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Subject: Innovation
To whom it may concern.

Innovation has historically come not from large companies with established products in
established markets (where improvements are incremental) but from entrepreneurs with ideas.
The startups they create are the country’s primary engine of innovation. And along with
innovation, they create jobs. In fact, job growth in the U.S. is driven entirely by entrepreneurial
startups (www.kauffman.org/newsroom/u-s-job-growth-driven-entirely-by-startups.aspx).

Yet the single biggest obstacle to innovation is the inability of these entrepreneurs to raise capital
for their companies, and in particular for startups. According to the Wall Street Journal, startups
are currently having more difficulty than usual in raising funds, resulting in the second lowest
number of startups in 18 years.
(http://online.wsj.com/article/SB10001424052748704648604575621061892216250.htmI?mod=
WSJ_article_related). Without funding we have fewer startups and without that capital, small
and medium-sized companies (SMESs) can neither innovate nor create jobs.

That article addresses some of the key reasons why traditional investors have reduced their
funding levels for such startups. It does not address one pervasive reason: the role of government
and regulations in impeding the flow of other sources of capital to SMEs, in particular public
versus private capital. Several specific government regulations make it extremely difficult for
entrepreneurs to raise such funds; thus the most important thing the administration could do is to
bring about changes in those regulations.

As a 30 plus year entrepreneur (of which eight were in Silicon Valley) specializing in small
businesses and new venture creation, (bio at www.commonwealthgroup.net/sauvante.html) I can
say with confidence that the number one thing standing in the way of SMEs raising capital are
the barriers created by federal and state securities laws.

I have raised millions of dollars for small companies and am intimately familiar with those
securities laws and how they get in the way, rather than facilitate fund raising. My colleagues
and I have written a primer to help SMEs access public capital under current rules. (“A Primer
on Going Public: How Companies Too Small for the National Stock Exchanges Can Access
Public Capital,” viewable at www.commonwealthgroup.net/public.) Very few SMEs take
advantage of these options because they are complicated, time-consuming (at a stage where
speed is critical), and difficult.
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Along with trying to educate entrepreneurs on these options, we are launching an effort to
address the need for changing those laws to better serve the SME community and the country as
a whole. (You can see an outline of our ideas in the PowerPoint “Job Creation In America - How
Government Regulations Stand In the Way and What Can Be Done About It,” downloadable
from www.commonwealthgroup.net/docs/JobCreationInAmerica-LegislationChanges.pdf.)

The administration is in a position to directly influence these needed changes, in particular with
the SEC, without having to go back to Congress for new enabling legislation. We can provide
you with very explicit guidance as to the particular regulations that are causing problems for
SMEs and how they can be changed to remove those barriers. There is a broad consensus on the
problems represented in those regulations, a topic that was intensively discussed at the annual
SEC Small Business Forum on Capital Formation, which I attended this past November.

We would appreciate the opportunity to link up with somebody in the White House who is in a
position to work with us on these issues. A representative from the StartUp America Partnership
would seem to be the most likely party for us to work with and we would appreciate being put in
touch with them.

Thank you.

Michael Sauvante

Executive Director

Commonwealth Group
Sauvante@commonwealthgroup.net
(650) 641-1246
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