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Elon Musk’s brain-implant startup Neuralink may have misled
regulators about Musk’s leadership role
BY   J E R E M Y  K A H N
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Neuralink, the startup co-founded and run by Elon Musk that hopes to implant
computer chips in people’s brains, may have misled federal securities regulators
about the billionaire entrepreneur’s role at the company.


That’s according to government documents and Fortune interviews with securities
lawyers and a half-dozen former employees of the company. The employees mostly
spoke anonymously out of concern for violating non-disclosure agreements and
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possible retaliation from Musk.


The episode involves a 2018 letter in which an attorney representing Neuralink
downplayed Musk's leadership role at the company in a letter to the Securities and
Exchange Commission. The attorney's characterization contradicts former
employees' accounts, which depict Musk as very much in charge. Neuralink and the
attorney involved in the filing did not respond to requests for comment.

Some securities lawyers said that the incident could further antagonize the SEC,
which has had a rocky relationship with Musk. It might also prompt Congress to
look at the process by which the SEC grants certain waivers to companies looking to
raise money through private share offerings.

Dodging the 'bad actor' stigma

The potentially misleading statements about Musk’s role at Neuralink arose from
the brain-computer interface company’s efforts to avoid the fallout from one of the
most damaging setbacks in Musk’s career.

In 2018, Musk agreed to pay a personal fine of $20 million, step down as chairman
of Tesla for three years, and have his public communication stringently vetted, in
order to settle charges that he had misled Tesla investors about a possible deal to
take the electric-car company private. As part of the settlement, Musk also agreed
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not to make any misleading statements in connection with the sale of securities
going forward.


The Tesla settlement alarmed managers at Musk’s private companies, including at
Neuralink, according to two former Neuralink employees. It made it likely that
Musk would be considered a “bad actor” under a key portion of U.S. securities law,
which in turn would mean these private companies would no longer be allowed to
raise venture capital funds without registering the sale of the shares with the SEC
and having to also register in each state in which those investing in the shares lived.
That would add considerable time and expense to any future fund-raising round.  


To avoid this, Neuralink’s lawyers wrote to the SEC on September 28, 2018,
requesting a waiver from the SEC that would enable Neuralink to continue to
qualify for an exemption from having to register any private share sale with the
SEC. In that request, which is available in SEC records, Roel Campos, a former SEC
commissioner who is now a partner at the law firm Hughes, Hubbard, and Reed, in
Washington, D.C., wrote that Musk “has no executive or management role at
Neuralink.” Campos also stated that “Mr. Musk does not serve as an officer or
director of Neuralink.”


On October 16, 2018, according to agency records, the SEC granted Neuralink this
waiver “based on the facts and representations” in Campos’s letter, and with the
caveat that Musk continue to abide by the Tesla settlement.


But the SEC’s own guidance says that a person is considered an “executive officer”
as long as they perform “policy making functions” at a company similar to those of
a CEO, president, or vice president in charge of a business unit would perform.
Yuliya Guseva, a professor fo securities law at Rutgers University Law School, said
that the SEC also looks broadly at who can, through their control of shares,
influence the decisions of the managers and officers of a company. This ability to
direct management matters far more than an official title, she said.


Musk was never officially listed as the CEO of Neuralink, which was founded in its
current form in 2016. But a half-dozen former Neuralink employees told Fortune
that Musk often referred to himself as Neuralink’s CEO and, although he was not
present at the company on a daily basis, has always had the final say all major
strategic and product decisions at the company. “He definitely had executive
authority,” one former employee said.


https://www.sec.gov/divisions/corpfin/cf-noaction/2018/neuralink-101618-506d.pdf
https://www.sec.gov/info/smallbus/formddefinitions.htm
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What’s more, when Neuralink raised $205 million in a venture capital round in
August 2021, Neuralink listed Musk as the company’s “executive officer” in a
document filed with the SEC, known as a Form D. In two previous such documents,
Musk was not listed at all, even though former employees say that his functional
role at Neuralink has not changed since Musk established the company.


On Form Ds that Neuralink filed in 2017 and 2019, Jared Birchall, a wealth
manager who runs Musk’s family office, is listed as “executive officer.” In 2017,
Birchall is also listed as a “director” and as having the title “president.” In the 2019
document, Birchall is still listed as a director but now has the title of just
“secretary.” Former employees said that Birchall did not exercise decision-making
authority at the company. “It was just a legal convenience having things go out
under Jared’s name,” one former employee said.

In the 2019 Form D, Max Hodak, who was Neuralink’s president at the time, is also
listed alongside Birchall as an “executive officer.” From 2016 until he resigned in
August 2021, day-to-day operations at Neuralink were supervised by Hodak,
according to former employees. But when it came to major company actions, Hodak
was mostly tasked with executing Musk’s decisions, the former employees said.


Neuralink and Campos did not respond to multiple requests to comment for this
story. An SEC spokesperson did not directly address questions related to its
decision to grant Neuralink a waiver, saying only “it could neither confirm nor deny
the existence of any investigation” into the matter.

The SEC's balancing act

https://www.sec.gov/Archives/edgar/data/0001708503/000170850321000002/xslFormDX01/primary_doc.xml
https://www.sec.gov/edgar/search/#/ciks=0001708503&entityName=Neuralink%2520Corp.%2520(CIK%25200001708503)
javascript:window.open(window.clickTag)


2/4/22, 10:20 AM Musk's brain-chip company may have misled securities regulators about his role | Fortune

https://fortune.com/2022/02/04/elon-musk-startup-neuralink-may-have-misled-regulators/ 5/13

Never miss a story about Tesla
FOLLOW

FOLLOW THE AUTHOR:

MORE TOPICS:

VIEW MORE

Securities lawyers said, based on Fortune’s reporting, that there was a good chance
Neuralink’s 2018 letter and also possibly its 2017 and 2019 Form Ds contained
misleading statements. “My guess is that is not a true statement,” Julie O’Neill, a
securities lawyer at Bowditch, a law firm in Boston, said of Neuralink’s claim that
Musk was not an officer of the company. O’Neill also said that making materially
false statements on Form D could be illegal. Making false statements to SEC
officials is also a criminal offense. Both are punishable by potential fines and even
imprisonment.


“Arguably it is a materially false representation on which they relied in granting the
waiver,” said David Chase, a former attorney with the SEC’s division of enforcement
who now runs his own private practice representing white-collar defendants.


Chase said that given his experience at the SEC’s enforcement division, the agency
“would not take kindly” to being misled, especially by Musk, given the high-profile
nature of its 2018 settlement with the billionaire. “It could have serious
implications in terms of not only unwinding that particular waiver, but the SEC
may want to revisit the entirety of the settlement,” Chase said.


The SEC has already reportedly called Musk on the carpet for violations of the 2018
Tesla settlement. In letters to Tesla sent in 2019 and 2020, the SEC twice accused
Musk and Tesla of violating the terms of the settlement by not properly vetting
Musk’s tweets, according to a June 2021 story in The Wall Street Journal.
Neuralink’s potentially misleading statements about Musk’s role at the company
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could add momentum to any SEC effort to go after Musk for violating the terms of
the settlement.


That's not a certainty, however. Stephen Diamond, a professor at the University of
Santa Clara Law School who specializes in corporate governance and securities law,
said that it appeared likely the SEC granted the Neuralink waiver based on more
than just Campos’s statements about Musk’s authority at the company.


The agency likely took into account Campos’s other arguments, which included the
fact that the misconduct that lead to Musk’s SEC settlement concerned Tesla, which
is a completely separate corporate entity from Neuralink, in a completely unrelated
field, and the fact that Neuralink itself had never been accused of any misconduct
related to the sale of securities, he said.


The SEC, Diamond said, would also have had to weigh the deterrent effect of
making it harder for Musk’s other companies, such as Neuralink, to raise capital,
against the extent to which it was unfair to essentially punish Neuralink’s
employees and other investors for Musk’s misconduct at a different company. He
said it was likely the rationale for granting the waiver might still be valid, even if
Campos had not been fully forthcoming about exactly how much sway Musk
exercised at Neuralink. He also said it was unlikely the SEC was unfamiliar with
how much influence Musk had at Neuralink, even if he held no formal managerial
title.


Donald Langevoort, a professor of securities law at Georgetown University Law
School, said that Campos no doubt chose the terminology in his letter extremely
carefully, but that it still might violate the spirit of the SEC regulations.

“The SEC strongly takes the position that in all correspondence you offer the truth,
the whole truth and nothing but the truth, rather than play with definitions in a
clever, technical way that misleads,” he said.


Representative Maxine Waters (D-California), who chairs the House Committee on
Financial Services, has several times introduced legislation that would make it more
difficult for the SEC to grant waivers such as the one Neuralink obtained in cases
where top corporate officials or controlling shareholders have been deemed “bad
actors” due to past securities law violations or misconduct.


The latest version of that bill, which was introduced in 2019 but failed to make it
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out of committee, would have eliminated the agency’s ability to handle waiver
requests confidentially; instead, it would have made waiver requests subject to a
public hearing. It would also have forced the SEC to find that the waiver was in the
public interest, was necessary to protect investors, and promoted market integrity,
before one could be granted.


Diamond said that if it were true that Neuralink made misrepresentations to the
SEC in its effort to obtain a waiver, that would potentially strengthen Waters’
efforts to crack down on the agency’s waiver process.

https://fortune.com/section/Tech/?queryly=related_article
https://fortune.com/2022/01/31/neuralink-elon-musk-brain-implant-startup-leadership-turmoil-max-hodak/?queryly=related_article
https://adclick.g.doubleclick.net/pcs/click?xai=AKAOjstHwAmN5ABKe-jWA5a0-TKR5ljEqHHi77qAxp6lDBHeZH1m6tAQY0swtpk9p7sbujcTjRhKdzcVPzvj3o5ITqEXjXqymMPHYivdT3no3apNxnjhrxuMoth7CNBIz-8JqAnV9TeLAUm7g3iPbFxsBs7w470xPPWGBwZh40aFYCs-6AOj7OXQrRFhBIZvNe5gETBWEff81RcI9r8lFvLOiDTMmCxR_ajSa4j3mXdZuKzsj2gY4E89bPFh3c6ZoNKUI9B3vrgGA--wZbVfBnImOLILyKFGlEPGLJMqbI3vikmMwdGxf2nhDAylBGDXGAzvj6vkvMbpl9w53cocuD2AqMja5rfXvjvx7DSFpeJoCa9Cp_X8h6zMJgcAz7PojvxFKLCKIiOsYcI9VndRhct37EW213uqVYc7yYt4r8ZECPsNlUNKx1YDhT53lacbgjemhjIieOrzijAnF8Kh067w3wqU0QuVGxdEUXQJaGjtkgHkALnBrqc4bWEY6MyYKw-YzrisTDW2dY2bHELNDB9pEDDivbfvpFg6Z1TJ1lMQtcBU-JlEqOXVppTlrcPa6LIpz2N-NkFEYPEloc8JLoL--xXT0ecvlyQhs-zfF5n6ndOb_mCoSaeD-Vaooby0E3MdFT5Psvk65ezuiwsbtn6hUpAaMIhpxlr8-xPCW_rOotgLFklT176udc3t9cmIyzlZcKMK34cNr1iZqGs24OfhMEYoSHSnp5iEZxE9TJnE-gJ9JsW6Q_0yVYABtKLdH3ESXe0IR8RJX7k8LUhvG4cWdwZ7ROKxCF9jveYn28naTGPvoGprtu50nKzgP84gfnDCMHI9Ptdp-7rt2NXYP5K6AkD0PWiBv4_s7FQJ7jQ1lXa4WE7TQ3sBa3pggwMdu05q4i7-or6KZvjflNuqmZTscNduVNv7k70bFIDRLpVtTNIBHegPrX-fineiIjMdOLfrUOM7tXdYwS4jaa_aSsXiVZIl16SRYDPvfn4dfTFp5-lgjDQTdHNEaz287G1Skajq_iJmDw_OJlCdBSXUoY2diMBCFjHaEj9p5lHz-ckW7QInuIaugpJQ5RyOmt__wEgDy-fExdXPMSKPjw-hMKAP1VBsco0G1-K0cgqVNoiEY5jyCQi6CXXi71TwpateGwxpHLliXvgzF4Pu_q0yhdAL5caAnte3AFi9y2i0Z72GYkutbC00OK79Zh9IaZn7keDVWKEqirRfeFgkPBeVKvUZ_l45hyKrwptQfu2IwSxsnijS2qg1rp0E9g&sai=AMfl-YQ4tWJLs9QbhCG_9n0kfH4bfWJ0IsXwE8a3La7u2I5d5zXrYZuLW5vfQKs0LjKQLIJaJ6saC45V4zgvpba8hX38KXwxORvmElI5OBygJ5gQHu_18S3SM3mDeQhTvNYNTXGOI5U4QD1x4vAC6hS2Sg9CiZ4phRpwsBcweLSfCXoCAKPwwXemo-0rAHsYv6g5&sig=Cg0ArKJSzF6w2rGjoAhQ&cry=1&fbs_aeid=[gw_fbsaeid]&urlfix=1&adurl=https://www.paramountplus.com/movies/south-park-post-covid-the-return-of-covid/Wnj6RyDK_sWCjm81KIBBZOk_PwsfWnii/%3Fftag%3DPPM-20-10ajf6a%26dclid%3D%25edclid!
https://fortune.com/2022/01/31/neuralink-elon-musk-brain-implant-startup-leadership-turmoil-max-hodak/?queryly=related_article

