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Worth Standard for Determining Accredited Investor Status 

Introduction and Overview 
On January 25, 2011, the Securities and Exchange Commission (“SEC”) proposed amendments to its rules to conform the 

definition of “accredited investor” to the requirements of Section 413(a) of the Dodd-Frank Wall Street Reform and 

Consumer Protection Act (the “Dodd-Frank Act”).1  Section 413(a) became effective upon the enactment of the Dodd-Frank 

Act on July 21, 2010 and requires that the definitions of “accredited investor” in the Securities Act of 1933 (the “Securities 

Act”) rules to exclude the value of a person’s primary residence for purposes of determining whether the person qualifies as 

an “accredited investor” on the basis of having a net worth in excess of $1 million.   

The proposed amendments would clarify the Dodd-Frank Act in calculating net worth when determining “accredited 

investor” status.  The proposed amendments would also clarify that “the value of the primary residence” is determined by 

subtracting from the estimated fair market value of the property the amount of debt secured by the property, up to the 

estimated fair market value of the property.  As a result, under the proposed amendments, an investor’s net worth would be 

reduced by the amount of “value” that represents the investor’s net equity in the primary residence, which net equity would 

have been contributed to net worth if the residence were not required to be excluded. 

The SEC is seeking public comments on the Proposed Rules through March 11, 2011 comment can be posted on-line at 

http://www.sec.gov/comments/df-title-iv/accredited-investor/accredited-investor.shtml. 

Proposed Adjustment to the Net Worth Standard 

Net worth standard procedural history 

Under the rules promulgated pursuant to the Securities Act, individuals and entities that qualify as “accredited investors” (as 

defined under Section 2(a)(15) of the Securities Act) are eligible to participate in certain private and limited offerings that are 

 

 
 
 
1 The Proposed Rules are described in the SEC’s Release “Net Worth Standard for Accredited Investors” SEC Release 33-9177 (Jan. 26, 2011), 

currently available at:  http://www.sec.gov/rules/proposed/2011/33-9177.pdf. 

http://www.sec.gov/comments/df-title-iv/accredited-investor/accredited-investor.shtml
http://www.sec.gov/rules/proposed/2011/33-9177.pdf
http://www.shearman.com/


 

 

exempt from Securities Act registration requirements.  One of the ways by on which individuals may qualify as accredited is a 

net worth of at least $1 million, either alone or together with their spouse.  Prior to the Dodd-Frank Act, persons were 

permitted to include their primary residence in calculating their net worth pursuant to Securities Act Rules 501 and 215.2  

There is no definition of the term “net worth” under the Securities Act. 

Removal of the primary residence from the net worth standard 

Section 413(a) of the Dodd-Frank Act provides that the net worth calculation for determining accredited investor status must 

exclude the value of the person’s primary residence.3  The new requirement became effective upon enactment of the Dodd-

Frank Act.  The SEC, however, is proposing to amend its rules to reflect the new standard and clarify the treatment of 

indebtedness secured by the primary residence in the calculation of net worth. 

Section 413(a) does not prescribe a method for calculating the value of the primary residence, nor does it address specifically 

the treatment of mortgage and other indebtedness secured by the residence for purposes of the net worth determination.  

The SEC is proposing that, in making these calculations, it is exercising its discretion permitted under the Dodd-Frank Act.  

The SEC has stated that the value of the primary residence should be calculated by subtracting from the estimated fair 

market value of the property the amount of debt secured by the property, up to the estimated fair market value of the 

property.    

The SEC believes that this interpretation is consistent with conventional and commonly understood methods of determining 

net worth, and is preferable to other possible interpretations of the statutory language set forth in Section 413(a) of the 

Dodd-Frank Act.4  

As a result, the proposed accredited investor net worth standards would amend the Securities Act by defining an accredited 

investor as follows: 

Any natural person whose individual net worth, or joint net worth with that person’s spouse, at the time 

of purchase, exceeds $1,000,000, excluding the value of the primary residence of such natural person, 

 

 
 
 
2 Rule 501 sets the standards for accredited investor status under certain exemptive provisions for private and other limited offerings under 

Regulation D. 

3 The text of Section 413(a) reads as follows:  
The Commission shall adjust any net worth standard for an accredited investor, as set forth in the rules of  the 
Commission under the Securities Act of 1933, so that the individual net worth of any natural person, or  joint net worth 
with the spouse of that person, at the time of purchase, is more than $1,000,000 (as such amount is adjusted periodically 
by rule of the Commission), excluding the value of the primary residence of such natural person, except that during the 
4-year period that begins on the date of enactment of this Act,  any net worth standard shall be $1,000,000, excluding the 
value of the primary residence of such natural person. 

4 Possible interpretations considered in the Release include:  (1) excluding from net worth the fair market value of the primary residence 
without netting out indebtedness secured by the primary residence, which would result in large deductions for high-value properties 
regardless of the associated debt; and (2) excluding from net worth the fair market value of the primary residence and all indebtedness 
secured by the primary residence, regardless of whether it exceeds the fair market value of the property, which mathematically has the effect 
of increasing net worth for “underwater” properties.  See the Release at page 11. 



 

 

calculated by subtracting from the estimated fair market value of the property the amount of debt secured 

by the property, up to the estimated fair market value of the property. 

 

Under Section 413(b), the new net worth standard must remain in effect until July 21, 2014, four years after enactment of the 

Dodd-Frank Act, which was July 16, 2010.  In 2014 and thereafter, the SEC is required to review the definition of the term 

“accredited investor” in its entirety every four years and engage in further rulemaking to the extent it deems appropriate.  

Further, Section 415 of the Dodd-Frank Act requires the Comptroller General of the United States to conduct a “Study and 

Report on Accredited Investors” examining “the appropriate criteria for determining the financial thresholds or other criteria 

needed to qualify for accredited investor status and eligibility to invest in private funds.”  This study will undoubtedly reform 

future rulemaking. 

Conclusion 
The proposed amendments, if adopted, will give some clarity but leave many questions and interpretative issues open.  Some 

of these are issues on which the SEC has requested comment, such as (a) the definition of “primary residence” under the 

revised rule, (b) whether the use of proceeds of mortgage indebtedness should impact the net worth determination, and 

(c) whether transitional rules are required.  Market participants such as fund promoters and brokers must remain cautious 

in the way in which they elect to implement net worth requirements at the investor level. 

 

 

 

 

 
 

This publication is intended only as a general discussion of these issues.  It should not be regarded as legal advice.  We would be pleased to 
provide additional details or advice about specific situations if desired.   

If you wish to receive more information on the topics covered in this publication, you may contact your regular Shearman & Sterling contact person 
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