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A s trusts and estates advisors, one of our pri-
mary goals is to structure estate-planning 
transactions for our clients in a tax-efficient 

manner, with minimum impact on other objectives. 
Although an estate-planning transaction may achieve 
a client’s transfer tax objectives, draftspersons could 
inadvertently structure a trust in a manner that restricts 
the trustees from making certain investments. When 
working with high-net-worth (HNW) families, advisors 
must consider the potential and anticipated investments 
of a trust, a family limited partnership (FLP) or limited 
liability company (LLC) so that a particular estate-plan-
ning transaction may achieve both tax and investment 
objectives.

That’s why it’s important for trusts and estates advi-
sors to understand U.S. securities law considerations.1 
We’ll provide an overview of trust and FLP qualification 
requirements under the Securities Act of 1933 (the 
Securities Act) and the Investment Company Act of 
1940 (the ICA). In a follow up article, we’ll consider the 
treatment of common trust-related transactions under 
the Securities Exchange Act of 1934 for directors, offi-
cers and principal stockholders.  

U.S. securities laws require potential investors, 
including trusts and other entities commonly used in 
estate-planning transactions, to meet certain require-
ments to be eligible to participate in transactions exempt 
from registration. Specifically, the Securities Act and the 
ICA provide regulatory and registration exemptions for 

certain companies and their offerings of securities if 
investors meet the requirements of an “accredited inves-
tor” (under the Securities Act) or a “qualified purchaser” 
(under the ICA). These regimes set forth minimum 
asset and management requirements for entities, trusts 
and their trustees. Therefore, trusts and estates advisors 
should structure wealth transfer transactions in light of 
these requirements to serve their clients’ (and trustees’) 
tax and non-tax objectives.

The Securities Act 
The Securities Act provides protection to investors in 
connection with companies offering securities for sale 
to the public.2 Generally, a company must register any 
public offering of securities with the U.S. Securities and 
Exchange Commission (the SEC) unless an exemption 
applies.3 The Securities Act requires the issuer of the 
securities to file a registration statement with the SEC 
and provide detailed information on the securities 
offered so that potential investors can make informed 
decisions whether to invest. However, the Securities Act 
provides several exemptions from registration.4 Further, 
Regulation D—Rules Governing the Limited Offer 
and Sale of Securities without Registration under the 
Securities Act of 1933, known as “Regulation D,” estab-
lishes several exemptions from the registration require-
ments of the Securities Act and sets forth the types 
of investors who may participate in certain exempted 
transactions.5 Note the exemptions from registration 
described in Regulation D apply only to the offering 
of securities by an issuer, so any subsequent resales or 
transfers of such securities will be subject to different 
rules.6

Purchaser cap.7 The exemptions under Rules 505 
and 506 of Regulation D cap the number of purchasers 
at 35; however, issuers may exclude accredited investors 
when calculating the number of purchasers.8 In addition 
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nitions of “accredited investor” are identical under  
Rule 215 and Regulation D and include: (1) certain insti-
tutional investors, whether acting for themselves or in a 
fiduciary capacity;16 (2) certain entities having assets in 
excess of $5 million;17 (3) certain insiders of the issuer;18  
(4) HNW individuals and their spouses;19 (5) consistent-
ly high income-earning individuals and their spouses;20 
(6) certain trusts with assets in excess of $5 million and 
sophisticated investment decisionmakers, which weren’t 
formed for the specific purpose of acquiring the securi-
ties offered;21 and (7) entities owned solely by accredited 
investors.22 Although certain trusts will reach accredited 
investor status under Category (6) above, trusts may also 
qualify as accredited investors under other categories, 
depending on the trust’s structure and the identity of 
trustees. We’ll consider each accredited investor catego-
ry relevant to trusts separately below.

Institutional investors: bank as trustee. If a quali-
fied bank is acting as trustee of a trust, the trust will be 
an accredited investor.23 Specifically, the trustee-bank 
must be a “. . . national bank, or banking institution 
organized under the laws of any State, territory, or the 
District of Columbia, the business of which is substan-
tially confined to banking and is supervised by the State 
or territorial banking commission or similar official.”24 
Because this definition doesn’t appear to cover every 
trust company, practitioners shouldn’t assume that any 
corporate trustee of a trust would qualify the trust 
as an accredited investor.25 If a bank does qualify, the 
bank-trustee needn’t be the sole trustee of the trust, so 
long as the bank-trustee acts in its fiduciary capacity 
with respect to investment decisions and the trust fol-
lows the bank-trustee’s direction.26

Natural persons. An individual may qualify as an 
accredited investor under Rule 501(a)(5) if he, alone, 
or jointly with his spouse, has a net worth in excess of 
$1 million.27 However, “net worth” for this purpose spe-
cifically excludes an individual’s primary residence and 
related indebtedness.28 Although Rule 501(a)(5) refers 
to a natural person’s net worth, the SEC has determined 
that the grantor of a revocable trust may aggregate the 
trust’s assets with his individual assets to qualify the 
grantor individually as an accredited investor.29

An individual may also qualify as an accredited 
investor if, in each of the two years preceding the date of 
investment, he had income over $200,000 (individually), 
or $300,000 (jointly with his spouse) and reasonably 

to excluding accredited investors, any relative (or spouse 
of a relative) who shares a primary residence with anoth-
er purchaser won’t be considered a separate purchaser 
when calculating the number of purchasers and neither 
will any trust, estate or other entity majority owned by 
another purchaser and his relatives (or spouse of a rel-
ative).9 Therefore, even if a trust doesn’t independently 
qualify as an accredited investor, the trust may nonethe-
less be permitted to participate in an exempted offering 
if another purchaser already participating in the offer-
ing is related to the trust. For example, if a purchaser 
(regardless of the purchaser’s accredited investor status) 
individually participates in an exempted securities offer-

ing and the trustee of a trust for the benefit of his spouse 
and minor children (which isn’t an accredited investor) 
seeks to participate in the same offering, the individual 
purchaser and the trust should be counted as a single 
purchaser for purposes of the 35-purchaser cap.10

Accredited Investor
Generally, an accredited investor is a person (including 
a trust or other entity) that has sufficient assets to bear 
the risk of investing in a private placement without the 
protections of SEC registration.11 Due to an accredited 
investor’s theoretical enhanced ability to bear risk, he 
has the opportunity to participate in private placements 
of securities not available to the public. For example, 
exemptions under Rules 505 and 506 of Regulation D 
permit issuers to offer securities to an unlimited num-
ber of accredited investors without registration with the 
SEC. The Securities Act defines the term “accredited 
investor” in two broad categories to include: (1) cer-
tain institutional investors (for example, banks),12 and  
(2) other financially sophisticated individuals or entities 
directed by them.13 The SEC further prescribed rules 
and regulations expanding on this meaning under  
Rule 21514 and Regulation D.15 The categorical defi-
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in cases when: (1) the trust is a grantor trust for federal 
income tax purposes and solely funded by the grantor; 
(2) the grantor is a co-trustee of the trust and has sole 
investment discretion on behalf of the trust at the time 
the investment is made; (3) the grantor will be taxed on 
all income and any sale of trust assets during the GRAT 
term; (4) during the GRAT term, all of the assets of the 
trust will be includible in the grantor’s estate for federal 
estate tax purposes; (5) the grantor bears the economic 
risk of loss of the investment; (6) the trust is irrevocable 
and established by the grantor for family estate-planning 
purposes to facilitate the distribution of his estate and to 
effectuate his estate-planning goals; and (7) creditors of 
the grantor can reach the grantor’s interest in the trust at 
all times.38 Because this determination is very specific, 
practitioners and clients desiring certainty may wish 
to rely on other definitions to qualify the trust as an 
accredited investor, perhaps by funding the trust with 
additional assets or naming a bank as an investment 
trustee. To better understand the decision-making pro-
cess in attaining the status of accredited investor, see 
“Accredited Investor Flowchart,” p. 22.

The ICA
The ICA requires investment companies to register 
with the SEC unless an exception applies.39 Generally, 
investment companies are in the business of investing 
and trading securities on behalf of others. Private invest-
ment funds typically rely on ICA Section 3(c)(1) or Sec- 
tion 3(c)(7), which excepts certain issuers that engage in 
private offerings of securities and either have fewer than 
100 investors or are exclusively owned by qualified pur-
chasers, respectively, from the definition of investment 
company. Therefore, trusts and estates advisors should 
become familiar with the types of trusts that may invest 
in such private offerings.

Section 3(c)(1) exception: fewer than 100 investors. 
Under ICA Section 3(c)(1), an issuer isn’t an investment 
company if its outstanding securities are beneficially 
owned by fewer than 100 persons, and it isn’t making 
and doesn’t propose to make a public offering of secu-
rities.40 The term “person” includes individuals and 
entities, and for this purpose, an entity includes a trust.41

Generally, an entity investor, including a trust, will 
be counted as one person under this rule, unless such 
investor is an investment company or would be an 
investment company but for the exceptions under ICA  

expects to meet that income level in the year of invest-
ment.30 Regulation D doesn’t expressly define income for 
this purpose.31

Trusts as accredited investors under Rule 501(a)(7). 
A trust may also qualify as an accredited investor if it:  
(1) wasn’t formed for the specific purpose of acquir-
ing the securities offered, (2) holds assets exceeding  
$5 million, and (3) has a “sophisticated person” making 
investment decisions for the trust (that is, an investment 
trustee or investment advisor).32 The SEC has stated that 
the first prong is a facts-and-circumstances consider-
ation, particularly in the entity context, and is intended 
to prevent unaccredited investors from pooling their 
assets to then qualify as such.33

Further, unlike the individual net worth test, any 
asset held in the trust, including residential real estate, 
will count towards the $5 million minimum asset test. 
For purposes of Rule 501(a)(7), neither the trustee’s nor 
any beneficiary’s individual assets will be considered to 
meet the $5 million threshold.  

Finally, the trust’s investment decisions must be con-
trolled by a “sophisticated person,” defined as a person 
having “such knowledge and experience in financial and 
business matters that he is capable of evaluating the mer-
its and risks of the prospective investment.”34 Notably, a 
sophisticated person need only control investment deci-
sions at the time the security is acquired.

Accredited investor entities. Under Rule 501(a)(8),  
an entity solely owned by accredited investors is an 
accredited investor. Therefore, an FLP owned entirely 
by individuals, trusts or entities that are independent-
ly accredited investors would separately qualify as an 
accredited investor. A trust may also separately qualify 
as an accredited investor under Rule 501(a)(8). A trust’s 
beneficiaries won’t be considered equity owners for pur-
poses of this rule; however, the SEC will look through 
a trust revocable by an accredited investor grantor and 
deem him the equity owner.35

Although the SEC considers a revocable trust of 
which all grantors are accredited investors an accredit-
ed investor under 501(a)(8),36 whether an irrevocable 
grantor trust qualifies is less settled. The SEC has deter-
mined that the grantor of an irrevocable grantor retained 
annuity trust (GRAT), of which he was the sole current 
beneficiary, investment trustee and owner for income 
tax purposes, could be considered the equity owner of 
an irrevocable trust.37 Specifically, the SEC ruled this 
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doesn’t propose to make a public offering of securities.47 
Further, unlike the accredited investor rules discussed 
above, securities transferred by a qualified purchaser by 
gift, bequest, legal separation, divorce, death or other 
involuntary transfer are treated as owned by a qualified 
purchaser.48

Qualified Purchaser 
ICA Section 2(a)(51)(A) defines the term “qualified 
purchaser” in four categories: (1) an individual owning 
(either singly or held jointly with his spouse) at least  
$5 million of investments;49 (2) a family company own-
ing at least $5 million of investments;50 (3) a trust (other 
than a trust falling within the preceding category) not 
formed for the specific purpose of acquiring securities, 
of which each of the settlor and any trustee controlling 
investment decisions is a qualified purchaser;51 and  
(4) certain institutional investors, acting for themselves 
or others, that own and invest at least $25 million 
of investments.52 In addition, a company beneficial-
ly owned by qualified purchasers may be deemed a  

Section 3(c)(1) or Section 3(c)(7) and owns 10 per-
cent or more of the issuer’s voting securities.42 If one 
trustee is acting as trustee of several trusts, each trust 
will be counted separately.43 Further, if the investor is 
a partnership owned by trusts, the SEC will consider 
two trusts with the same beneficiaries as one person.44 
Unlike the equity owner rule of 501(a)(8), the SEC may 
look through the trusts under this rule to determine the 
ultimate number of beneficial owners.45

Furthermore, “knowledgeable employees” participat-
ing in the investments of the fund for 12 months, that is, 
executive officers, directors, trustees, general partners 
and advisory board members, aren’t counted under the 
100-person rule.46 In addition, knowledgeable employ-
ees investing in an issuer’s securities needn’t be qualified 
purchasers, as discussed below.

Section 3(c)(7) exception: all investors are qualified 
purchasers. Under ICA Section 3(c)(7), an issuer isn’t an 
investment company if its outstanding securities are 
owned exclusively by qualified purchasers (at the time 
of acquiring such securities), and it isn’t making and 
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a qualified purchaser to qualify under this section. 
Unlike the accredited investor rules discussed above, 
the bank-trustee’s status alone won’t qualify the trust 
as a qualified purchaser. To better understand the deci-
sion-making process in obtaining the status of qualified 
purchaser, see “Qualified Purchaser Flowchart,” p. 24.  

Transferee 
If an investor in a Section 3(c)(1) fund or a qualified pur-
chaser gifts or bequeaths his securities to any person, the 
securities are deemed to be owned by such 3(c)(1) per-
son or qualified purchaser due to the transferor’s status.61 
Therefore, if a qualified purchaser transfers securities to 
a trust by gift, then the trust needn’t otherwise satisfy the 
statutory qualified purchaser requirements, including 
the investments threshold or trustee qualification. While 
this rule seems straightforward, practitioners should be 
mindful of trusts or entities providing any form of con-
sideration for the transferred securities. For example, if a 
grantor transfers securities to a trust and the trust, rather 
than the grantor, acquires the grantor’s obligation to 
fund additional contributions related to those securities 
(for example, capital calls to a private equity fund), the 
SEC will treat the trust’s future obligations as consid-
eration.62 Further, a person’s contribution to an FLP in 
exchange for a partnership interest is also a transfer for 
consideration. 

Note that the SEC has stated that a distribution from 
a qualified purchaser trust to a beneficiary doesn’t nec-
essarily transfer qualified purchaser status; rather it’s a 
facts-and-circumstances determination.63

Common Lifetime Planning Structures
If a client is considering creating and funding a trust 
or FLP during his lifetime with exempted securities or 
anticipates that the trust or FLP will invest in exempted 
securities, practitioners should consider the accredited 
investor and qualified purchaser rules when structur-
ing the transaction. We’ll address common funding  
situations below in light of these rules, assuming that 
the grantor at issue, individually or with his spouse, 
is an accredited investor, a sophisticated person and a 
qualified purchaser.

Transfers to revocable trusts. A revocable trust is 
a commonly used testamentary substitute that clients 
may fund during their lifetimes. A grantor’s transfer to a 
revocable trust will typically remain incomplete for gift 

qualified purchaser.53 Thus, there are multiple ways for 
trusts to meet the qualified purchaser requirements. For 
purposes of this rule, “investments” generally include 
cash and cash equivalents, securities, real estate (for 
investment, not personal or business use) and other 
property, only if such property is held for investment 
purposes.54

Family company. A trust may qualify as a family 
company if it holds at least $5 million of investments 
and is for the benefit of two or more individuals related 
“as siblings or spouse (including former spouses), or 
direct lineal descendants by birth or adoption, spouses 
of such persons, the estates of such persons, or foun-
dations, charitable organizations, or trusts established 
by or for the benefit of such persons.”55 Under this rule, 
the trust beneficiaries are considered the owners of the 
trust.56 Therefore, single beneficiary trusts and trusts 
for the benefit of unrelated persons won’t qualify under 
this rule. Further, an FLP with sufficient assets and at 
least two related equity owners may also qualify under 
this rule.

Trusts created and controlled by qualified purchas-
ers. Similar to the accredited investor rules, the policy 
behind the “not formed for the specific purpose” rule is 
to prevent persons who aren’t qualified purchasers from 
pooling their assets to indirectly qualify to invest in a 
fund. The SEC has stated that the purpose of an entity’s 
formation is a facts-and-circumstances determination, 
and no single factor, even the percentage of the entity’s 
assets invested in the issuer, is determinative.57 Most 
trusts, however, serve purposes other than acquiring 
securities, for example, providing transfer tax benefits 
and creditor protection.58

Under ICA Section 2(a)(51)(A)(iii), both the grantor 
and the investment trustee of the trust must be qualified 
purchasers for a trust to meet the qualified purchaser 
requirements. Because a trust may be created after the 
grantor’s death, the grantor must be a qualified purchas-
er at the time he contributed assets to the trust; however, 
the trustee need only be a qualified purchaser at the time 
of the investment decision.59

Institutional investors. A trust or FLP that doesn’t 
otherwise qualify as a qualified purchaser, as discussed 
above, must have at least $25 million of investments 
to qualify as an institutional investor.60 If an institu-
tional investor is acting as a trustee of a trust, the trust 
itself must independently meet the requirements of 

JULY 2016 TRUSTS & ESTATES / trustsandestates.com 23



FEATURE: ESTATE PLANNING & TAXATION

determining the trust’s status under either rule is a bit 
more involved than with a revocable trust. There are 
several factors to consider to determine if a trust qual-
ifies as an accredited investor or a qualified purchaser:  
(1) beneficiaries; (2) trustees; (3) assets or investments; 
and (4) the timing and manner of acquiring securities.

1. Beneficiaries. If the grantor is the sole beneficiary 
of the trust and meets the other criteria set forth in the 
accredited investor entity section, above, the trust could 
qualify as an accredited investor and as a qualified pur-
chaser (if the grantor or the investment trustee is also 
a qualified purchaser). If any other person is a benefi-
ciary, the beneficiary’s status is irrelevant for accredited 
investor purposes. On the other hand, if the beneficia-
ries are related individuals or spouses, foundations or 
trusts created by those persons, the trust will qualify if 
it also meets the asset-level requirements. Therefore, if 

tax purposes. It may be problematic for accredited inves-
tor status if such trust is revocable with the consent of a 
non-adverse party (see the discussion of Rule 501(a)(8), 
above). Therefore, trust drafters should ensure the trust 
is revocable solely by the grantor for this purpose. In the 
case of a joint revocable trust created by two spouses, 
both spouses should be grantors and have the power to 
revoke the trust without the consent of any person other 
than the other spouse. Even if the grantor doesn’t fully 
fund his revocable trust, the assets in the revocable trust 
will be aggregated with his individual assets so that the 
grantor and the trust both have the flexibility to invest 
in exempted securities. Similarly, the grantor’s creation 
of a revocable trust for his benefit will cause the trust to 
be a deemed qualified purchaser if he’s also the trustee.64

Transfers to irrevocable trusts. An irrevocable trust 
may be structured in many different ways, and thus 
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investments to ensure accredited investor and qualified 
purchaser status.  

4. Timing and manner of acquiring securities. The 
trust must be an accredited investor or qualified pur-
chaser, as applicable, at the time of acquiring the secu-
rities. Therefore, if the grantor funds the trust with cash 
or publicly traded securities for the trust to acquire 
exempted securities on its own, the criteria above must 
be satisfied when the trust actually invests in such 
securities. For example, if a grantor funds a trust with 
his annual exclusion amount each year, the trust could 
eventually invest in securities years later when the trust’s 
investments exceed $5 million, so long as the grantor 

was a qualified purchaser at the time he contributed 
assets to the trust. 

On the other hand, if the grantor transfers the secu-
rities to the trust by gift, the trust will automatically 
inherit the grantor’s qualified purchaser status, but not 
his accredited investor status. Note the grantor should 
ensure the issuer permits the transfer to the trust before 
arranging this transfer. In addition, practitioners should 
ensure the grantor has held the initial security for an 
appropriate length of time before he gifts securities to 
the trust.68

If the grantor will transfer the securities to a trust as 
part of a sale to a grantor trust, the trust should inde-
pendently qualify as a qualified purchaser before the sale, 
because only transfers by gift cause the trust to inherit 
the grantor’s qualified purchaser status. Therefore, the 
grantor’s seed gift to the trust, and any appreciation 
thereon, should exceed $5 million prior to his sale of 
securities to the trust (unless the trust otherwise meets 
the qualified purchaser requirements).

the grantor creates a trust for the benefit of the grant-
or’s spouse, descendants and his family foundation, it 
should qualify as a qualified purchaser under the family 
company rule.

2. Trustees. If a bank (within the meaning of the 
Securities Act) is serving as a trustee of a trust, then the 
trust will qualify as both an accredited investor and a 
qualified purchaser based on the bank-trustee’s status. 
Practitioners should ensure the trustee qualifies as a 
bank (for accredited investor status) and has investment 
authority over the trust’s assets. If a bank serves as an 
administrative trustee of a directed trust, an invest-
ment advisor, rather than the trustee, gives investment 
directions to the bank-trustee, which the bank-trustee 
simply implements.65 In that case, the investment advi-
sor, rather than the bank-trustee, directs the decision 
that the bank-trustee follows.66 Therefore, practitioners 
relying on this category to qualify a trust as an accred-
ited investor should consider tailoring the investment 
advisor and administrative trustee’s powers under a 
trust agreement to ensure any bank-trustee maintains 
some level of investment authority. For example, the 
trust agreement could provide that with respect to 
any proposed investment requiring accredited investor  
and/or qualified purchaser status, an individual 
investment advisor’s directions aren’t binding on the 
bank-trustee. With this limitation, the trust will still 
qualify as an accredited investor because the bank con-
tinues to act in a fiduciary capacity when determining 
whether to implement the investment.67

As for qualified purchaser status, as long as the 
bank-trustee is a qualified purchaser (that is, it invests 
at least $25 million of assets on a discretionary basis for 
its own account or for other qualified purchasers, taken 
together), the trust will qualify as a qualified purchaser.  

If an individual is serving as a trustee, practitioners 
should consider naming the grantor or another per-
son as a trustee specifically for investment purposes to 
ensure a sophisticated person and qualified purchaser 
controls trust investment decisions. However, the trust 
agreement should limit the grantor’s authority as a trust-
ee in a manner so as to avoid estate tax inclusion issues 
(for example, creating restrictions on voting stock of a 
controlled corporation under Internal Revenue Code 
Section 2036(b)).

3. Assets. For an irrevocable trust other than a GRAT, 
the trust should (if possible) have at least $5 million of 
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vidually are qualified purchasers.
Assume that Gail invested the LLC’s assets in pub-

licly traded securities having a market value of over  
$5 million. Gail decides to create a new irrevocable 
trust for the benefit of her children and descendants for 
estate planning purposes (the Family Trust) and trans-
fers 99 percent of the GGRT’s membership interests in 
the LLC to the Family Trust. Gail and her brother, Gary, 
are the trustees of the Family Trust but Gail’s authority 
as a trustee is limited to trust investments. Gary has no 
authority over trust investments. The LLC will qualify 
as an accredited investor under Rule 501(a)(8) because 
all of the equity owners of the LLC (Gail, individually, 
the GGRT and the Family Trust) independently qual-
ify as accredited investors. The entity is also a quali-
fied purchaser because the Family Trust’s grantor and 
investment trustee, Gail, is a qualified purchaser, and 
qualified purchasers own all of the equity interests of 
the GGRT.

Finally, assume the same facts as above, but instead 
Gail transfers 99 percent of her individual membership 
interests in the LLC to a new GRAT. Gail is the sole 
beneficiary and trustee of the GRAT. Gail should be 
deemed the equity owner of the GRAT if it meets the 
irrevocable trust criteria described in the accredited 
investor entity section, above. Therefore, the LLC will 
qualify as an accredited investor because Gail is its 
sole equity owner. Further, the trust will be a qual-
ified purchaser because Gail, a qualified purchaser, 
is both the grantor and trustee of the trust.          
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After-Death Structures
If, at the grantor’s death, the trustees hold securities in 
an existing trust or the grantor’s will or revocable trust 
agreement creates new trusts, the applicable governing 
document should name sophisticated persons and/or 
qualified purchasers as investment trustees. This will 
maintain the trust’s preferred status if the trustees intend 
to make future investments in exempted securities.  
Because the qualified purchaser-transferee rules apply to 
testamentary transfers, the trust will inherit the grantor’s 
qualified purchaser status here as well.

Transfers to FLPs
Unlike the trust examples above, an FLP should qualify 
as both an accredited investor and a qualified purchaser 
as long as all of its equity owners are accredited investors 
and qualified purchasers.69 For qualified purchaser pur-
poses only, an FLP having at least $5 million of assets 
and owned by two or more related persons who aren’t 
qualified purchasers will also meet the qualified pur-
chaser requirements.

Examples 
To further illustrate these rules, assume an HNW indi-
vidual with financial expertise, Gail Grantor, forms a 
single member LLC, and she’s the LLC’s sole member. 
Gail manages the LLC’s investments but has no control 
over distributions. If Gail, as manager, determines to 
invest the LLC’s property in exempted securities through 
the LLC, the entity will qualify as an accredited investor 
under Rule 501(a)(8) and a qualified purchaser under 
Rule 2a51-3 because Gail, individually, is an accredited 
investor and qualified purchaser and is the sole equity 
owner of the LLC. 

Assume that Gail transfers her entire membership 
interest in the LLC to The Gail Grantor Revocable Trust 
(GGRT). Gail is the sole beneficiary of the trust during 
her lifetime and retains the sole power to revoke the 
trust. Because Gail has the power to revoke the trust at 
any time and recover all of the trust assets individually, 
she’s the deemed equity owner of the trust. The LLC 
will continue to qualify as an accredited investor under  
Rule 501(a)(8) because Gail, individually, is an accred-
ited investor and is the sole equity owner of the GGRT, 
which in turn is the sole equity owner of the LLC. In 
addition, the LLC will continue to be a qualified pur-
chaser because both the revocable trust and Gail indi-
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