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to introduce a new product or to do
business in a new industry segment,
and this action requires the investment
of a material amount of the assets of
the registrant or otherwise is material,
copies of any studies prepared for the
registrant by outside persons or any in-
ternal studies, documents, reports or
memoranda the contents of which were
material to the decision to develop the
product or to do business in the new
segment including, but not limited to,
documents relating to financial re-
quirements and engineering, competi-
tive, environmental and other consid-
erations, but excluding technical docu-
ments;

(6) Where reserve estimates are re-
ferred to in a document, a copy of the
full report of the engineer or other ex-
pert who estimated the reserves; and

(7) With respect to the extent of the
distribution of a preliminary pro-
spectus, information concerning:

(i) The date of the preliminary pro-
spectus distributed;

(ii) The dates or approximate dates of
distribution;

(iii) The number of prospective un-
derwriters and dealers to whom the
preliminary prospectus was furnished;

(iv) The number of prospectuses so
distributed;

(v) The number of prospectuses dis-
tributed to others, identifying them in
general terms; and

(vi) The steps taken by such under-
writers and dealers to comply with the
provisions of Rule 15c2–8 under the Se-
curities Exchange Act of 1934
(§ 240.15c2–8 of this chapter).

(b) Supplemental information de-
scribed in paragraph (a) of this section
shall not be required to be filed with or
deemed part of the registration state-
ment. The information shall be re-
turned to the registrant upon request,
provided that:

(1) Such request is made at the time
such information is furnished to the
staff;

(2) The return of such information is
consistent with the protection of inves-
tors;

(3) The return of such information is
consistent with the provisions of the
Freedom of Information Act [5 U.S.C.
552]; and

(4) The information was not filed in
electronic format.

[47 FR 11439, Mar. 16, 1982, as amended at 58
FR 14669, 14670, Mar. 18, 1993; 62 FR 543, Jan.
3, 1997]

§ 230.419 Offerings by blank check
companies.

(a) Scope of the rule and definitions. (1)
The provisions of this section shall
apply to every registration statement
filed under the Act relating to an offer-
ing by a blank check company.

(2) For purposes of this section, the
term ‘‘blank check company’’ shall
mean a company that:

(i) Is a development stage company
that has no specific business plan or
purpose or has indicated that its busi-
ness plan is to engage in a merger or
acquisition with an unidentified com-
pany or companies, or other entity or
person; and

(ii) Is issuing ‘‘penny stock,’’ as de-
fined in Rule 3a51–1 (17 CFR 240.3a51–1)
under the Securities Exchange Act of
1934 (‘‘Exchange Act’’).

(3) For purposes of this section, the
term ‘‘purchaser’’ shall mean any per-
son acquiring securities directly or in-
directly in the offering, for cash or oth-
erwise, including promoters or others
receiving securities as compensation in
connection with the offering.

(b) Deposit of securities and proceeds in
escrow or trust account—(1) General. (i)
Except as otherwise provided in this
section or prohibited by other applica-
ble law, all securities issued in connec-
tion with an offering by a blank check
company and the gross proceeds from
the offering shall be deposited prompt-
ly into:

(A) An escrow account maintained by
an ‘‘insured depository institution,’’ as
that term is defined in section 3(c)(2) of
the Federal Deposit Insurance Act (12
U.S.C. 1813(C)(2)); or

(B) A separate bank account estab-
lished by a broker or dealer registered
under the Exchange Act maintaining
net capital equal to or exceeding $25,000
(as calculated pursuant to Exchange
Act Rule 15c3–1 (17 CFR 240.15c3–1), in
which the broker or dealer acts as
trustee for persons having the bene-
ficial interests in the account.

(ii) If funds and securities are depos-
ited into an escrow account maintained
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by an insured depository institution,
the deposit account records of the in-
sured depository institution must pro-
vide that funds in the escrow account
are held for the benefit of the pur-
chasers named and identified in accord-
ance with 12 CFR 330.1 of the regula-
tions of the Federal Deposit Insurance
Corporation, and the records of the es-
crow agent, maintained in good faith
and in the regular course of business,
must show the name and interest of
each party to the account. If funds and
securities are deposited in a separate
bank account established by a broker
or dealer acting as a trustee, the books
and records of the broker-dealer must
indicate the name, address, and inter-
est of each person for whom the ac-
count is held.

(2) Deposit and investment of proceeds.
(i) All offering proceeds, after deduc-
tion of cash paid for underwriting com-
missions, underwriting expenses and
dealer allowances, and amounts per-
mitted to be released to the registrant
pursuant to paragraph (b)(2)(vi) of this
section, shall be deposited promptly
into the escrow or trust account; pro-
vided, however, that no deduction may
be made for underwriting commissions,
underwriting expenses or dealer allow-
ances payable to an affiliate of the reg-
istrant.

(ii) Deposited proceeds shall be in the
form of checks, drafts, or money orders
payable to the order of the escrow
agent or trustee.

(iii) Deposited proceeds and interest
or dividends thereon, if any, shall be
held for the sole benefit of the pur-
chasers of the securities.

(iv) Deposited proceeds shall be in-
vested in one of the following:

(A) An obligation that constitutes a
‘‘deposit,’’ as that term is defined in
section 3(1) of the Federal Deposit In-
surance Act (12 U.S.C. 1813 (1));

(B) Securities of any open-end invest-
ment company registered under the In-
vestment Company Act of 1940 (15
U.S.C. 80a–1 et seq.) that holds itself
out as a money market fund meeting
the conditions of paragraphs (c)(2),
(c)(3), and (c)(4) of 17 CFR 270.2a–7 (Rule
2a–7) under the Investment Company
Act; or

(C) Securities that are direct obliga-
tions of, or obligations guaranteed as

to principal or interest by, the United
States.

NOTE TO § 230.419(B)(2)(IV): Issuers are cau-
tioned that investments in government secu-
rities are inappropriate unless such securi-
ties can be readily sold or otherwise disposed
of for cash at the time required without any
dissipation of offering proceeds invested.

(v) Interest or dividends earned on
the funds, if any, shall be held in the
escrow or trust account until the funds
are released in accordance with the
provisions of this section. If funds held
in the escrow or trust account are re-
leased to a purchaser of the securities,
the purchasers shall receive interest or
dividends earned, if any, on such funds
up to the date of release. If funds held
in the escrow or trust account are re-
leased to the registrant, interest or
dividends earned on such funds up to
the date of release may be released to
the registrant.

(vi) The registrant may receive up to
10 percent of the proceeds remaining
after payment of underwriting commis-
sions, underwriting expenses and dealer
allowances permitted by paragraph
(b)(2)(i) of this section, exclusive of in-
terest or dividends, as those proceeds
are deposited into the escrow or trust
account.

(3) Deposit of securities. (i) All securi-
ties issued in connection with the of-
fering, whether or not for cash consid-
eration, and any other securities issued
with respect to such securities, includ-
ing securities issued with respect to
stock splits, stock dividends, or similar
rights, shall be deposited directly into
the escrow or trust account promptly
upon issuance. The identity of the pur-
chaser of the securities shall be in-
cluded on the stock certificates or
other documents evidencing such secu-
rities. See also 17 CFR 240.15g–8 regard-
ing restrictions on sales of, or offers to
sell, securities deposited in the escrow
or trust account.

(ii) Securities held in the escrow or
trust account are to remain as issued
and deposited and shall be held for the
sole benefit of the purchasers, who
shall have voting rights, if any, with
respect to securities held in their
names, as provided by applicable state
law. No transfer or other disposition of
securities held in the escrow or trust
account or any interest related to such
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securities shall be permitted other
than by will or the laws of descent and
distribution, or pursuant to a qualified
domestic relations order as defined by
the Internal Revenue Code of 1986 as
amended (26 U.S.C. 1 et seq.), or Title 1
of the Employee Retirement Income
Security Act (29 U.S.C. 1001 et seq.), or
the rules thereunder.

(iii) Warrants, convertible securities
or other derivative securities relating
to securities held in the escrow or trust
account may be exercised or converted
in accordance with their terms; pro-
vided, however, that securities received
upon exercise or conversion, together
with any cash or other consideration
paid in connection with the exercise or
conversion, are promptly deposited
into the escrow or trust account.

(4) Escrow or trust agreement. A copy
of the executed escrow or trust agree-
ment shall be filed as an exhibit to the
registration statement and shall con-
tain the provisions of paragraphs (b)(2),
(b)(3), and (e)(3) of this section.

(5) Request for supplemental infor-
mation. Upon request by the Commis-
sion or the staff, the registrant shall
furnish as supplemental information
the names and addresses of persons for
whom securities are held in the escrow
or trust account.

NOTE TO § 230.419(B): With respect to a
blank check offering subject to both Rule 419
and Exchange Act Rule 15c2–4 (17 CFR
240.15c2–4, the requirements of Rule 15c2–4
are applicable only until the conditions of
the offering governed by that Rule are met
(e.g., reaching the minimum in a ‘‘part-or-
none’’ offering). When those conditions are
satisfied, Rule 419 continues to govern the
use of offering proceeds.

(c) Disclosure of offering terms. The
initial registration statement shall dis-
close the specific terms of the offering,
including, but not limited to:

(1) The terms and provisions of the
escrow or trust agreement and the ef-
fect thereof upon the registrant’s right
to receive funds and the effect of the
escrow or trust agreement upon the
purchaser’s funds and securities re-
quired to be deposited into the escrow
or trust account, including, if applica-
ble, any material risk of non-insurance
of purchasers’ funds resulting from de-
posits in excess of the insured
amounts; and

(2) The obligation of the registrant to
provide, and the right of the purchaser
to receive, information regarding an
acquisition, including the requirement
that pursuant to this section, pur-
chasers confirm in writing their invest-
ment in the registrant’s securities as
specified in paragraph (e) of this sec-
tion.

(d) Probable acquisition post-effective
amendment requirement. If, during any
period in which offers or sales are being
made, a significant acquisition be-
comes probable, the registrant shall
file promptly a post-effective amend-
ment disclosing the information speci-
fied by the applicable registration
statement form and Industry Guides,
including financial statements of the
registrant and the company to be ac-
quired as well as pro forma financial
information required by the form and
applicable rules and regulations. Where
warrants, rights or other derivative se-
curities issued in the initial offering
are exercisable, there is a continuous
offering of the underlying security.

(e) Release of deposited and funds secu-
rities—(1) Post-effective amendment for
acquisition agreement. Upon execution of
an agreement(s) for the acquisition(s)
of a business(es) or assets that will
constitute the business (or a line of
business) of the registrant and for
which the fair value of the business(es)
or net assets to be acquired represents
at least 80 percent of the maximum of-
fering proceeds, including proceeds re-
ceived or to be received upon the exer-
cise or conversion of any securities of-
fered, but excluding amounts payable
to non-affiliates for underwriting com-
missions, underwriting expenses, and
dealer allowances, the registrant shall
file a post-effective amendment that:

(i) Discloses the information speci-
fied by the applicable registration
statement form and Industry Guides,
including financial statements of the
registrant and the company acquired
or to be acquired and pro forma finan-
cial information required by the form
and applicable rules and regulations;

(ii) Discloses the results of the initial
offering, including but not limited to:

(A) The gross offering proceeds re-
ceived to date, specifying the amounts
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paid for underwriter commissions, un-
derwriting expenses and dealer allow-
ances, amounts disbursed to the reg-
istrant, and amounts remaining in the
escrow or trust account; and

(B) The specific amount, use and ap-
plication of funds disbursed to the reg-
istrant to date, including, but not lim-
ited to, the amounts paid to officers,
directors, promoters, controlling share-
holders or affiliates, either directly or
indirectly, specifying the amounts and
purposes of such payments; and

(iii) Discloses the terms of the offer-
ing as described pursuant to paragraph
(e)(2) of this section.

(2) Terms of the offering. The terms of
the offering must provide, and the reg-
istrant must satisfy, the following con-
ditions.

(i) Within five business days after the
effective date of the post-effective
amendment(s), the registrant shall
send by first class mail or other equal-
ly prompt means, to each purchaser of
securities held in escrow or trust, a
copy of the prospectus contained in the
post-effective amendment and any
amendment or supplement thereto;

(ii) Each purchaser shall have no
fewer than 20 business days and no
more than 45 business days from the ef-
fective date of the post-effective
amendment to notify the registrant in
writing that the purchaser elects to re-
main an investor. If the registrant has
not received such written notification
by the 45th business day following the
effective date of the post-effective
amendment, funds and interest or divi-
dends, if any, held in the escrow or
trust account shall be sent by first
class mail or other equally prompt
means to the purchaser within five
business days;

(iii) The acquisition(s) meeting the
criteria set forth in paragraph (e)(1) of
this section will be consummated if a
sufficient number of purchasers con-
firm their investments; and

(iv) If a consummated acquisition(s)
meeting the requirements of this sec-
tion has not occurred by a date 18
months after the effective date of the
initial registration statement, funds
held in the escrow or trust account
shall be returned by first class mail or
equally prompt means to the purchaser

within five business days following
that date.

(3) Conditions for release of deposited
securities and funds. Funds held in the
escrow or trust account may be re-
leased to the registrant and securities
may be delivered to the purchaser or
other registered holder identified on
the deposited securities only at the
same time as or after:

(i) The escrow agent or trustee has
received a signed representation from
the registrant, together with other evi-
dence acceptable to the escrow agent
or trustee, that the requirements of
paragraphs (e)(1) and (e)(2) of this sec-
tion have been met; and

(ii) Consummation of an acquisi-
tion(s) meeting the requirements of
paragraph (e)(2)(iii) of this section.

(4) Prospectus supplement. If funds and
securities are released from the escrow
or trust account to the registrant pur-
suant to this paragraph, the prospectus
shall be supplemented to indicate the
amount of funds and securities released
and the date of release.

NOTES TO § 230.419(E): 1. With respect to a
blank check offering subject to both Rule 419
and Exchange Act Rule 10b–9 (17 CFR 240.10b–
9), the requirements of Rule 10b–9 are appli-
cable only until the conditions of the offer-
ing governed by that Rule are met (e.g.,
reaching the minimum in a ‘‘part-or-none’’
offering). When those conditions are satis-
fied, Rule 419 continues to govern the use of
offering proceeds.

2. If the business(es) or assets are acquired
for cash, the fair value shall be presumed to
be equal to the cash paid. If all or part of the
consideration paid consists of securities or
other non-cash consideration, the fair value
shall be determined by an accepted standard,
such as bona fide sales of the assets or simi-
lar assets made within a reasonable time,
forecasts of expected cash flows, independent
appraisals, etc. Such valuation must be rea-
sonable at the time made.

(f) Financial statements. The reg-
istrant shall:

(1) Furnish to security holders au-
dited financial statements for the first
full fiscal year of operations following
consummation of an acquisition pursu-
ant to paragraph (e) of this section, to-
gether with the information required
by Item 303(a) of Regulation S–K (17
CFR 229.303(a)), no later than 90 days
after the end of such fiscal year; and
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(2) File the financial statements and
additional information with the Com-
mission under cover of Form 8–K (17
CFR 249.308); provided, however, that
such financial statements and related
information need not be filed sepa-
rately if the registrant is filing reports
pursuant to Section 13(a) or 15(d) of the
Exchange Act.

[57 FR 18043, Apr. 28, 1992]

FORM AND CONTENT OF PROSPECTUSES

§ 230.420 Legibility of prospectus.

(a) The body of all printed
prospectuses and all notes to financial
statements and other tabular data in-
cluded therein shall be in roman type
at least as large and as legible as 10-
point modern type. However, (a) to the
extent necessary for convenient presen-
tation, financial statements and other
tabular data, including tabular data in
notes, and (b) prospectuses deemed to
be omitting prospectuses under rule 482
(17 CFR 230.482) may be in roman type
at least as large and as legible as 8-
point modern type. All such type shall
be leaded at least 2 points.

(b) Where a prospectus is distributed
through an electronic medium, issuers
may satisfy legibility requirements ap-
plicable to printed documents, such as
paper size, type size and font, bold-face
type, italics and red ink, by presenting
all required information in a format
readily communicated to investors,
and where indicated, in a manner rea-
sonably calculated to draw investor at-
tention to specific information.

[53 FR 3878, Feb. 10, 1988, as amended at 61
FR 24655, May 15, 1996]

§ 230.421 Presentation of information
in prospectuses.

(a) The information required in a pro-
spectus need not follow the order of the
items or other requirements in the
form. Such information shall not, how-
ever, be set forth in such fashion as to
obscure any of the required informa-
tion or any information necessary to
keep the required information from
being incomplete or misleading. Where
an item requires information to be
given in a prospectus in tabular form it
shall be given in substantially the tab-
ular form specified in the item.

(b) You must present the information
in a prospectus in a clear, concise and
understandable manner. You must pre-
pare the prospectus using the following
standards:

(1) Present information in clear, con-
cise sections, paragraphs, and sen-
tences. Whenever possible, use short,
explanatory sentences and bullet lists;

(2) Use descriptive headings and sub-
headings;

(3) Avoid frequent reliance on glos-
saries or defined terms as the primary
means of explaining information in the
prospectus. Define terms in a glossary
or other section of the document only
if the meaning is unclear from the con-
text. Use a glossary only if it facili-
tates understanding of the disclosure;
and

(4) Avoid legal and highly technical
business terminology.

NOTE TO § 230.421(B): In drafting the disclo-
sure to comply with this section, you should
avoid the following:

1. Legalistic or overly complex presen-
tations that make the substance of the dis-
closure difficult to understand;

2. Vague ‘‘boilerplate’’ explanations that
are imprecise and readily subject to different
interpretations;

3. Complex information copied directly
from legal documents without any clear and
concise explanation of the provision(s); and

4. Disclosure repeated in different sections
of the document that increases the size of
the document but does not enhance the qual-
ity of the information.

(c) All information required to be in-
cluded in a prospectus shall be clearly
understandable without the necessity
of referring to the particular form or to
the general rules and regulations. Ex-
cept as to financial statements and in-
formation required in a tabular form,
the information set forth in a pro-
spectus may be expressed in condensed
or summarized form. In lieu of repeat-
ing information in the form of notes to
financial statements, references may
be made to other parts of the pro-
spectus where such information is set
forth.

(d)(1) To enhance the readability of
the prospectus, you must use plain
English principles in the organization,
language, and design of the front and
back cover pages, the summary, and
the risk factors section.

(2) You must draft the language in
these sections so that at a minimum it
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