /AntiAliasMonoImages false

  /AutoFilterColorImages true

  /AutoFilterGrayImages true

  /AutoPositionEPSFiles true

  /AutoRotatePages /None

  /Binding /Left

  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)

  /CalGrayProfile (Dot Gain 20%)

  /CalRGBProfile (sRGB IEC61966-2.1)

  /CannotEmbedFontPolicy /Warning

  /CheckCompliance [

    /None

  ]

  /ColorACSImageDict <<

    /HSamples [

      1

      1

      1

      1

    ]

    /QFactor 0.15000

    /VSamples [

      1

      1

      1

      1

    ]

  >>

  /ColorConversionStrategy /CMYK

  /ColorImageAutoFilterStrategy /JPEG

  /ColorImageDepth -1

  /ColorImageDict <<

    /HSamples [

      1

      1

      1

      1

    ]

    /QFactor 0.15000

    /VSamples [

      1

      1

      1

      1

    ]

  >>

  /ColorImageDownsampleThreshold 1.50000

  /ColorImageDownsampleType /Bicubic

  /ColorImageFilter /DCTEncode

  /ColorImageMinDownsampleDepth 1

  /ColorImageMinResolution 300

  /ColorImageMinResolutionPolicy /OK

  /ColorImageResolution 300

  /ColorSettingsFile ()

  /CompatibilityLevel 1.4

  /CompressObjects /Tags

  /CompressPages true

  /ConvertImagesToIndexed true

  /CreateJDFFile false

  /CreateJobTicket false

  /CropColorImages false

  /CropGrayImages false

  /CropMonoImages false

  /DSCReportingLevel 0

  /DefaultRenderingIntent /Default

  /Description <<

    /ENU ([Based on '[Press Quality]'] Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)

  >>

  /DetectBlends true

  /DetectCurves 0

  /DoThumbnails false

  /DownsampleColorImages true

  /DownsampleGrayImages true

  /DownsampleMonoImages true

  /EmbedAllFonts true

  /EmbedJobOptions true

  /EmbedOpenType false

  /EmitDSCWarnings false

  /EncodeColorImages true

  /EncodeGrayImages true

  /EncodeMonoImages true

  /EndPage -1

  /GrayACSImageDict <<

    /HSamples [

      1

      1

      1

      1

    ]

    /QFactor 0.15000

    /VSamples [

      1

      1

      1

      1

    ]

  >>

  /GrayImageAutoFilterStrategy /JPEG

  /GrayImageDepth -1

  /GrayImageDict <<

    /HSamples [

      1

      1

      1

      1

    ]

    /QFactor 0.15000

    /VSamples [

      1

      1

      1

      1

    ]

  >>

  /GrayImageDownsampleThreshold 1.50000

  /GrayImageDownsampleType /Bicubic

  /GrayImageFilter /DCTEncode

  /GrayImageMinDownsampleDepth 2

  /GrayImageMinResolution 300

  /GrayImageMinResolutionPolicy /OK

  /GrayImageResolution 300

  /ImageMemory 1048576

  /JPEG2000ColorACSImageDict <<

    /Quality 30

    /TileHeight 256

    /TileWidth 256

  >>

  /JPEG2000ColorImageDict <<

    /Quality 30

    /TileHeight 256

    /TileWidth 256

  >>

  /JPEG2000GrayACSImageDict <<

    /Quality 30

    /TileHeight 256

    /TileWidth 256

  >>

  /JPEG2000GrayImageDict <<

    /Quality 30

    /TileHeight 256

    /TileWidth 256

  >>

  /LockDistillerParams false

  /MaxSubsetPct 100

  /MonoImageDepth -1

  /MonoImageDict <<

    /K -1

  >>

  /MonoImageDownsampleThreshold 1.50000

  /MonoImageDownsampleType /Bicubic

  /MonoImageFilter /CCITTFaxEncode

  /MonoImageMinResolution 1200

  /MonoImageMinResolutionPolicy /OK

  /MonoImageResolution 1200

  /Namespace [

    (Adobe)

    (Common)

    (1.0)

  ]

  /NeverEmbed [

    true

  ]

  /OPM 1

  /Optimize true

  /OtherNamespaces [

    <<

      /AsReaderSpreads false

      /CropImagesToFrames true

      /ErrorControl /WarnAndContinue

      /FlattenerIgnoreSpreadOverrides false

      /IncludeGuidesGrids false

      /IncludeNonPrinting false

      /IncludeSlug false

      /Namespace [

        (Adobe)

        (InDesign)

        (4.0)

      ]

      /OmitPlacedBitmaps false

      /OmitPlacedEPS false

      /OmitPlacedPDF false

      /SimulateOverprint /Legacy

    >>

    <<

      /AddBleedMarks false

      /AddColorBars false

      /AddCropMarks false

      /AddPageInfo false

      /AddRegMarks false

      /BleedOffset [

        0

        0

        0

        0

      ]

      /ConvertColors /ConvertToCMYK

      /DestinationProfileName ()

      /DestinationProfileSelector /DocumentCMYK

      /Downsample16BitImages true

      /FlattenerPreset <<

        /PresetSelector /MediumResolution

      >>

      /FormElements false

      /GenerateStructure false

      /IncludeBookmarks true

      /IncludeHyperlinks true

      /IncludeInteractive false

      /IncludeLayers false

      /IncludeProfiles false

      /MarksOffset 6

      /MarksWeight 0.25000

      /MultimediaHandling /UseObjectSettings

      /Namespace [

        (Adobe)

        (CreativeSuite)

        (2.0)

      ]

      /PDFXOutputIntentProfileSelector /DocumentCMYK

      /PageMarksFile /RomanDefault

      /PreserveEditing true

      /UntaggedCMYKHandling /LeaveUntagged

      /UntaggedRGBHandling /UseDocumentProfile

      /UseDocumentBleed false

    >>

    <<

      /AllowImageBreaks true

      /AllowTableBreaks true

      /ExpandPage false

      /HonorBaseURL true

      /HonorRolloverEffect false

      /IgnoreHTMLPageBreaks false

      /IncludeHeaderFooter false

      /MarginOffset [

        0

        0

        0

        0

      ]

      /MetadataAuthor ()

      /MetadataKeywords ()

      /MetadataSubject ()

      /MetadataTitle ()

      /MetricPageSize [

        0

        0

      ]

      /MetricUnit /inch

      /MobileCompatible 0

      /Namespace [

        (Adobe)

        (GoLive)

        (8.0)

      ]

      /OpenZoomToHTMLFontSize false

      /PageOrientation /Portrait

      /RemoveBackground false

      /ShrinkContent true

      /TreatColorsAs /MainMonitorColors

      /UseEmbeddedProfiles false

      /UseHTMLTitleAsMetadata true

    >>

  ]

  /PDFX1aCheck false

  /PDFX3Check false

  /PDFXBleedBoxToTrimBoxOffset [

    0

    0

    0

    0

  ]

  /PDFXCompliantPDFOnly false

  /PDFXNoTrimBoxError true

  /PDFXOutputCondition ()

  /PDFXOutputConditionIdentifier ()

  /PDFXOutputIntentProfile ()

  /PDFXRegistryName ()

  /PDFXSetBleedBoxToMediaBox true

  /PDFXTrapped /False

  /PDFXTrimBoxToMediaBoxOffset [

    0

    0

    0

    0

  ]

  /ParseDSCComments true

  /ParseDSCCommentsForDocInfo true

  /ParseICCProfilesInComments true

  /PassThroughJPEGImages true

  /PreserveCopyPage true

  /PreserveDICMYKValues true

  /PreserveEPSInfo true

  /PreserveFlatness false

  /PreserveHalftoneInfo false

  /PreserveOPIComments true

  /PreserveOverprintSettings true

  /StartPage 1

  /SubsetFonts true

  /TransferFunctionInfo /Apply

  /UCRandBGInfo /Preserve

  /UsePrologue false

  /sRGBProfile (sRGB IEC61966-2.1)

>> setdistillerparams

<<

  /HWResolution [2400 2400]

  /PageSize [612.000 792.000]

>> setpagedevice



