TYPES OF SALES
TYPE

PRIVATE
PLACEMENT

IPO

ADVANTAGES

DISADVANTAGES



Flexible – can be any amount



Investors may be hard to locate



Flexible – can be any form – debt or equity



May have less capital to invest



Investors more patient than VC’s



Investment demands reduced –
frequently, 10-20% return over 5-10 years



Cheaper transaction costs



Your investors (and you) get a big exit





Access to giant pool of funding



Your footprint takes steroids

Hugely expensive for the IPO – legal
fees, lost time for management and
accounting staff



A market is created in your stock, so it is
easier to raise money and compensate
employees



Hugely expensive for continued
reporting – cost can be $50,000 $500,000 per year



Scrutiny and obligation to comply with
securities laws



Administratively burdensome

People who buy stock, particularly in private
companies, may have a hard time selling it. Sales of
unregistered securities by a person that is not the
issuer, someone who controls the issuer (an
“affiliate”) or a dealer, and had no intent when he
bought the stock to turn around and re-sell it (an
“underwriter”)17 are also exempt from registration.
But, to get the exemption and to pass along
unrestricted stock, you may have to comply with the
dreaded RULE 144.

Let’s pretend there is a company director who has
some stock in the company he works with that he
wants to sell. If the director sells stock through an
IPO, the stock lands without restriction. But, if the
director buys stock on the open market, he is limited
in what he can do with the stock because of his
“affiliate” status. If he re-sells the stock in the open
market, he must comply with Rule 144 – failure to
comply with Rule 144 would make the sale not
exempt from registration.18 Once he complies with
Rule 144 and sells his stock on the open market, the
stock lands without restriction.

If you buy stock in an unregistered, private sale from
the issuer or from an affiliate of the issuer, that stock
will probably be “restricted securities.” Restricted
securities will have a legend stamped on the back of
the certificate indicating their re-sell must be
registered or exempt from registration.

If the director sells the stock in private to his
neighbor, the stock becomes “restricted” in the
neighbor’s hands, because he bought it from an
affiliate and not on the public market. That neighbor
now has to comply with Rule 144 to resell the stock
without having to go through a public offering.

3. RESALES OF SECURITIES

