HOUSE BILL No. 5763

HOUSE BILL No. 5763

May 10, 2000, Introduced by Reps. Richner, Bishop, Shulman, Hart, Baird and Koetje
and referred to the Committee on Family and Civil Law.

A bill to amend 1964 PA 265, entitled
"Uni form securities act,"”
by amending the title and sections 101, 102, 103, 201, 202, 203,
204, 301, 304a, 305, 401, 402, 403, 405, 406, 409, 410, 412, 413,
414, and 417 (MCL 451.501, 451.502, 451.503, 451.601, 451.602,
451. 603, 451.604, 451.701, 451.704a, 451.705, 451.801, 451.802,
451. 803, 451. 805, 451.806, 451.809, 451.810, 451.812, 451. 813,
451. 814, and 451.817), section 201 as anended by 1996 PA 349,
sections 202, 203, 402, and 410 as anended by 1990 PA 150, sec-
tion 304a as added and section 305 as anended by 1996 PA 529,
sections 401 and 409 as anended by 1988 PA 408, and section 413
as anmended by 1992 PA 207, and by addi ng sections 202a and 308.

THE PEOPLE OF THE STATE OF M CHI GAN ENACT:
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TI TLE
An act to enact the uniformsecurities act relating to the
i ssuance, offer, sale, or purchase of securities; —and—comodity
contracts;— to prohibit fraudulent practices in relation
—thereto— TO SECURITIES; to establish civil and crim nal
—penalti+es— SANCTIONS for violations of the act and civil
—penatties— SANCTIONS for violation of the rules pronul gated pur-

suant to the act; to require the registration of broker-deal ers,

—and—thet+—princitpals;— agents, investnent advisers, —commodity

issuers;— and securities; to make uniformthe law with reference
—thereto— TO SECURITIES; and to repeal —certain— acts and parts
of acts.

Sec. 101. It is unlawful for any person, in connection wth

the offer, sale, or purchase of any security, —or—conmmodity
contracts— directly or indirectly:

(1) To enploy any device, schene, or artifice to defraud.

(2) To make any untrue statenent of a material fact or to
omt to state a material fact necessary in order to nmake the
statements made, in the light of the circunstances under which
they are nmade, not m sl eadi ng.

(3) To engage in any act, practice, or course of business

whi ch operates or would operate as a fraud or deceit upon any

per son.

Sec. 102. (a) —t+t—+suntawful—Ffor—any person—whorecetrves
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anatyses—or—reports—or—otherwise— AN | NVESTMENT ADVI SER, A
FEDERALLY COVERED ADVI SER, OR A PERSON WHO REPRESENTS AN | NVEST-
MENT ADVI SER OR A FEDERALLY COVERED ADVI SER SHALL NOT, DI RECTLY
OR | NDI RECTLY, DO ANY OF THE FOLLOW NG

(1) —To—enptoy—any— EMPLOY A device, schene, or artifice to
defraud —the—-other—person— A CLI ENT OR PROSPECTI VE CLI ENT.

(2) —To—engage— ENGACE in —any— AN act, practice, or course
of busi ness —whiech— THAT operates or —would— COULD operate as a

fraud or deceit upon —the—other—person— A CLI ENT OR PROSPECTI VE
CLI ENT.

(3) Acting as principal for his OR HER own account, know-
ingly te— sell any security —er—comodity—<contract—to— or pur-
chase any security —er—comodity—<contract— from an investnent
advisory client, or acting as a broker for a person other than
that client, know ngly —to— effect any sale or purchase of any
security —er—conmmodity—contract— for the account of that client,
wi t hout disclosing to the client in witing before the conpletion
of the transaction the capacity in which he OR SHE is acting and
obt ai ning the consent of the client in witing to the
transaction. The prohibitions of this subdivision —shatH— DO not
apply to a transaction with a custoner of a broker-dealer if the
broker-dealer is not acting as an adviser in relation to the
transacti on.

(b) It is unlawful for any investnent adviser to enter into,
extend, or renew any investnent advisory contract unless it pro-

vides in witing ALL OF THE FOLLOW NG
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(1) That the investnment adviser shall not be conpensated on
the basis of a share of capital gains upon or capita

appreciation of the funds or any portion of the funds of the

client. —

(2) That no assignnment of the | NVESTMENT ADVI SORY contract
may be nmade by the investnent adviser w thout the consent of the
other party to the contract. ——antd—

(3) That the investnment adviser, if a partnership, shal
notify the other party to the I NVESTMENT ADVI SORY contract of any
change in the menbership of the partnership within a reasonable
time after the change.

(c) It is unlawful for any investnent adviser acting as a
finder to DO ANY OF THE FOLLOW NG

(1) Take possession of funds or securities in connection
with the transaction for which paynent is made for services as a
finder.

(2) Fail to disclose clearly and conspicuously in witing to
all persons involved in the transaction as a result of his or her
finding activities before the sale or purchase that the person is
acting as a finder, —a— ANY paynent for services as a finder, the
nmet hod and anmount of paynment, as well as any beneficial interest,
direct or indirect, of the finder or a nenber of the finder’'s
imredi ate famly in the issue of the securities —or—comodities—
that are the subject of services as a finder.

(3) Participate in the offer, purchase, or sale of a secur-

ity —or—eomrodity— in violation of section 301. However, if the
i nvest nent advi ser makes a reasonable effort to ascertain if a
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5
regi stration has been effected or an exenption order granted in
this state —— or —altermativety— TO ASCERTAIN the basis for an

exenption claimand does not have know edge that the proposed
transaction would violate section 301, his or her activities as a
fi nder —shalHH— DO not violate section 301.

(4) Participate in the offer, purchase, or sale of a secur-
ity —or—commodity— w thout obtaining information relative to the
risks of the transaction, the direct or indirect conpensation to
be received by pronoters, partners, officers, directors, or their
affiliates, the financial condition of the issuer, and the use of
proceeds to be received frominvestors, or fail to read any
offering materials obtained. This section —shalHH— DCES not
requi re i ndependent investigation or alteration of offering mate-
rials furnished to the finder.

(5) Fail to informor otherw se —nstre— ENSURE di scl osure
to all persons involved in the transaction as a result of his or
her finding activities of any material information which the
finder knows, or in the exercise of reasonable care should know
based on the information furnished to himor her, is material in
maki ng an i nvestnent decision, until conclusion of the
transacti on.

(6) Locate, introduce, or refer persons that the finder
knows, or after a reasonable inquiry should know, are not suit-
abl e investors by reason of their financial condition, age,
experience, or need to diversify investnents.

(D) #/— The finder is not required to independently

generate information.
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(E) UNLESS WAI VED BY THE ADM NI STRATOR, AN | NVESTMENT
ADVI SER REG STERED OR REQUI RED TO BE REG STERED UNDER THI S ACT
SHALL, I N ACCORDANCE W TH THE PROVI SIONS OF THI S SECTI ON, FURNI SH
EACH ADVI SORY CLI ENT AND PROSPECTI VE ADVI SORY CLI ENT WTH A WRI T-
TEN DI SCLOSURE STATEMENT VWHI CH MAY BE A COPY OF PART Il OF I TS
FORM ADV OR VWRI TTEN DOCUMENTS CONTAI NI NG THE | NFORMATI ON REQUI RED
BY PART Il OF FORM ADV. AN | NVESTMENT ADVI SER SHALL DELI VER THE
DI SCLOSURE STATEMENT REQUI RED BY THI S SECTION TO A CLI ENT OR PRO
SPECTI VE CLI ENT NOT LESS THAN 48 HOURS PRI OR TO ENTERI NG | NTO AN
I NVESTMENT ADVI SORY CONTRACT W TH THE CLI ENT OR PROSPECTI VE
CLI ENT, OR AT THE TI ME OF ENTERI NG | NTO THE | NVESTMENT ADVI SORY
CONTRACT | F THE ADVI SORY CLI ENT HAS A RI GHT TO RESCI ND THE
| NVESTMENT ADVI SORY CONTRACT W THOUT PENALTY W THI N 5 BUSI NESS
DAYS OF ENTERI NG | NTO THE | NVESTMENT ADVI SORY CONTRACT.

(F) AN I NVESTMENT ADVI SER SHALL ANNUALLY AND W THOUT CHARGE
DELI VER OR OFFER TO DELI VER TO EACH OF I TS ADVI SORY CLI ENTS THE
DI SCLOSURE STATEMENT REQUI RED BY THI S SECTI ON.  ANY DI SCLOSURE
STATEMENT REQUI RED BY THI S SECTI ON AND REQUESTED I N WRI TI NG BY AN
ADVI SORY CLI ENT PURSUANT TO AN OFFER TO DELI VER MUST BE MAI LED OR
DELI VERED W THI N 5 BUSI NESS DAYS OF THE REQUEST. THE DELI VERY OR
OFFER TO DELI VER REQUI RED BY THI S SECTI ON NEED NOT BE MADE TO
ADVI SORY CLI ENTS RECEI VI NG ADVI SORY SERVI CES SCLELY PURSUANT TO A
CONTRACT W TH AN | NVESTMENT COMPANY REQ STERED PURSUANT TO SEC-
TION 15(c) OF THE | NVESTMENT COMPANY ACT OF 1940, 15
U.S. C. 80a-15.

(G —(d)— Subsection (b)(1) —of—thrs—section—shalt—rmot—be
construed—to— DOES NOT prohibit an investnent advisory contract
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7
whi ch provides for conpensation based upon the total value of a
fund averaged over a definite period, or as of definite dates, or
taken as of a definite date, —or—shalt— AND DCES not apply to an
i nvestment advisory contract with an investnment conpany regis-
tered under the investnent conpany act of 1940, or any person,
except a trust, collective trust fund, or separate account
referred to in section 3(c)(11) of the investnent conpany act of
1940, 15 U.S.C. 80a-3, if the I NVESTMENT ADVI SORY contr act
relates to the investnment of assets in excess of $1, 000, 000. 00,
and the | NVESTMENT ADVI SORY contract provides for conpensation
based on the asset value of the conpany or fund under managenent
averaged over a specific period and increasing and decreasing
proportionately with the investnent performance of the conpany or
fund over a specific period in relation to the investnent record
of an appropriate index of securities prices, or —stch—-other—
ANOTHER neasure of investnent performance as the adm nistrator by
rule, regulation, or order may specify. For purposes of deter-

m ni ng whet her subsection (b)(1) applies to an investnent

advi sory contract, the point fromwhich increases and decreases
in conpensation are neasured shall be the fee which is paid or
earned when the investnent performance of the conpany or fund is
equi valent to that of the index or other neasure of performance,
and an index of securities prices shall be —deemed— CONSI DERED
appropriate unless the adm nistrator by order shall determ ne
otherwise. The definition of the term"assignnent" and the other

terns used in this section shall be the sane as the definitions
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of those ternms in the investnment advisers act of 1940. ——=as
arended—

(H —e)— Unless the adm nistrator by rule or order pernmts
—steh— TAKI NG OR HAVI NG custody, it is unlawful for any invest-
ment advi ser not registered as a broker-dealer to take or have
custody of any securities or funds —or—comrodity—contracts— of
any client.

(1) (HH— It is unlawful for an agent registered with a
br oker -deal er to conduct business as an investnent adviser OR AN
I NVESTMENT ADVI SER REPRESENTATI VE except through the
br oker-deal er with which the agent is registered and with the
witten consent of the broker-dealer filed with the adm nistra-
tor, in a formand subject to terns and conditions acceptable to
t he adm ni strator

Sec. 103. It is unlawful for any person with intent to
deceive to nmake, offer, or sell imtation or false ingots, bars
of —boutHH+on— BULLION, wafers, nedals, or simlar artifacts, or
certificates or other instruments representing securities. —or
comodi-ties—

Sec. 201. (a) A person shall not transact business in this
state as a broker-deal er —conmrodity—+issuer— or agent unl ess
regi stered under this act.

(b) A broker-dealer or issuer shall not enploy an agent
unl ess the agent is registered. The registration of an agent is
not effective during any period when the agent is not associated
with a particular broker-dealer registered under this act or a

particular issuer. |If an agent begins or term nates a connection
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with a broker-dealer or issuer, or begins or term nates those
activities that nmake himor her an agent, the agent as well as

the broker-deal er or issuer shall imrediately notify the adm nis-

trator in witing on a formprescribed by the adm nistrator.

20 (© —(d)y— A person shall not transact business in this state
21 as an investnent adviser unless the person —compties—wth— MEETS

22 1 or nore of the follow ng:

23 (1) The person is registered under this act.

24 (2) The person is registered as a broker-deal er without the

25 inposition of a condition under section 204(b)(5).

26 (3) The person’s only clients in this state are investnent

27 conpanies, as defined in section 3 of the investnent conpany act
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of 1940, —tittet+—of—chapter—686,—54Stat—789%— 15 U S.C. 80a-3,
—ot— i nsurance conpani es, banks, or trust conpanies.

(4) THE PERSON IS AN | NVESTMENT ADVI SER WHO | S NOT REQUI RED
TO BE REG STERED AS AN | NVESTMENT ADVI SER UNDER THE | NVESTMENT
ADVI SERS ACT OF 1940 | F ANY OF THE FOLLOW NG APPLY:

(A) THE | NVESTMENT ADVI SER' S ONLY CLIENTS IN THI S STATE ARE
OTHER | NVESTMENT ADVI SERS, FEDERALLY COVERED ADVI SERS,

BROKER- DEALERS, OR | NSTI TUTI ONAL | NVESTORS.

(B) THE | NVESTMENT ADVI SER HAS NO PLACE OF BUSINESS IN TH S
STATE AND THE | NVESTMENT ADVI SER DI RECTS BUSI NESS COMMUNI CATI ONS
IN THI S STATE TO A PERSON WHO | S AN EXI STI NG CUSTOVER AND WWHOSE
PRI NCl PAL PLACE OF RESIDENCE IS NOT IN TH S STATE.

(C THE | NVESTMENT ADVI SER HAS NO PLACE OF BUSINESS IN TH S
STATE AND THE | NVESTMENT ADVI SER DURI NG THE PRECEDI NG 12- MONTH
PERI OD HAS HAD NOT MORE THAN 5 CLI ENTS, OTHER THAN THOSE SPEC -
FI ED | N SUBPARAGRAPH (A), WHO ARE RESI DENTS OF THI S STATE.

(5) —|4)— The person’s only clients in this state are indi-
vi dual s who access the person’s services through a 1-900 or
—1-8060— TOLL- FREE t el ephone nunber and the services are generic
in nature and not custom zed or specific to an individual and

woul d not otherwi se be considered the offering of investnent

advi ce.

(6) THE PERSON | S A FEDERALLY COVERED ADVI SER

(7) A FEDERALLY COVERED ADVI SER WHOSE ONLY CLI ENTS ARE
| NVESTMENT COVPANI ES AS DEFI NED I N SECTION 3 OF THE | NVESTMENT
COVPANY ACT OF 1940, 15 U.S.C 80a-3.
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(D) (te)y— Aregistration under this section —shatHt—be— IS

N

ADM NI STRATOR AND EXPI RES ON DECEMBER 31 OF THAT YEAR IF A
PERSON DOES NOT FI LE AN ANNUAL REPORT, W TH THE | NFORVATI ON

10 REQUI RED BY THE ADM NI STRATOR, BEFORE DECEMBER 31 OF EACH YEAR,
11 THE PERSON SHALL NOT CONTI NUE TO TRANSACT BUSI NESS I N THI S STATE
12 AS AN | NVESTMENT ADVI SER, BROKER- DEALER, OR AGENT.

© 00 N o o b
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(E) —(th)— The registration provisions of this act do not
apply to a county treasurer acting under his or her authority

under the | ocal governnment investnment pool act, —Act—No—3121—of

M-ehi-gan—Conpited—taws— 1985 PA 121, MCL 129. 141 TO 129. 150.
(F) —t)— A person licensed or registered as a nortgage

broker, nortgage | ender, or nortgage servicer under the nortgage
brokers, |enders, and servicers licensing act, —Act—No—173—of

the—M-echigan—Conptted—taws,—shalt—be— 1987 PA 173, MCL 445. 1651
TO 445.1684, |S exenpted fromregi stering as a broker-deal er

under this act for the offer or sale of nortgage | oans as defined
under —Aet—No—173—of thePubliecActs—of—1987— THE MORTGAGE
BROKERS, LENDERS, AND SERVI CERS LI CENSI NG ACT, 1987 PA 173, MCL
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445, 1651 TO 445.1684. —Enmptoyees— AN EMPLOYEE of —persons— A
PERSON | i censed or regi stered under —Act—No—173—of thePublic
Acts—of —1987—are— THE MORTGAGE BROKERS, LENDERS, AND SERVI CERS
LI CENSI NG ACT, 1987 PA 173, MCL 445.1651 TO 445. 1684, 1S exenpted
fromthe agent registration provision of this act for THE offer
or sale of nortgage | oans as defined under —that—act— THE MORT-
GAGE BROKERS, LENDERS, AND SERVI CERS LI CENSI NG ACT, 1987 PA 173,
MCL 445. 1651 TO 445. 1684, when acting as —enptoyees— AN EMPLOYEE
of the licensed —persons— OR REG STERED PERSON.

Sec. 202. (a) A broker-deal er, —principal—conmrodity
tssuer;— agent, or investnent adviser may obtain an initial reg-
istration by filing with the adm nistrator an application
together with a consent to service of process pursuant to section
414(g). The application shall contain —whatever— THE i nformati on
THAT the admi nistrator by rule requires concerning —stch—ratters
as— ANY OF THE FOLLOW NG

(1) The applicant’s form and place of organization.

(2) The applicant’s proposed nethod of doing business. —;

(3) The qualifications and business history of the appli-
cant; in the case of a broker-dealer or investnent adviser, the
qualifications and business history of any partner, officer, or
di rector, any person occupying a simlar status or performng
simlar functions, or any person directly or indirectly control -
l'ing the broker-dealer or investnent adviser; and, in the case of

an investnment adviser, the qualifications and business history of

any enpl oyee. —
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(4) Any injunction or adm nistrative order or conviction of
a m sdeneanor or of a felony. ——and—

(5) The applicant’s financial condition and history.

(B) The administrator may by rule or order require an appli-
cant for initial registration to publish an announcenent of the
application in 1 or nore specified newspapers published in this
state. Registration becones effective upon order of the
adm nistrator. The adm nistrator may by rule or order establish
cl asses of or otherw se condition the registration of
br oker - deal ers, —principals,—comodi-ties—+ssuers,— agents, or
i nvest ment advi sers.

(C —b)— Every applicant for registration shall pay a
filing fee and every registrant shall pay an annual fee of
$250.00 in the case of a broker-deal er, —$256-00—+inthe—caseof—=a
$30.00 in
the case of an agent, and $150.00 in the case of an investnment
adviser. Every applicant filing an application for registration
of a successor pursuant to —section—202(c)— SUBSECTI ON (D) shal
pay a filing fee of $100.00 for the unexpired portion of the
year. A —++eensed— REQ STERED agent who has terminated his or
her connection wth a broker-dealer shall pay a transfer fee of
$10. 00 when transferring his or her connection to another
br oker-deal er. The admnistrator, in connection with any exam -
nation pursuant to section 204(b)(6), may require by rule the
paynment of a reasonable fee sufficient to defray the expense of
preparing, adm nistering, scoring, and dissem nating informtion

concerning the exam nation. The adm nistrator may either collect
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this fee for, or direct that it be paid in whole or in part to,
any agency, association, or organization cooperating in admnis-
tering this exam nation

(D) |e)— A registered broker-deal er ——comodityt+sstuer,—
or investment adviser may file an application for registration of
a successor, whether or not the successor is then in existence.
The admi nistrator may grant or deny the application.

(E) AN APPLI CANT FOR REQ STRATI ON UNDER THI S ACT OR AN
| SSUER WHO OFFERS OR SELLS A SECURITY IN THI S STATE THROUGH ANY
PERSON SHALL FILE WTH THE ADM NI STRATOR, I N THE FORM PRESCRI BED
BY THE ADM NI STRATOR BY RULE OR ORDER, AN | RREVOCABLE CONSENT TO
SERVI CE OF PROCESS.

(F) d)— The adm nistrator may by rule OR ORDER require a
m ni mrum capital for registered broker-deal ers ——comodity
ssuers;— WHO ARE SUBJECT TO SECTION 15 OF TITLE | OF THE SECURI -
TI ES EXCHANGE ACT OF 1934, 15 U.S.C. 780, and investnent advisers
WHO ARE SUBJECT TO SECTI ON 222 OF THE | NVESTMENT ADVI SERS ACT OF
1940, 15 U. S.C. 80b-18a, and prescribe a ratio between net capi-
tal and aggregate indebtedness. |If the registrant fails to
conply with the m nimum net capital requirenent, the registrant
shall imedi ately cease all investnent advisory —services;,— OR
securities ——or—comodi-ties— busi ness operations and pronptly
notify the admnistrator of its failure to maintain the required
net capital, of the steps to be taken to cure the net capital
deficiency, and of its anticipated date of reopening business

operations. The registrant shall not reactivate its securities
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1 —or—comodities— or investnent advisory busi ness OPERATI ONS

2 without prior notification to the adm nistrator.
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(G THE ADM NI STRATOR MAY REQUI RE A FI DELI TY BOND FROM A
BROKER- DEALER, AGENT, OR | NVESTMENT ADVI SER WHO | S REQUI RED TO BE
REG STERED UNDER THI S ACT.

(H —g)— Unless the requirenent is waived by rule or order
of the adm nistrator, all persons, including but not [imted to
partners, officers, directors, and agents enpl oyed by a
br oker - deal er ——comrodity—+ssuer5— or investnent adviser who are
regularly enployed within this state shall, as a condition of
enpl oynent, be fingerprinted. The adm nistrator may process the
fingerprint cards wwth the federal bureau of investigation and
the departnent of state police either directly or through the
nati onal association of securities dealers. The fingerprints or
information relating to the fingerprints shall be used for the
official use of the adm nistrator only.

SEC. 202A. (A) EXCEPT AS PROVI DED I N SUBSECTI ON (B), BEFCRE
CONDUCTI NG BUSI NESS | N THI S STATE, A FEDERALLY COVERED ADVI SER
SHALL FILE WTH THE ADM NI STRATOR SOVE OR ALL OF THE DOCUMENTS
THAT THE FEDERALLY COVERED ADVI SER HAS FI LED W TH THE SECURI Tl ES
AND EXCHANGE COWM SSI ON, AND AMENDMVENTS TO DOCUMENTS FI LED W TH
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THE SECURI TI ES AND EXCHANGE COWM SSI ON, AS THE ADM NI STRATOR BY
RULE REQUI RES. THE ADM NI STRATOR MAY REQUI RE A CONSENT TO SERV-
| CE OF PROCESS AND A FEE | N CONJUNCTI ON W TH THE FI LI NG,

(B) A FEDERALLY COVERED ADVI SER |'S NOT REQUI RED TO MAKE A
NOTI CE FILING | F 1 OR MORE OF THE FOLLOW NG APPLY TO THE FEDER-
ALLY COVERED ADVI SER:

(1) HE OR SHE | S A REG STERED BROKER- DEALER WHO |'S NOT
SUBJECT TO A CONDI TI ON | MPOSED UNDER SECTI ON 204(B) (5).

(2) HE OR SHE |'S NOT AN | NVESTMENT ADVI SER UNDER SECTI ON
401(1) (1), (2), (3), (4, (6), (7), (8), (9), OR (11).

(3) HE OR SHE DOES NOT HAVE A PLACE OF BUSI NESS | N THE STATE
AND DURI NG ANY PERI OD OF 12 CONSECUTI VE MONTHS HE OR SHE DOES NOT
HAVE MORE THAN 5 CLIENTS IN TH S STATE OTHER THAN | NVESTMENT COM
PANI ES AS DEFI NED | N THE | NVESTMENT COVPANY ACT OF 1940 OR CLI -
ENTS DESCRI BED | N SECTI ON 401(1)(5) (A).

(4) H'S OR HER ONLY CLIENTS IN THI'S STATE ARE | NDI VI DUALS
WHO ACCESS HI'S OR HER SERVI CES THROUGH A TOLL- FREE TELEPHONE
NUVBER, AND THE SERVI CES ARE GENERI C | N NATURE, ARE NOT CUSTOMW
| ZED OR SPECI FI C TO AN | NDI VI DUAL, AND ARE NOT OTHERW SE THE
OFFERI NG OF | NVESTMVENT ADVI CE.

(C) A NOTICE FILING SHALL BE EFFECTI VE UPON RECEl PT BY THE
ADM NI STRATOR AND SHALL EXPI RE ON DECEMBER 31 OF THE YEAR OF
FILING A FEDERALLY COVERED ADVI SER SHALL MAKE A NEW NOTI CE
FI LI NG TO CONDUCT BUSI NESS I N THI'S STATE I N A SUBSEQUENT CALENDAR
YEAR.

(D) A FEDERALLY COVERED ADVI SER MAY TERM NATE OR W THDRAW A
NOTI CE FI LI NG BY NOTI FYI NG THE ADM NI STRATOR OF THE TERM NATI ON

02726’ 99



19
OR WTHDRAVAL IN WRI TING. A TERM NATI ON OR W THDRAWAL | S
EFFECTI VE UPON RECEI PT BY THE ADM NI STRATOR OF THE WRI TTEN
NOTI FI CATI ON

(E) A FEDERALLY COVERED ADVI SER THAT ACQUI RES THE BUSI NESS
OF AN | NVESTMENT ADVI SER OR ANOTHER FEDERALLY COVERED ADVI SER, OR
AN | NVESTMENT ADVI SER THAT ACQUI RES THE BUSI NESS OF A FEDERALLY
COVERED ADVI SER, SHALL MAKE A NOTI CE FI LI NG

(F) I'F A FEDERALLY COVERED ADVI SER FI LES AN AMENDVENT W TH
THE SECURI TI ES AND EXCHANGE COVM SSI ON TO CORRECT | NFORMATI ON
THAT | S OR BECOVES | NACCURATE OR | NCOVPLETE I N A DOCUMENT ALSO
FI LED WTH THE ADM NI STRATOR AS PART OF A NOTI CE FI LI NG THE FED
ERALLY COVERED ADVI SER SHALL FI LE A COPY OF THE AMENDVENT W TH
THE ADM NI STRATOR.

(G I F A FEDERALLY COVERED ADVI SER FI LES AN AMENDVENT TO I TS
DI SCI PLI NARY HI STORY W TH THE SECURI TI ES AND EXCHANGE COWMM SSI ON
THE FEDERALLY COVERED ADVI SER SHALL AT THE SAME Tl ME FILE A COPY
OF THE AMENDVENT W TH THE ADM NI STRATOR

(H FOR PURPOSES OF THI S SECTI ON, "NOTI CE FI LI NG' MEANS THE
DOCUMENTS FI LED W TH THE ADM NI STRATOR UNDER SUBSECTI ON (A).

Sec. 203. (a) Every registered broker-deal er ——comodity
tsster>— and i nvestnent advi ser shall nmake and keep —stech—
accounts, correspondence, nenoranda, papers, books, and ot her
records as the admi nistrator by rule OR ORDER prescribes. Al
records —so— required shall be preserved for 3 years unless the
adm ni strator by rule OR ORDER prescri bes otherwi se for particu-

| ar types of records.
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(b) Every registered broker-deal er ——comopdity—+sstuer— and
i nvestment adviser shall file —sueh— financial reports as the
adm ni strator by rule prescribes.

(c) If the information contained in any docunent filed with
the adm nistrator is or becones inaccurate or inconplete in any
material respect, the registrant shall pronptly file a correcting
amendnment unl ess notification of the correction has been given
under section 201(b).

(d) All the records referred to in subsection (a) are
subject at any tine or fromtine to tinme to —such— reasonabl e
periodic, special, or other exam nations by representatives of
the adm nistrator, within or without this state, as the adm ni s-
trator —deens— CONSI DERS necessary or appropriate in the public
interest or for the protection of investors. The expenses rea-
sonably attributable to the exam nation of a matter arising under
this section may be charged to the applicant or registrant
i nvol ved. For the purpose of avoiding unnecessary duplication of
exam nations, the adm nistrator, insofar as it deens it practica-
ble in adm nistering this subsection, may cooperate and exchange
information with the securities and commodities adm nistrators of
ot her states, the securities and exchange comm ssion, the conmod-
ity futures trading conm ssion, —and— any national securities
exchange or national securities association registered under the
securities exchange act of 1934, and other appropriate |aw
enforcement agencies. Failure of a registrant to pronptly pro-

vide records for inspection shall be cause for a summary
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suspensi on order until conclusion of the exam nation of the
records.

(e) A registered broker-deal er —comrodity—+ssuer,— or
i nvest ment adviser may not withdraw or termnate its registration
unl ess the registrant has conplied with all of the foll ow ng:

(1) Filed a broker-deal er ——comodity—+ssuer,— or invest-
ment advi ser withdrawal form as prescribed by the adm nistrator.

(2) Delivered all securities ———comodities;— and cash bal -
ances owng to all custoners.

(3) Delivered all securities ow ng to other broker-dealers.

(4) Met other conditions as the admi nistrator may by rule or
order prescribe.

(5) Received a withdrawal order fromthe adm nistrator
approving the withdrawal request.

(f) Notwi thstanding the provisions of subsection (e):

(1) Aregistrant may tenporarily cease business by pronptly
advising the adm nistrator in witing on or before the date of
tenporary cessation of business of the fact of cessation, the
reasons for cessation, and the date or basis for reopening of the
busi ness.

(2) A registrant OR FEDERALLY COVERED ADVI SER subject to a
merger or acquisition where all obligations of the predecessor
regi strant OR FEDERALLY COVERED ADVI SER are acquired by or trans-
ferred to the new broker-deal er —conmrodity—+ssuer— or invest-
ment advi ser —which—shatt—continue— OR FEDERALLY COVERED ADVI SER
THAT CONTI NUES t he business in an uninterrupted fashion shal
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conply with —the—provisions—of— section —202(c¢)— 202(D) OR
202A(E), WHI CHEVER | S APPLI CABLE, instead of this section.

(g) Aregistered broker-dealer shall inmediately notify the
adm ni strator of the appointnment of a trustee for the registrant
pursuant to the securities investor protection act of 1970. A
br oker -deal er for whom such a trustee has been appointed shal
file with the adm nistrator a broker-dealer withdrawal formin
accordance with subsection (e). A broker-dealer’s registration
continues effective until entry of the wi thdrawal order by the
adm ni strator.

(h) A registrant or applicant for registration shal
promptly notify the admnistrator in witing if any proceedi ngs
have been comrenced or any sanction inposed by securities adm n-
i strators —or—conmodities—adnnistrators— of other states, other

state regul atory agencies, the securities and exchange comm s-

si on, —the—comodity futures—trading—commission,— or any national
securities exchange ———comodities—exchange,— or national securi-

ties association registered under the securities exchange act of
1934.

(1) —Fhe— EXCEPT FOR ADVERTI SI NG RELATED TO A FEDERALLY COv-
ERED SECURI TY, THE admi nistrator may by rule or order require a

br oker-deal er or investnent adviser to file all advertising for

revi ew and acceptance before use. —-AH—advertising—shatt—be
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(J) THE ADM NI STRATOR SHALL NOT REQUI RE ANY OF THE
FOLLOW NG

(1) THAT A BROKER- DEALER THAT | S REG STERED UNDER THE SECUR-
| TIES EXCHANGE ACT OF 1934 MAKE, MAI NTAIN, OR PRESERVE ANY
RECORDS OTHER THAN THOSE REQUI RED TO BE MADE, MAI NTAI NED, AND
PRESERVED UNDER THE SECURI TI ES EXCHANGE ACT OF 1934.

(2) THAT AN | NVESTMENT ADVI SER THAT MAI NTAI NS I TS PRI NCI PAL
PLACE OF BUSI NESS | N ANOTHER STATE MAKE, MAI NTAI N, OR PRESERVE
ANY RECORDS OTHER THAN THOSE REQUI RED BY THAT STATE, PROVI DED
THAT THE | NVESTMENT ADVI SER |'S REG STERED I N THAT STATE AND IS I N
COVPLI ANCE W TH ANY RECORD- KEEPI NG REQUI REMENTS OF THAT STATE

(3) THAT A BROKER- DEALER THAT | S REG STERED UNDER THE SECUR-
| TIES EXCHANGE ACT OF 1934 FILE A FI NANCI AL REPORT THAT IS NOT
REQUI RED TO BE CREATED AND FI LED UNDER THE SECURI Tl ES EXCHANGE
ACT OF 1934.

(4) THAT AN | NVESTMENT ADVI SER THAT MAI NTAI NS I TS PRI NCI PAL
PLACE OF BUSI NESS | N ANOTHER STATE CREATE OR FI LE A FI NANCI AL
REPORT THAT IS NOT REQUI RED BY THAT STATE, PROVI DED THAT THE
| NVESTMENT ADVI SER IS REG STERED I N THAT STATE AND IS | N COWPLI -
ANCE W TH ANY FI NANCI AL REPORTI NG REQUI REMENTS OF THAT STATE

Sec. 204. (a) The adm nistrator may by order, if it finds
the order in the public interest, deny, suspend, or revoke any
regi stration, or censure a registrant, if it finds that 1 OR MORE
OF THE FOLLOW NG APPLY:

(1) The applicant or registrant or, in the case of a

br oker - deal er ——ecomrodity—+ssuer5— or investnent adviser, any
partner, officer, —principals— or director, any person occupying
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a simlar status or performng simlar functions, or any person
directly or indirectly controlling the broker-deal er ——comrodity
ssuer5— or investnent adviser:

(A) Has filed an application for registration which as of
its effective date, or as of any date after filing in the case of
an order denying effectiveness, was inconplete in any materi al
respect or contained any statenment which was, in |light of the

ci rcunst ances under which it was nmade, false or msleading wth

respect to any material fact. —;
(B) Has violated or failed to conply with any provision of

this act or a predecessor act or any rule or order under this act

or a predecessor act. ;

(C) Has been convicted of any m sdeneanor involving noral

turpitude or any felony. —;
(D) I's permanently or tenporarily enjoined by any court of
conpetent jurisdiction fromengaging in or continuing any conduct

or practice involving any aspect of the securities —or—comodity
contraects— busi ness. —

(E) I's the subject of an order of the adm nistrator denying,

suspendi ng, or revoking registration as a broker-deal er, agent,

or investnent adviser. —

(F) I's the subject of an order entered by the securities —or

conmmodi-ties— admi ni strator of any other state or by the securi-
ties and exchange conm ssi on —or—the—conmodity futures—trading

comm-sston— denyi ng, suspending, or revoking registration as a
br oker - deal er, —future—commsston—rerchant,— fl oor broker,

02726’ 99



© 0 N oo o b~ W N PP

N NN NN N NN R R R R R B R R R R
N~ o 0 M W N R O © 0 N O 0~ W DN BRLr O

advi-ser—conmmodity—pool—operator;— agent, or investnent adviser,

or the substantial equivalent of those terns as defined in this
act, or is the subject of an order of the securities and exchange
conmi ssi on suspending or expelling himOR HER from a nati onal
securities exchange or national securities association registered
under the securities exchange act of 1934 or in the case of an

i ndividual, is subject to an order by the securities and exchange

conmi ssion barring the individual fromassociation with a

br oker-deal er or investnent adviser —or—egurvalent—order—of—the
commodi-ty—futures—trading—comission— or is the subject of an

order of a national securities exchange or a national securities
associ ation regi stered under the securities EXCHANGE act of 1934
suspendi ng or expelling himOR HER from nenbership, or is the

subject of a United States post office fraud order. The adm nis-

trator may by order deny, suspend, or revoke any broker-deal er —
commodity—+ssuer— OR i nvestnent advi ser ——or—princtpal— regi s-
tration if the applicant or registrant has been associated with a
br oker - deal er which was |iquidated pursuant to the securities

i nvestor protection act of 1970, or if 1 or nore of the

applicant’s or registrant’s partners, officers, OR directors —
or—principals—has— HAVE been associated with a broker-dealer |iqg-
ui dated under that act, unless the association was term nated 12
nont hs or nore before the conmmencenent of |itigation under that
act, or unless the associ ated person establishes that he or she
di d not engage in dishonest or unethical business practices or

violate or fail to conply with any provisions of this act or a
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predecessor act, or any rule or order —thereunder— UNDER TH S ACT
OR A PREDECESSOR ACT, during association with that broker-dealer.

(G Has engaged in dishonest or unethical business

practices. —;

(H Is insolvent, either in the sense that his OR HER
liabilities exceed his OR HER assets or in the sense that he OR
SHE cannot neet his OR HER obligations as they mature; but the
adm ni strator may not enter an order agai nst a broker-deal er or
i nvest ment advi ser under this —etause— SUBDI VI SION wi t hout a

finding of insolvency as to the broker-deal er or investnent

advi ser. —

(1) I's not qualified on the basis of such factors as train-
i ng, experience, and know edge of the securities —or—comodities
bustnesses— BUSI NESS, except as otherw se provided in subsection
(b). —

(J) Has del ayed unreasonably delivery of securities —or

comodities— to the extent that the registrant is in a position
to control or direct the delivery of the securities. The burden
of proof of inability to CONTROL OR DI RECT delivery shall rest

with the registrant. —
(K) Has represented that securities wll be listed or that

application for listing will be nmade, without basis in fact for

the representati on. —;
(L) Has induced excessive trading in a custoner’s account,
or induced tradi ng beyond the custoner’s known fi nanci al

resources, if done with the intent to produce profits and
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comm ssions for the registrant or an agent in disregard of the
custoner’s best interests as they reasonably appeared at the tine

of the transaction, and if inproper under the then existing

ci rcunst ances. —;

(M Has recomended to a custoner the purchase, sale, or
exchange of any —securityor—comodity—contract— SECURI TY w t hout
reasonabl e grounds to believe that the recommendation is suitable
for the customer on the basis of information furnished by the
custoner after reasonable inquiry as may be necessary under the
ci rcunst ances concerning the custoner’s investnment objectives,

financial situation and needs, and other information known by the

person maki ng the reconmendati on. —;
(N) Has recomrended specul ative |low priced securities to
custoners w thout know edge of or an attenpt to obtain infornma-
tion concerning the custonmer’s other securities holdings, finan-
cial situation, investnment objectives, and ability to bear the

ri sks inherent in the purchase of those securities, or has recom

nmended the securities in disregard of the information. —

(O Has executed a transaction on behalf of a custoner wth-

out authority to do so. —;
(P) Has executed transactions pursuant to general discre-
tionary authority for the account of a custoner w thout first
obt ai ni ng general discretionary authority in witing fromthe
custonmer. However, witten authority is not required if the dis-

cretionary authority relates solely to the execution of an order

and is limted in scope. —
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(Q Has acted on an agency basis for both the seller and the

pur chaser of a security —or—comodity—contract— w t hout

di scl osing that fact to both on the confirmation. —;

(R) Has, while acting on an agency basis for a custonmer in
any transaction, charged the custoner nore than a fair conmm ssion
or service charge, taking into consideration all relevant circum
stances including market conditions with respect to a security
—or—commodity— at the tine of the transaction, the expense of
executing the order and the value of any service rendered by
reason of experience in and know edge of the security, —or
commodity,— and the market —therefor— FOR THE SECURI TY; or —white

13
14
15
16
17
18
19
20
21
22
23
24
25
26
27

has sold at an excessive markup in relation to the market price

of the security —or—comrodity— at the tinme of sale in |ight of
the volunme of securities —or—commdities— traded at that tine.

(S) Has entered into a transaction with a custoner in a

security —or—conmmodity— at a price not reasonably related to the
mar ket price of the security. —or—comrodity—

(T) Has extended credit to a custonmer in violation of the

securities exchange act of 1934 or the regul ations of the federal

reserve board. —

(U Has enployed in connection with the purchase or sale of
a security —or—comrodity— a mani pul ati ve or deceptive device or

contrivance. —

(V) Has sold a security to or purchased a security froma

custoner wi thout disclosing that the broker-dealer is acting as a
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mar ket maker —s— IN that security or has a substantial position

in the market. —
(W Has, while registered as an agent or investnent

—atvisor— ADVI SER, borrowed noney from a custoner.

(X) Has made unaut horized use of the funds of a custoner; or
has hypot hecated a custoner’s securities —or—comrodity— contract

wi t hout having a lien thereon unless witten consent of the cus-

toner was first obtained. :

(Y) Has, while registered as an agent, effected securities

—or—commodi-ty—<contract— transacti ons when those transactions were

not recorded on the records of the enpl oyer broker-dealer.

(Z) Has operated an account under a fictitious nane.

(2) The applicant or registrant has failed reasonably to
supervise its agents if it is a broker-dealer or its enployees if
an investnment adviser. ——of—

(3) The applicant or registrant has failed to pay the proper
filing fee. ———but—the— THE admi nistrator may enter only a deni al
order under this —ectause— SUBDIVISION, and it shall vacate —stch
an— THE DENI AL order when the deficiency has been corrected.

(b) The follow ng provisions govern the application of
—section—204(a){1){+)— SUBSECTION (A)(1)(I):

(1) The admi nistrator nmay not enter an order against a
br oker-deal er on the basis of the lack of qualification of any
person ot her than the broker-dealer —himsetf— if he OR SHE is an
i ndi vi dual or an agent of the broker-dealer.

(2) The admi nistrator nmay not enter an order against an

i nvestment advi ser on the basis of the lack of qualification of
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any person other than the investnent adviser —himsetf— if he OR
SHE is an individual or any other person who represents the
i nvestment advi ser in doing any of the acts which make hi m OR HER
an investnent adviser.

(3) The administrator nmay not enter an order solely on the
basis of |ack of experience if the applicant or registrant is
qualified by training or know edge or both.

(4) The admi nistrator shall consider that an agent who wl|
wor k under the supervision of a registered broker-deal er need not
have the sane qualifications as a broker-dealer.

(5) The adm nistrator shall consider that an investnent
advi ser is not necessarily qualified solely on the basis of
experience as a broker-dealer or agent. Wen it finds that an
applicant for registration as a broker-dealer is not qualified as
an investnment adviser, it may by order condition the applicant’s
regi stration as a broker-deal er upon his OR HER not transacting
business in this state as an investnent adviser.

(6) The administrator may by rule provide for an exam na-
tion, which may be witten or oral or both, to be taken by any
class of or all applicants, as well as persons who represent or
will represent an investnent adviser in doing any of the acts
whi ch nmake him OR HER an i nvestnent advi ser.

(c) The admi nistrator may by order summarily postpone or
suspend regi stration pending final determ nation of any proceed-
ing under this section. Upon the entry of the order, the adm n-
istrator shall pronptly notify the applicant or registrant, as

wel | as the enployer or prospective enployer if the applicant or
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registrant is an agent, that —+t— THE ORDER has been entered and
of the reasons therefor and that within 15 days after the receipt
of a witten request the matter will be set down for hearing. |If
a hearing is not requested and none is ordered by the adm nistra-
tor, the order will remain in effect until it is nodified or
vacated by the adm nistrator. |If a hearing is requested or
ordered, the adm nistrator, after notice of and opportunity for
hearing, may nodify or vacate the order or extend it until final
det erm nati on.

(d) If the admnistrator finds that any registrant or appli-
cant for registration is no longer in existence or has ceased to
do business as a broker-deal er, —comodity—+ssuer,—principal—
agent, or investnent adviser, or is subject to an adjudication of
mental inconpetence or to the control of a commttee, conserva-
tor, or guardian, or cannot be |located after reasonabl e search,
the adm nistrator may by order cancel the registration or
appl i cation.

(e) The adm nistrator may institute a revocation or suspen-

si on proceedi ng under —section—204(a)(1)(B)y— SUBSECTI ON (A) (1) (B)

within 1 year after withdrawal fromregistration of a
br oker - deal er, —commodity—issuer—principat— agent, or invest-
ment advi ser becane effective and enter a revocation or suspen-
sion order as of the |ast date on which registration was
effective.

(f) An order may not be entered under any part of this sec-
tion except the first sentence of subsection (c) wi thout ALL OF

THE FOLLOW NG
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(1) Appropriate prior notice to the applicant or registrant,

as well as to the enpl oyer or prospective enployer if the appli-

cant or registrant is an agent. —;

(2) Opportunity for hearing. ——and—

(3) Witten findings of fact and concl usions of |aw.

(g) The administrator may by order, if it finds the order to
be in the public interest, inpose a civil —penalty— FINE of
$1,000.00 on any registrant if it finds that the registrant, or
in the case of a broker-deal er —conmrodity—+ssuer;— or invest-
ment advi ser, any partner, officer, —principal— or director, any
person occupying a simlar status or performng simlar func-

tions, or any person directly or indirectly controlling the

br oker - deal er ——ecomodity—+ssuer;— or investnent adviser, has
engaged in conduct prohibited by —sections—204(a)j{1)(B—
SUBSECTION (A)(1)(B), (§, or (J) to (2).

(h) A violation of a provision of TH S section —284— or

action of the adm nistrator pursuant to TH S section —2064— shal
not subject a registrant to civil liability to a custonmer of the
regi strant ——execept—as— UNLESS that violation or action is con-

trary to another provision of this act.

Sec. 301. It is unlawful for any person to offer or sel
any security in this state unless 1 OfF THE FOLLOAN NG | S MET

(1) —+t—= ITis registered under this act. —or—

(2) —the— THE security or transaction is exenpted under sec-
tion 402.

(3) THE SECURITY | S A FEDERALLY COVERED SECURI TY.
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Sec. 304a. (1) A security that is exenpt fromregistration
under the federal exenption set forth in 17 C F. R 230.504 may be
regi stered under this section. An issuer eligible to register a
security under this section shall use a registration form
approved by the adm nistrator as the disclosure docunent for the
offering. A registration under this section shall be known as a
smal | —corporate— COVPANY offering registration.

(2) An application for a small —ecorporate— COVPANY offering
regi stration shall conply with this section. THE OFFERING I S
EXEMPT PURSUANT TO 17 C.F. R 230.504, 17 C.F.R 230.251, OR SEC
TION 3(a)(11) OF THE SECURI TI ES ACT OF 1933. However, the adm n-
istrator nmay waive provisions of this section.

(3) A small —corporate— COMPANY offering registration under
this section is not available to either of the follow ng:

(a) Investnment conpani es subject to the investnent conpany
act of 1940. ——titte+—of—chapter—686—"54Stat—789—15
U-S€—80a-1to80a-64—

(b) Issuers subject to the reporting requirenments of section
13 or section 15(d) of title I of the securities exchange act of
1934, 15 U. S.C. 78m and 78o.

(4) Al of the follow ng provisions apply to the avail abil -
ity of a small —corporate— COVPANY offering registration:

(a) A small —corporate— COMPANY offering registration shal
not be utilized by the follow ng issuers and prograns unless the
adm ni strator grants witten perm ssion based upon a show ng t hat
adequat e di scl osure can be made to investors using the smnal

—corporate— COVWANY offering registration format:
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(i) Holding conpanies, OR conpanies that have a princi pal
pur pose of owning stock in, or supervising the managenent of,
ot her conpani es.

(ii) Portfolio companies, such as real estate investnent
trusts.

(iii1) lIssuers with conplex capital structures.

(iv) Commodity pools.

(v) Equi pnent | easing prograns.

(vi) Real estate prograns.

(b) A small —corporate— COMPANY offering registration under

this section is available only to the issuer of the securities
and not to any affiliate of that issuer or to any other person
for resale of the issuer’s securities. |In addition, each of the
followi ng requirenents shall be net:

(i) The issuer is a donestic corporation, —or— a foreign
corporation, OR A MANAGER MANAGED LI M TED LI ABI LI TY COVPANY or ga-
ni zed under the laws of any state, territory, or possession of
the United States OR PROVI NCE OR TERRI TORY OF CANADA. The admi n-
istrator may allow other entities to file a small —corporate—
COVPANY of fering registration.

(ii) The offering is not a blind pool or other offering for
whi ch the specific business to be engaged in or property to be
acqui red by the issuer cannot be specified.

(iii) The offering price for —commmn—stock— SECURI TI ES; the
exercise price if the securities offered are options, warrants,
or rights for common stock OR MEMBERSH P | NTERESTS; —and— OR the

conversion price if the securities are convertible into conmon

02726’ 99



© 00 N oo o b~ wWw N P

N NN NN N NN R R R R R B R R R R
N~ o 0~ W N R O © 0 N O 0N~ W DN BRLP O

35
stock OR UNITS OF MEMBERSHI P | NTEREST is at |east —$5-60— $1.00
per share ——untess—the—admnistrator—authoritzes—atower—price
per—share— OR UNIT OF MEMBERSHI P | NTEREST. THE | SSUER SHALL
ENTER | NTO AN AGREEMENT W TH THE ADM NI STRATOR THAT THE | SSUER
WLL NOT SPLIT ANY CLASS OF SECURITY OR DECLARE A DI VI DEND FOR 2
YEARS AFTER THE EFFECTI VE DATE OF THE REG STRATION | F SUCH ACTI ON
HAS THE EFFECT OF LOWERI NG THE PRI CE BELOW $1. 00 PER SHARE.

(iv) The aggregate offering price of the securities offered,
within or outside this state, is not nore than $1, 000, 000. 00,
—under—thefederat—exemtion—set—Forth—+n— OR A GREATER AMOUNT
ESTABLI SHED UNDER 17 C. F. R 230.504, or $5,000,000.00 if a fed-
eral exenption is granted to this state pursuant to section 3(b)
of the securities act of 1933, —tittet+—of——chapter—38—48
Stat—75,— 15 U.S.C 77c, OR AN AMOUNT AUTHORI ZED UNDER 17
C.F.R 230.251, IF THE I SSUER I S UTI LI ZI NG A REG STRATI ON FORM
APPROVED BY THE ADM NI STRATOR.

(c) A small —corporate— COMPANY offering registration under
this section is only available for debt offerings if the issuer
can denonstrate a reasonable ability to service its debt.

(5) EXCEPT AS OTHERW SE PROVIDED IN THI' S SUBSECTI ON, FI NAN-
Cl AL STATEMENTS SHALL BE PREPARED | N ACCORDANCE W TH GENERALLY
ACCEPTED ACCOUNTI NG PRI NCI PLES OR THE CANADI AN EQUI VALENT. I F
THE | SSUER HAS NOT CONDUCTED SI GNI FI CANT OPERATI ONS, STATEMENTS
OF RECEI PTS AND DI SBURSEMENTS SHALL BE I NCLUDED I N LI EU OF STATE-
MENTS OF I NCOVE. | NTERI M FI NANCI AL STATEMENTS MAY BE UNAUDI TED.
ANNUAL FI NANCI AL STATEMENTS SHALL BE AUDI TED BY | NDEPENDENT
CERTI FI ED PUBLI C ACCOUNTANTS OR CHARTERED ACCOUNTANTS, AS
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APPROPRI ATE, EXCEPT THAT ANNUAL FI NANCI AL STATEMENTS IN LI EU CF
BEI NG AUDI TED MAY BE REVI EVED BY | NDEPENDENT CERTI FI ED PUBLI C
ACCOUNTANTS OR CHARTERED ACCOUNTANTS, | N ACCORDANCE W TH THE
ACCOUNTI NG AND REVI EW SERVI CES STANDARDS PROMULGATED BY THE
AVERI CAN | NSTI TUTE OF CERTI FI ED PUBLI C ACCOUNTANTS OR THE
CANADI AN EQUI VALENT, CONSI STENTLY APPLI ED, RATHER THAN AUDI TED,
IF ALL OF THE FOLLOW NG CONDI TI ONS ARE SATI SFI ED:

(A) THE |1 SSUER HAS NOT PREVI OQUSLY SOLD SECURI TI ES THROUGH AN
OFFERI NG | NVOLVI NG GENERAL ADVERTI SI NG OR THE SOLI Cl TATI ON OF
PROSPECTI VE | NVESTORS.

(B) THE | SSUER HAS NOT BEEN PREVI QUSLY REQUI RED UNDER FEDER-
AL, STATE, PROVI NCI AL, OR TERRI TORI AL SECURI TI ES LAWS TO PROVI DE
AUDI TED FI NANCI AL STATEMENTS | N CONNECTI ON W TH ANY SALE OF I TS
SECURI TI ES.

(C THE AGGREGATE AMOUNT OF ALL PREVI QUS SALES OF SECURI TI ES
BY THE | SSUER W THI N THE LAST 24 MONTHS DCES NOT EXCEED
$1, 000, 000. 00.

(D) THE AMOUNT OF THE SMALL COVPANY OFFERI NG FOR WHI CH A
SVALL COVPANY REG STRATION |'S SOUGHT DOES NOT EXCEED
$1, 000, 000. 00.

(6) (5— A small —eorporate— COVWANY offering registration
under this section is not available if any of the follow ng pro-
visions apply to the issuer, to any of the issuer’s officers,

di rectors, MANACERS, 10% —stockhotders— SECURI TY HOLDERS, pronot -
ers, or selling agent of the securities to be offered, or to any
officer, director, or partner of the selling agent of the

securities to be offered:
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(a) The person has filed a registration statenent that is
the subject of a currently effective registration stop order
entered pursuant to any federal or state securities lawwthin 5
years before the small —corporate— COVWPANY of fering registration
application is filed.

(b) The person has been convicted of any felony or m sde-
meanor in connection with the offer, purchase, or sale of any
security or any felony involving fraud or deceit, including any

of the followng, within 5 years before the small —corporate—

COVPANY offering registration application is filed:

(i) Forgery.

(ii) Enbezzl enent.

(iii1) Obtaining noney under false pretenses.

(iv) Larceny.

(v) Conspiracy to defraud.

(c) The person is currently subject to either of the
fol | ow ng:

(i) A state admi nistrative enforcenent order or judgnent
entered agai nst that person by a state securities adm nistrator

or the securities and exchange comm ssion within 5 years before
the smal | —ecorporate— COVPANY offering registration application
is filed.

(ii) Afederal or state adm nistrative enforcenent order or
judgnment in which fraud or deceit, including nmaking untrue state-
ments of material facts or failing to state material facts, was

found and the order or judgnment was entered within 5 years before
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the smal | —ecorporate— COVPANY offering registration application
is filed.

(d) The person is subject to a federal or state adm nistra-
tive enforcenent order or judgnent that prohibits, denies, or
revokes the use of any exenption for registration in connection
with the offer, purchase, or sale of securities.

(e) The person is currently subject to a court order, judg-
ment, or decree entered within 5 years before the snal
—corporate— COVWANY offering registration application is filed
that does either of the follow ng:

(i) Tenporarily, prelimnarily, or permanently restrains or
enjoins that person from engaging in or continuing any conduct or
practice in connection with the purchase or sale of any
security.

(ii) Involves the making of a false filing wwth any state or
with the securities and exchange conmmi ssion.

(f) A person who is disqualified under this subsection shal
not act in any capacity other than that for which the person is
l'icensed or registered. A disqualification under this subsection
is automatically waived if the adm nistrator or other state or
federal agency that created the basis for disqualification deter-
m nes, upon a showi ng of good cause, that it is not necessary
under the circunstances to deny the exenption.

(g) Subdivisions (a), (b), (c), and (e) do not apply if the
person di squalified under those subdivisions is |licensed or reg-
istered to conduct securities related business in the state in

whi ch the adm nistrative order or judgnment was entered agai nst
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that person or if the broker-deal er who enploys the person is
licensed or registered in this state and the formBD filed in
this state discloses the order, conviction, judgnment, or decree
relating to that person

(7) |6)— An applicant who files a small —corporate— COVPANY
offering registration application in this state shall not split
—conmon—stock— | TS SECURI TI ES or declare a stock OR MEMBERSH P
di vidend for any security issued under this section for 2 years
after the registration is effective wthout the prior witten
approval of the adm nistrator.

(8 —#— In addition to a properly conpleted application
form an applicant for a small —ecorporate— COVPANY offering reg-
istration under this section shall file all of the foll ow ng
exhibits with the adm nistrator

(a) The formof the selling agency agreenent.

(b) The issuer’s articles of incorporation or other charter

docunents and all anmendnents.

(c) The issuer’s bylaws OR OPERATI NG AGREEMENT, as anended.

(d) Copies of any resolutions by directors OR MANAGERS set -
ting forth terms and provisions of —eapital—stock— SECURI TIES to
be i ssued.

(e) Any indenture, formof note, or other contractual provi-
sion containing ternms of notes or other debt or of options, war-

rants, or rights to be offered.
(f) A specinen of the security to be offered, including any

| egend restricting resale.
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(g) Consent to service of process acconpanied by an
appropri ate —ecorporate— resol ution.

(h) Copies of all material directed or furnished to invest-
ors in the offering.

(i) The form of escrow agreenent for escrow of proceeds. An
escrow agreenment shall conply with all of the follow ng:

(i) The administrator may require that the issuer inpound
the proceeds fromthe sale of a registered security in this state
until the issuer receives a specified amount fromthe sale of
that security in this state or elsewhere that is sufficient to
acconplish the stated purposes of the offering or until the
i ssuer’s stipulated requirenents are net.

(ii) The adm nistrator may require that the issuer return
any i npounded proceeds, together with any accrued interest, to
investors if the issuer fails to raise the specified anmount while
the registration is effective or within 1 year or if the issuer’s
stipulated requirenents are not net.

(ii1) A bank or trust conpany may act as THE depositary or
escrow agent for inpounded proceeds. Checks, drafts, and noney
orders shall be nade payable to the depositary. If a
broker-dealer is acting as selling agent for the issuer, the
br oker-deal er shall pronptly remt paynents nade directly to
—that— THE broker-dealer to the depositary or escrow agent.

(iv) Arequest to rel ease inpounded funds shall be in
witing. The request shall confirmconpliance with the registra-
tion and shall be acconpanied by a statenment fromthe depositary

or escrow agent setting forth the total anmount on deposit.
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(j) Consent to inclusion in the disclosure docunment of an
accountant’s report.

(k) Consent to inclusion in the disclosure docunent of a tax
advi sor’s opinion or a description of tax consequences.

(1) Consent to inclusion in the disclosure docunment of an
eval uation by a |icensed attorney of any pending or antici pated
l[itigation or adm nistrative action.

(m The formof any subscription agreenent for the purchase
of securities in the offering.

(n) An opinion of a licensed attorney that the securities to
be sold in the offering are duly authorized and binding on the
i ssuer in accordance with the terns of the securities.

(o) Alist of the residence street addresses of officers,
directors, MANACGERS, and princi pal —stockholders— SECURI TY
HOLDERS.

(9) —(8)— Information provided to the adm nistrator under
subsection (#)— (8) is exenpt fromdi scl osure under the freedom
of information act, —Act—No—442of—thePublic—-Acts—of 1976,

1976 PA 442, MCL 15.231 TO 15. 246.

(10) 99— An applicant for a small —coerporate— COVPANY
offering registration under this section shall pay a filing fee

of 1/10 of 1% of the maxi num aggregate offering price at which

the registered securities are to be offered in this state, but in
no case | ess than $100. 00 or nore than $1,250.00, to the adm nis-
trator with the application form [If the applicant w thdraws the

application before the small —corporate— COVWANY of fering
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registration is effective or before a preeffective stop order is
i ssued, the administrator shall retain the entire filing fee if
review of the application has comenced, or shall retain a
$100. 00 fee and refund the balance of the filing fee to the
applicant if review of the application has not commenced.

(11) (36)— A smal| —corporate— COVWANY offering registra-
tion statenent filed under this section is effective for 1 year
fromits effective date, except during the tinme a stop order is
in effect under this section. A small —corporate— COVPANY of fer-
ing registration statement may be extended by the adm nistrator
by rule or order. Al outstanding securities of the sane class
as a registered security are considered to be registered for the
pur pose of any noni ssuer transaction so long as the snal
—corporate— COVMPANY offering registration statenment is
effective. A small —ecorporate— COVPANY offering registration
statenment may not be withdrawn for 1 year fromits effective date
if any securities of the sanme class are outstanding. A snal
—corporate— COMPANY offering registration statenment nay be wth-
drawn otherwi se only in the discretion of the adm nistrator.

(12) —%1)— For the period that a small —corporate— COVPANY
offering registration statenent is effective, the adm ni strator
may by rule or order require the person who filed the snal
—corporate— COVPANY offering registration statenent to file
reports, not nore often than quarterly, to keep reasonably cur-
rent the information contained in the small —corporate— COVPANY
offering registration statenent and to di scl ose the progress of

the of fering.
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(13) (*2)— A smal|l —corporate— COVPANY offering
regi stration statenent relating to a security nmay be anended
after its effective date to increase the securities specified as
proposed to be offered. As to securities not yet sold, an anend-
ment becones effective upon the admnistrator’s order. 1In the
case of securities that are sold in an anount in excess of the

anount or nunber of securities specified in an effective snal

—corporate— COVPANY offering registration statenment —— as pro-
posed to be offered, the person or persons who filed the snal
—corporate— COVMPANY offering registration statenment may, in
accordance with rules the adm nistrator shall pronul gate as nec-
essary or appropriate in the public interest and for the protec-
tion of investors, elect to have the small —corporate— COVPANY
offering registration of those securities considered effective as
of the time of their sale, upon paynent to the adm nistrator
within 6 nonths after the sale of a registration fee equal to the
di fference between the registration fee previously paid and the
anount of the fee that woul d have ot herw se been applicable to
those additional securities if they had been included in the
smal | —corporate— COVPANY offering registration statement, if

any, plus a late registration fee of $250.00. Upon the election
and paynent, the small —eorporate— COVPANY offering registration
statenment shall be considered to have been in effect with respect
to those —shares— SECURITIES. Every person filing an amendnent
under this section shall pay a filing fee, calculated in the
manner specified in subsection |{(9— (10), with respect to the

addi ti onal securities.
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(14) —(13)— Fees, expense reinbursenents, and fines received
under this section shall be deposited in the state treasury to
the credit of the adm nistrator, to be used pursuant to |egisla-
tive appropriation by the corporation, —and— securities, AND LAND
DEVELOPMENT bureau in carrying out those duties required by |aw
After the paynent of the anounts appropriated by the |egislature
for the necessary expenses incurred in the admnistration of this
act, the noney remaining shall be credited to the general fund of
this state.

(15) —(34)— Fees and fines received under this section shal
not be expended for partisan political activity.

(16) (15— Al of the following apply to orders under this
subsecti on:

(a) The administrator nmay issue a stop order denying effec-
tiveness to, or suspending or revoking the effectiveness of, any
smal | —eorporate— COVPANY offering registration statenment if it
finds that the order is in the public interest and any of the
fol | ow ng:

(i) The smal|l —ecorporate— COVPANY offering registration
statenment as of its effective date or as of any earlier date in
the case of an order denying effectiveness, or any anendnent
under subsection (12— (13) as of its effective date, or any
report under subsection |(*%)— (12) is inconplete in any materi al
respect or contains any statenent that was, in the |light of the
ci rcunst ances under which it was nmade, false or msleading wth

respect to any material fact.
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(ii) Any provision of this section or any rule, order, or
condition lawfully inposed under this section has been viol at ed
in connection with the offering by any of the follow ng:

(A) The person filing the small —ecorporate— COVPANY of fering
regi stration statenent.

(B) The issuer, any —partner— officer, —or— director, OR
MANAGER of the issuer, any person occupying a simlar status or
performng simlar functions, or any person directly or indi-
rectly controlling or controlled by the issuer, but only if the
person filing the small —corporate— COMPANY offering registration
statenment is directly or indirectly controlled by or acting for
t he issuer.

(© Any underwriter.

(i1i1) The security registered or sought to be registered is
the subject of an adm nistrative stop order or simlar order or a
per manent or tenporary injunction of any court entered under any
ot her federal or state act applicable to the offering. However,
the adm nistrator shall not institute a proceedi ng agai nst an
effective smal|l —corporate— COVPANY offering registration state-
ment under this subdivision nore than 1 year fromthe date of the
order or injunction relied on, and may not enter an order under
this subdivision on the basis of an order or injunction entered
under any other state act unless that order or injunction was
based on facts that would currently constitute a ground for a
stop order under this section.

(iv) The issuer’s enterprise or nethod of business includes

or would include activities that are illegal where perforned.
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(v) The offering has worked or has tended to work a fraud,
deception, or inposition or would operate to work a fraud, decep-
tion, or inposition.

(b) The admi nistrator nmay by order summarily postpone or
suspend the effectiveness of the small —corporate— COVMPANY offer-
ing registration statenent pending final determ nation of any
proceedi ng under this section. Upon the entry of the order, the
adm ni strator shall pronptly notify each person specified in
subdi vision (c) that the order has been entered, the reasons that
the order has been entered, and that wthin 15 days after the
receipt of a witten request the matter will be schedul ed for
hearing. |If no hearing is requested and none is ordered by the
adm ni strator, the order shall remain in effect until it is nodi-
fied or vacated by the admnistrator. |If a hearing is requested
or ordered, the adm nistrator, after notice and opportunity for
hearing to each person specified in subdivision (c), may nodify,
vacate, or extend the order until final determ nation.

(c) A stop order shall not be entered under this section
except under the first sentence of subdivision (b) wthout all of
the foll ow ng:

(1) Appropriate prior notice to the applicant or registrant,
the issuer, and the person on whose behalf the securities are to
be or have been offered.

(ii) Opportunity for hearing.

(iii) Witten findings of fact and concl usions of |aw

(d) The admi nistrator nmay vacate or nodify a stop order if

it finds that the conditions that pronpted entry of the stop
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order have changed or that it is otherwise in the public interest
to vacate or nodify the stop order

Sec. 305. (a) Aregistration statenment nmay be filed by the
i ssuer, any other person on whose behalf the offering is to be
made, or a registered broker-dealer.

(b) Every person filing a registration statenent shall pay a
filing fee of 1/10 of 1% of the maxi num aggregate offering price
at which the registered securities are to be offered in this
state, but the fee shall in no case be |ess than $100.00 or nore
than $1, 250. 00. Wen an application for registration is wth-

drawn before the effective date or a preeffective stop order is
i ssued, the administrator shall retain a fee of $100.00 if the
initial review has not been commenced, and the full filing fee
after review has been comenced.

(c) Every registration statenment shall specify ALL OF THE
FOLLOW NG

(1) The anpunt of securities to be offered in this state.

(2) The states in which a registration statenent or simlar
docunent in connection with the offering has been or is to be
filed.

(3) Any withdrawal or any adverse order, judgnment, or decree
entered in connection with the offering by the regul atory author-
ities in each state or by any court or the securities and
exchange conmm ssi on.

(d) Any docunment filed under this act or a predecessor act

within 5 years preceding the filing of a registration statenent
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may be incorporated by reference in the registration statenent to
the extent that the docunent is currently accurate.

(e) The administrator may by rule or otherwi se permt the
om ssion of any itemof information or docunent from any regis-
tration statenent.

(f) The administrator may by rule or order require as a con-
dition of registration by qualification or coordination both of
the foll ow ng:

(1) That any security issued or to be issued to a pronoter
for a consideration substantially different fromthe public
offering price, or to any person for a consideration other than
cash, be deposited in escrow.

(2) That the proceeds fromthe sale of the registered secur-
ity in this state be inpounded until the issuer receives a speci-
fied anobunt fromthe sale of the security either in this state or
el sewhere. The administrator may by rule or order determ ne the
condi tions of any escrow or inpounding required under this sub-
section, and, after prior notice and opportunity for hearing, may
order the cancellation in whole or in part of any security depos-
ited in escrow if necessary for the protection of security
hol ders. The adm nistrator may not reject a depository solely
because of l|ocation in another state.

(g) The administrator may by rule or order inpose conditions
under which a security registered by qualification nay be sold,
if it finds that the conditions are reasonable and in the public

i nterest.
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(h) Every registration statenent is effective for 1 year
fromits effective date, except during the tinme a stop order is
in effect under section 306. A registration statenment may be
extended by the admi nistrator by rule or order. Al outstanding
securities of the sanme class as a registered security are consid-
ered to be registered for the purpose of any noni ssuer transac-
tion so long as the registration statenent is effective or the
i ssuer has a class of securities that have been subject to the
reporting requirenments of section 13 or 15(d) of title I of the
securities exchange act of 1934, 15 U.S.C. 78m and 780, for not
| ess than 9 nonths before the transaction and all reports
required by that act have been filed for that period. A regis-
tration statement may not be withdrawn for 1 year fromits effec-
tive date if any securities of the sanme class are outstanding. A
regi stration statenent may be wi thdrawn otherwi se only in the
di scretion of the adm nistrator.

(i) For the period that the registration statenent is effec-
tive, the admnistrator may by rule or order require the person
who filed the registration statenent to file reports, not nore
often than quarterly, to keep reasonably current the information
contained in the registration statenent and to di sclose the
progress of the offering.

(j) Aregistration statenment relating to a security may be
anended after its effective date to increase the securities spec-
ified as proposed to be offered. As to securities not yet sold,
an anmendnent becones effective upon the adm nistrator’s order

In the case of securities that are sold in an anbunt in excess of
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t he anpbunt or nunber of securities specified in an effective
regi stration statenent, as proposed to be offered, the person or
persons who filed the registration statenent may, in accordance
with rules the adm nistrator shall pronul gate as necessary or
appropriate in the public interest and for the protection of
investors, elect to have the registration of those securities
consi dered effective as of the tinme of their sale, upon paynent
to the adm nistrator within 6 nonths after the sale of a regis-
tration fee equal to the difference between the registration fee
previously paid and the ampbunt of the fee that would have ot her-
wi se been applicable to those additional securities if they had
been included in the registration statenent, if any, plus a late
regi stration fee of $250.00. Upon the election and paynent, the
regi stration statenent shall be considered to have been in effect
with respect to those shares. Every person filing an anmendnent
under this subsection shall pay a filing fee, calculated in the
manner specified in subsection (b), with respect to the addi-
tional securities.

(k) Fees, expense reinbursenents, and fines received under
this act shall be deposited in the state treasury to the credit
of the admi nistrator, to be used pursuant to | egislative appro-
priation by the corporation, —and— securities AND LAND
DEVELOPMENT bureau in carrying out those duties required by |aw
After the paynent of the anounts appropriated by the |egislature
for the necessary expenses incurred in the admnistration of this
act, the noney remaining shall be credited to the general fund of

this state.
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(1) Fees and fines received under this act shall not be
expended for partisan political activity.

(m This section does not apply to securities registered
under section 304a.

SEC. 308. (A ANY SECURITY | SSUED BY AN | NVESTMENT COVPANY
OTHER THAN A UNI T | NVESTMENT TRUST, THAT IS REG STERED OR THAT
HAS FI LED A REGQ STRATI ON STATEMENT UNDER THE | NVESTMENT COVPANY
ACT OF 1940 MAY BE OFFERED FOR SALE AND SOLD | NTO, FROM OR
WTH N TH S STATE UPON THE ANNUAL RECEI PT BY THE ADM NI STRATOR OF
ALL OF THE FOLLOW NG

(1) A NOTI CE AS PRESCRI BED BY THE ADM NI STRATOR. A COPY OF
THE FEDERAL REG STRATI ON STATEMENT FI LED W TH THE SECURI TI ES AND
EXCHANGE COMM SSI ON UNDER THE SECURI TI ES ACT OF 1933 MAY BE PRO-
VI DED TO THE ADM NI STRATOR I N LI EU OF THE NOTI CE

(2) PAYMENT OF A FEE OF $1, 000. 00.

(3) A CONSENT TO SERVI CE OF PROCESS.

(B) ANY SECURITY | SSUED BY A UNIT | NVESTMENT TRUST THAT | S
REGQ STERED OR THAT HAS FI LED A REQ STRATI ON STATEMENT UNDER THE
I NVESTMENT COVPANY ACT OF 1940 AS AN | NVESTMENT COMPANY MAY BE
OFFERED FOR SALE AND SOLD INTO, FROM OR WTHI N THI S STATE FOR AN
| NDEFI NI TE PERI OD COMVENCI NG UPON THE LATER OF THE TRUST' S EFFEC-
TI' VENESS W TH THE SECURI TI ES AND EXCHANGE COWM SSI ON OR THE
ADM NI STRATOR S RECEI PT OF A NOTI CE AS PRESCRI BED BY THE
ADM NI STRATOR

(C© EACH OF THE FOLLOW NG APPLI ES TO A NOTI CE FI LI NG UNDER
SUBSECTI ON (A):
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(1) A NOTICE FILING I S EFFECTI VE FOR A PERICD OF 1 YEAR
COMVENCI NG UPON THE LATER OF THE EFFECTI VENESS OF THE OFFERI NG
W TH THE SECURI TI ES AND EXCHANGE COWM SSI ON OR THE
ADM NI STRATOR' S RECEI PT OF THE NOTI CE FI LI NG

(2) A NOTICE FI LI NG MAY BE RENEVED FOR AN ADDI TI ONAL 1- YEAR
PERI CD BY FI LI NG THE DOCUMENTS AND FEE REQUI RED BY SUBSECTI ON (A)
BEFORE THE EXPI RATI ON OF THE 1- YEAR EFFECTI VE PERI OD. THE
RENEWAL | S EFFECTI VE UPON THE EXPI RATI ON OF THE PRI OR NOTI CE
PERI OD

(3) A NOTICE FILING MAY BE TERM NATED BY FI LI NG WTH THE
ADM NI STRATOR A NOTI CE OF TERM NATI ON AS PRESCRI BED BY THE
ADM NI STRATOR. THE TERM NATI ON | S EFFECTI VE UPON THE
ADM NI STRATOR' S RECEI PT OF THE NOTI CE OF TERM NATI ON.

(D) WTH RESPECT TO ANY SECURI TY THAT IS A FEDERALLY COVERED
SECURI TY UNDER THE SECURI TI ES ACT OF 1933, THE | SSUER SHALL FI LE
A NOTI CE ON SECURI TI ES AND EXCHANGE COW SSI ON FORM D OR A FORM
APPROVED BY THE ADM NI STRATOR, W TH A CONSENT TO SERVI CE OF PRO-
CESS SI GNED BY THE | SSUER, NO LATER THAN 15 DAYS AFTER THE FI RST
SALE OF A FEDERALLY COVERED SECURITY IN THI S STATE, TOGETHER W TH
A NONREFUNDABLE FI LI NG FEE OF $100. 00.

(E) THE ADM NI STRATOR, BY RULE OR ORDER, NAY REQUI RE THE
FI LI NG OF ANY DOCUMENT FI LED W TH THE SECURI TI ES AND EXCHANGE
COWMM SSI ON UNDER THE SECURI TI ES ACT OF 1933, W TH RESPECT TO A
FEDERALLY COVERED SECURI TY UNDER THE SECURI TI ES ACT OF 1933,
TOGETHER W TH A NONREFUNDABLE FI LI NG FEE OF $100. 00.

(F) THE ADM NI STRATOR MAY | SSUE A STOP ORDER SUSPENDI NG THE
OFFER AND SALE OF A FEDERALLY COVERED SECURI TY, EXCEPT A
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FEDERALLY COVERED SECURI TY UNDER SECTI ON 18(b) (1) OF THE
SECURI TIES ACT OF 1933, 15 U.S.C. 77r, IF IT FINDS THAT THE ORDER
IS IN THE PUBLI C | NTEREST AND THERE IS A FAI LURE TO COWLY W TH
TH S SECTI ON.

(G THE ADM NI STRATOR, BY RULE OR ORDER, NMAY WAl VE ANY OR
ALL OF THE PROVI SIONS OF THI S SECTI ON.

(H FOR PURPOSES OF THI S SECTI ON, "NOTI CE FI LI NG' MEANS THE
DOCUMENTS FI LED W TH THE ADM NI STRATOR UNDER SUBSECTI ON (A).

Sec. 401. -When— AS used in this act, unless the context
ot herw se requires:

(a) "Adm nistrator” neans the corporation, —and— securities
AND LAND DEVELOPMENT bureau of the departnent of —cormrerce—
CONSUMER AND | NDUSTRY SERVI CES.

(B) "AFFI LI ATE' MEANS A PERSON THAT DI RECTLY OR | NDI RECTLY
THROUGH 1 OR MORE | NTERVEDI ARI ES CONTROLS, |'S CONTROLLED BY, OR
I S UNDER COMMON CONTROL W TH A SPECI FI ED PERSON.

(© —b)— "Agent" neans any individual other than a
br oker - deal er who represents a broker-dealer or issuer in effect-
ing or attenpting to effect purchases or sales of securities. —or
comodi-ty—contracts— "Agent" does not include an individual who
represents an issuer in (1) effecting transactions in a security
exenpted by section 402(a)(1), (2), (3), (4), (5, (9), or (10),
(2) effecting transactions exenpted by section 402(b), (3)
EFFECTI NG TRANSACTI ONS I N A COVERED SECURI TY AS DEFI NED I N SEC-
TION 18(b) (3) OR 18(b)(4) (D) OF THE SECURI TI ES ACT OF 1933, 15
US.C 77r, or (3)— (4) effecting transactions with existing

enpl oyees, partners, officers, or directors of the issuer or any
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of its subsidiaries —and— if, in connection with all of these —3—
4 cases, no comm ssion is paid or given directly or indirectly
for soliciting any person in this state. "Agent" does not
include an officer or general partner of an issuer whose securi -
ties are registered under the provisions of this act, who repre-
sents the issuer in effecting transactions in —sueh— THE regi s-
tered securities, if no commssion is paid or given directly or
indirectly for soliciting any person in this state. "Agent" does
not include a person acting solely as a finder and regi stered
pursuant to this act or acting as a finder under a transaction
exenpt pursuant to section 402(b)(19). "AGENT" DOES NOT | NCLUDE
A PERSON WHOSE TRANSACTIONS IN THI S STATE ARE LIM TED TO ONLY
THOSE TRANSACTI ONS SET FORTH | N SECTI ON 15(h) (2) OF THE SECURI -
TI ES EXCHANGE ACT OF 1934, 15 U. S.C. 780. A partner, officer, or
director of a broker-dealer or issuer, or a person occupying a
simlar status or performng simlar functions, is an agent only
if he or she otherwi se cones within this definition. The adm n-
istrator may by rule or order exclude other persons fromthe def-
inition of the word "agent".

(D) —e)— "Broker-deal er” neans any person engaged in the
busi ness of effecting transactions in securities —or—conmmodity
contracts— for the account of others or for his or her own
account. "Broker-dealer" does not include (1) an agent, (2) an
i ssuer, (3) a bank, savings institution, or trust conpany, (4) a
person who has no place of business in this state if (A) he or

she effects transactions in this state exclusively with or

through (i) the issuers of the securities —or—comodity
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contracts— involved in the transactions, (ii) other
br oker-deal ers, or (iii) banks, savings institutions, trust com
pani es, insurance conpanies, investnent conpanies as defined in
the investnment conpany act of 1940, pension or profit-sharing
trusts, or other financial institutions or institutional buyers,
whet her acting for thenselves or as trustees, or (B) during any
period of 12 consecutive nonths he or she does not direct nore
than 15 offers to sell or buy into this state in any manner to
persons other than those specified in clause (A) OF TH S
SUBDI VI SI ON, whet her or not the offeror or any of the offerees is
then present in this state, or (5) a person acting solely as a
finder and regi stered pursuant to this act or acting as a finder
under a transaction exenpt pursuant to section 402(b)(19). The
adm nistrator may by rule or order exclude other persons fromthe
definition of the word "broker-deal er".

(E) "COWM SSI ON' MEANS ANY PAYMENT I N CASH, SECURITIES, OR
GOODS FOR OFFERI NG OR SELLI NG PROM SE, OR COW TMENT TO PROVI DE
PAYMENT I N THE FUTURE FOR OFFERI NG OR SELLI NG, OR ANY OTHER SI M -
LAR PAYMENT. COWM SSI ON DOES NOT | NCLUDE A REAL ESTATE COW S-

SI ON COMVENSURATE W TH FEES PAID I N THE AREA FOR SIM LAR SERV-

| CES, PAID TO LI CENSED REAL ESTATE BRCOKERS SOLELY FOR REAL ESTATE
SERVI CES WHI CH HAVE BEEN RENDERED, OR PAYMENT BY A PERSON TO A
LAWER OR ACCOUNTANT | N CONNECTI ON W TH ADVI CE OR RECOMVENDATI ONS
MADE BY A LAWER OR ACCOUNTANT TO THE CLI ENT W TH WHOM THE LAWER
OR ACCOUNTANT HAS AN ESTABLI SHED PROFESSI ONAL RELATIONSHI P, | F

DI SCLOSURE OF THE PAYMENT AND THE | NTEREST OF THE LAWER OR
ACCOUNTANT I N THE TRANSACTION OR I N THE | SSUER OR ANY AFFI LI ATE
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OF THE I SSUER, IS MADE I N VWRI TI NG TO THE CLI ENT BEFORE THE SALE
OFFI CERS, DI RECTORS, AND PARTNERS OF AN | SSUER OR PURCHASER, OR
PERSONS OCCUPYI NG A SI M LAR STATUS SHALL NOT BE CONSI DERED A
FINDER | F THEI R CONTACT WAS PURELY | NCI DENTAL AND THEI R COVPENSA-
TION WAS NOT DI RECTLY OR | NDI RECTLY TI ED TO OR CONDI TI ONED UPON
I NVOLVEMENT | N SECURI TI ES SCLI ClI TATI ON OR PURCHASE

(F) "D RECT OR | NDI RECT COVPENSATI ON OR REMUNERATI ON' MEANS
ANY PAYMENT, RECEI PT OR USE OF PROCEEDS COF AN OFFERI NG FOR THE
BENEFI T OF THE PROMOTER, CGENERAL PARTNERS, OFFI CERS OR DI RECTORS,
OR PERSONS OCCUPYI NG SI M LAR POSI TIONS OR THEI R AFFI LI ATES, ANY
RECEI PT, PAYMENT, OR USE OF SECURI TI ES OR GOODS BY THOSE PERSONS
AT LESS THAN THE AMOUNT PUBLI C | NVESTORS PAI D FOR THE SECURI Tl ES
OR GOODS, OR ANY MARKUP CHARGED ON SALE OF PROPERTY TO THE ENTITY
RAI SI NG CAPI TAL, ANY ADVANTAGEOUS CONTRACTUAL RELATI ONSHI PS, ANY
REAL ESTATE COW SSI ON, OR OTHER SI M LAR PAYMENTS OR ARRANGEMENTS
TO THOSE PERSONS.

(G "FEDERALLY COVERED ADVI SER' MEANS A PERSON WHO | S REG S-
TERED UNDER SECTI ON 203 OF THE | NVESTMENT ADVI SERS ACT OF 1940,
15 U.S.C. 80b-3; OR IS EXCLUDED FROM THE DEFI NI TI ON OF
"1 NVESTMENT ADVI SER' UNDER SECTI ON 202(a) (11) OF THE | NVESTMENT
ADVI SERS ACT OF 1940, 15 U.S.C. 80b-2; EXCEPT AS PROVIDED IN THE
I NVESTMENT ADVI SERS ACT OF 1940, A FEDERALLY COVERED ADVI SER FOR
VWH CH A NONPAYMENT OR UNDERPAYMENT OF A FEE HAS NOT BEEN PROVPTLY
REMEDI ED FOLLOW NG WRI TTEN NOTI FI CATI ON TO THE ADVI SER OF THE
NONPAYMENT OR UNDERPAYMENT |'S NOT A FEDERALLY COVERED ADVI SER

(H "FEDERALLY COVERED SECURI TY" MEANS ANY SECURITY THAT IS
A "COVERED SECURI TY" UNDER THE SECURI TI ES ACT OF 1933 OR RULES OR
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REGULATI ONS PROMULGATED UNDER THAT ACT. EXCEPT | F PROVI DED BY
THE SECURI TI ES ACT OF 1933, A FEDERALLY COVERED SECURI TY FOR
VWH CH A FEE HAS NOT BEEN PAI D AND PROMPTLY REMEDI ED FOLLOW NG
VRI TTEN NOTI FI CATI ON FROM THE ADM NI STRATOR TO THE | SSUER OF THE
NONPAYMENT OR UNDERPAYMENT OF THE FEE, AS REQUI RED BY THI S ACT,
IS NOT A FEDERALLY COVERED SECURI TY.

(1) "FINDER' MEANS A PERSON VWHO, FOR CONSI DERATI ON, PARTI Cl -
PATES IN THE OFFER TO SELL, SALE, OR PURCHASE OF SECURI TI ES OR
COVMODI TI ES BY LOCATI NG | NTRODUCI NG OR REFERRI NG POTENTI AL PUR-
CHASERS OR SELLERS. THE FI NDER DCES NOT | NCLUDE A PERSON WHOSE
ACTI ONS ARE SOLELY | NCI DENTAL TO A TRANSACTI ON EXEMPT PURSUANT TO
SECTI ON 402(B)(19). THE ADM NI STRATOR MAY BY RULE OR ORDER
EXCLUDE OTHER PERSONS FROM THI' S DEFI NI TI ON.

(J) d&)— "Fraud", "deceit", and "defraud” are not limted
to common-| aw deceit.

(K) —e)— "Quaranteed" neans guaranteed as to paynent of
principal, interest, or dividends.

(1) |— "Investnent adviser"” neans any person who, for
consi deration, engages in the business of advising others, either
directly or through publications or witings, as to the val ue of
securities, —or—comodity contracts,— or as to the advisability

of investing in, purchasing, or selling securities, —or—comodity
contracts,— who, for consideration and as a part of a regular

busi ness, issues or pronul gates anal yses or reports concerning

securities, —or—comodity—<contracts,— or who acts as a finder in

conjunction with the offer, sale, or purchase of a security. —or
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commodi-ty— "I nvestnent adviser" does not include ANY OF THE
FOLLOW NG

(1) —a— A bank, savings institution, or trust conmpany. —;
(2) —a— A lawyer, accountant, engineer, geol ogist, geophysi-

cist, or teacher whose performance of these services is solely

incidental to the practice of his or her profession.
(3) —a— A broker-dealer or a registered agent acting on
behal f of a broker-deal er whose performance of these services is

solely incidental to the conduct of his or her business as a

br oker-deal er. —

(4) —a— A publisher,

and—patd—cirecutatton— EMPLOYEE, OR COLUWN ST OF A NEWSPAPER
NEWS MAGAZI NE, OR BUSI NESS OR FI NANCI AL PUBLI CATI ON, OR AN OWNER,

OPERATOR, PRODUCER, OR EMPLOYEE OF A CABLE, RADI O, OR TELEVI SI ON
NETWORK, STATI ON, OR PRODUCTI ON FACILITY IF, IN EI THER CASE, THE
FI NANCI AL OR BUSI NESS NEWS PUBLI SHED OR DI SSEM NATED | S MADE
AVAI LABLE TO THE GENERAL PUBLI C AND THE CONTENT DOES NOT CONSI ST
OF RENDERI NG ADVI CE ON THE BASI S OF THE SPECI FI C | NVESTMENT SI TU-
ATI ON OF A CLI ENT.

(5) —a A person who has no place of business in this state
if El THER OF THE FOLLOW NG APPLI ES:

(A) —hirs— HIS or her only clients in this state are other
i nvest ment advi sers, FEDERALLY COVERED ADVI SERS, broker-deal ers,
banks, savings institutions, trust conpanies, insurance com
pani es, investnent conpanies as defined in the investnent conpany

act of 1940, pension or profit-sharing trusts the assets of which
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are managed by a bank or trust conmpany or other institutional
manager, or other financial institutions or institutional buyers,
whet her acting for thenselves or as trustees. ——or—
(B) —during— DURI NG any period of 12 consecutive nonths he
or she does not —direct—business—communications—into—this—state
rA—any—ranner—to— HAVE nore than 5 clients IN TH S STATE ot her

than those specified in —ctause (A, —whether—or not—he—or—she—or

thenr—present—n—this—state;— SUBPARAGRAPH (A).
(6) A PERSON EXCLUDED FROM THE DEFI NI TI ON OF | NVESTMENT

ADVI SER UNDER SECTI ON 202(a)(11) OF THE | NVESTMENT ADVI SERS ACT
OF 1940, 15 U. S.C. 80b-2.
(7) —any— ANY ot her persons not within the intent of this

par agraph as the adm nistrator may by rule or order designate.

(8) —(#—a A trustee whose custody of assets is pursuant to

judicial appointnent, OR appoi ntnent under a trust indenture
or agreenent, and who does not hold hinself or herself out to the
general public as giving advice to others with respect to securi -
ties and who maintains close contact wth the personal financial
affairs of his or her clients as a part of his or her fiduciary
responsi bilities, or a person who gives advice only to such a
trustee. ——or—

(9) (8)—a A county treasurer acting pursuant to his or her
authority under the | ocal governnent investnent pool act, 1985 PA
121, MCL 129. 141 TO 129. 150.
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(10) A PERSON WHO | S A FEDERALLY COVERED ADVI SER.

(11) A PERSON WHO | S EMPLOYED BY OR ASSOCI ATED W TH AN
| N\VESTMENT ADVI SER

(M "1 NVESTMENT ADVI SER REPRESENTATI VE' MEANS A PARTNER,
OFFI CER, OR DI RECTOR, OR A PERSON OCCUPYI NG A SI M LAR STATUS OR
PERFORM NG SI M LAR FUNCTI ONS, OR OTHER | NDI VI DUAL EXCEPT A CLERI -
CAL OR M NI STERI AL EMPLOYEE OR OTHER EMPLOYEE OR ASSOCI ATE DES| G-
NATED BY THE ADM NI STRATOR BY RULE OR ORDER AS W THI N THE | NTENT
OF TH'S SUBSECTI ON, WHO | S EMPLOYED BY OR ASSOCI ATED W TH El THER
OF THE FOLLOW NG

(1) AN | NVESTMENT ADVI SER THAT | S REG STERED OR REQUI RED TO
BE REG STERED UNDER THI'S ACT AND WHO DOES ANY OF THE FOLLOW NG

(i) MAKES ANY RECOMVENDATI ONS OR OTHERW SE RENDERS ADVI CE
REGARDI NG SECURI Tl ES.

(ii) MANAGES ACCOUNTS OR PORTFOLI OS OF CLIENTS.

(iii) DETERM NES WH CH RECOMMENDATI ON OR ADVI CE REGARDI NG
SECURI TI ES SHOULD BE G VEN.

(iv) SOLICITS, OFFERS, OR NEGOTI ATES FOR THE SALE OF OR
SELLS | NVESTMENT ADVI SORY SERVI CES.

(v) SUPERVI SES EMPLOYEES WHO PERFORM ANY OF THE ACTI VI TI ES
DESCRI BED | N SUBPARAGRAPH (i), (ii), (iii), OR (iv).

(2) A FEDERALLY COVERED ADVI SER THAT |'S SUBJECT TO
SECTI ON 203A OF TITLE |1 OF THE | NVESTMENT ADVI SERS ACT OF 1940,
15 U.S.C. 80b-3a, AND |'S DESI GNATED BY THE ADM NI STRATOR BY RULE
OR ORDER
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(N) "I NVESTMENT ADVI SERS ACT OF 1940" MEANS THE | NVESTMENT
ADVI SERS ACT OF 1940, TITLE Il OF CHAPTER 686, 54 STAT. 847, 15
U S.C. 80b-1 TO 80b-21.

(O "I NVESTMENT COVPANY ACT OF 1940" MEANS THE | NVESTMENT
COMPANY ACT OF 1940, TITLE | OF CHAPTER 686, 54 STAT. 789, 15
U S.C. 80a-1 TO 80a-3 AND 80a-4 TO 80a- 64.

(P) —tg)— "lssuer"” neans any person who i Ssues Or proposes
to issue any security, —or—comrodity—contract;— except that:

(1) For certificates of deposit, voting-trust certificates
or collateral-trust certificates, or with respect to certificates
of interest or shares in an unincorporated i nvestnent trust not
having a board of directors, or persons performng simlar func-
tions or of the fixed, restricted managenent or unit type, the
term"issuer"” means the person or persons performng the acts and
assum ng the duties of depositor or manager pursuant to the pro-
visions of the trust or other agreenent or instrunment under which
the security is issued.

(2) For certificates of interest or participation in oil,
gas, or mning titles or |eases, or in paynents out of production
under titles or |eases, the term"issuer" neans the owner of the
oil, gas, or mning titles or |eases or paynents out of produc-

tion or any fractional part thereof who creates and sells certif-

icates of interest or participation therein.
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(Q —h)y— "Nonissuer" nmeans not directly or indirectly for

the benefit of the issuer. A sale of securities shall be consid-
ered to be indirectly for the benefit of the issuer if all of the
followi ng conditions are net:

(1) The sale is directly or indirectly made for the benefit

of a director ——— or executive officer of the issuer, or a person
occupying a simlar status or performng simlar functions, or a
beneficial owner of 10% or nore of any class of equity securities
of the issuer.

(2) The sale, together with all sales made in this state by
or for the benefit of the issuer during the 6-nonth period inme-
diately before the date of the sale, otherw se than pursuant to a
regi stration statenent or exenption order under this act, exceeds
1% of the outstanding securities of the class of securities being
sol d.

(3) The securities are not of a class that has been desi g-
nated by the admnistrator as eligible for trading in this
state.

(R "NOTI CE FILING' MEANS THE DOCUMENTS FI LED W TH THE
ADM NI STRATOR UNDER SECTI ON 202A OR 308, OR BOTH, AS APPLI CABLE.

(S) —(+)— "Person" nmeans an individual, a corporation, a
partnershi p, an association, a joint-stock conpany, a trust where
the interests of the beneficiaries are evidenced by a security,
an uni ncor por ated organi zati on, a governnment, or a political

subdi vi si on of a governnent.
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(T) "PROMOTER' MEANS A PERSON WHO, ACTI NG ALONE OR IN
CONJUNCTION WTH 1 OR MORE PERSONS, DI RECTLY OR | NDI RECTLY TAKES
THE | NI TI ATI VE | N FOUNDI NG AND CRGANI ZI NG THE BUSI NESS OR ENTER-
PRI SE OF AN | SSUER;, OR A PERSON VWHO, I N CONNECTI ON W TH THE
FOUNDI NG OR CRGANI ZI NG OF THE BUSI NESS OR ENTERPRI SE OF AN
| SSUER, DI RECTLY OR | NDI RECTLY RECEI VES | N CONSI DERATI ON OF SERV-
| CES OR PROPERTY, 10% OR MORE OF THE PROCEEDS FROM THE SALE COF
ANY CLASS OF SECURI TI ES OR 10% OR MORE OF THE EQUI TY | NTEREST | N
THE | SSUER AFTER THE OFFERI NG | S COWLETE. HOWEVER, A PERSON VWHO
RECEI VES SUCH AN AMOUNT OF SECURI TI ES OR PROCEEDS ElI THER SCLELY
AS UNDERWRI TI NG COW SSI ONS PURSUANT TO AN OFFERI NG OF SECURI Tl ES
REG STERED UNDER THI S ACT OR SOLELY | N CONSI DERATI ON OF PROPERTY
OR LEGAL OR ACCOUNTI NG SERVI CES SHALL NOT BE CONSI DERED A PRO:
MOTER W THI N THE MEANI NG OF THI S SUBSECTI ON | F THE PERSON DOES
NOT OTHERW SE TAKE PART | N FOUNDI NG AND ORGANI ZI NG THE
ENTERPRI SE.

(U "PUBLIC UTILITY HOLDI NG COVWPANY ACT OF 1935" MEANS THE
PUBLI C UTI LI TY HOLDI NG COVPANY ACT OF 1935, TITLE I OF
CHAPTER 687, 49 STAT. 838.

(VM (1) 5 )(F)— "Sale” or "sell" includes every contract of
sale of, contract to sell, or disposition of a security —or—com
modi-ty—<contract,— or interest in a security —er—conmmodity

contracts— for val ue.

(2) "Ofer"” or "offer to sell” includes every attenpt or
offer to dispose of, or solicitation of an offer to buy, a secur-
ity —or—commodity—contracts— or interest in a security —or
commodi-ty—contract— for val ue.
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(3) Any security —or—comrodity—contract— given or delivered

with, or as a bonus on account of, any purchase of securities —

or—comodity—contracts,— or any other thing is considered to con-

stitute part of the subject of the purchase and to have been

of fered and sold for val ue.
(4) A purported gift of assessable stock is considered to
i nvol ve an offer and sal e.
(5) Every sale or offer of a warrant or right to purchase or

subscri be to another security —er—comodity—<contract— of the sane

or another issuer, as well as every sale or offer of a security

—or—comodity—contract— which gives the hol der a present or
future right or privilege to convert into another security —or
commodi-ty—contract— of the sanme or another issuer, is considered

to include an offer of the other security. —or—comodity
contract—

(6) The terns defined in this —stubsection— SUBDI VI SI ON do
not i ncl ude:

(A) Any stock dividend, whether the corporation distributing
the dividend is the issuer of the stock or not, if nothing of
val ue is given by stockholders for the dividend other than the
surrender of a right to a cash or property dividend when each
stockhol der may el ect to take the dividend in cash or property or
in stock.

(B) Any act incident to a judicially approved reorgani zation
in which a security is issued in exchange for 1 or nore outstand-
ing securities, clains, or property interests, or partly in

—stueh— exchange and partly for cash.
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(W "SECURI TIES ACT OF 1933" MEANS THE SECURI TI ES ACT OF
1933, TITLE | OF CHAPTER 38, 48 STAT. 74, 15 U.S.C. 77a TO 77r

AND 77s TO 77aa.

(X) "SECURI TI ES EXCHANGE ACT OF 1934" MEANS THE SECURI Tl ES
EXCHANGE ACT OF 1934, CHAPTER 404, 48 STAT. 881.

(Y) "SECURI TI ES | NVESTOR PROTECTI ON ACT OF 1970" MEANS THE
SECURI TI ES | NVESTOR PROTECTI ON ACT OF 1970, PUBLIC LAW91-598, 84
STAT. 1636.

(Z2) |(+)— "Security" nmeans any note; stock; treasury stock;

bond; debenture; evidence of indebtedness; certificate of inter-
est or participation in any profit-sharing agreenent;

collateral -trust certificate; preorganization certificate or sub-
scription; transferable share; investnment contract; voting-trust
certificate; certificate of deposit for a security; certificate
of interest or participation in an oil, gas, or mning title or

| ease or in paynments out of production under such a title or

| ease; or, in general, any interest or instrument commonly known
as a "security", or any certificate of interest or participation

in, tenporary or interimcertificate for, receipt for, guarantee

of, or warrant or right to subscribe to or purchase, any of the
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foregoing. "Security" includes any contractual or quasi
contractual arrangenent pursuant to which: (1) a person fur-
ni shes capital, other than services, to an issuer; (2) a portion
of that capital is subjected to the risks of the issuer’s enter-
prise; (3) the furnishing of that capital is induced by the rep-
resentations of an issuer, pronoter, or their affiliates which
give rise to a reasonabl e understandi ng that a val uabl e tangible
benefit will accrue to the person furnishing the capital as a
result of the operation of the enterprise; (4) the person fur-
ni shing the capital does not intend to be actively involved in
t he managenent of the enterprise in a nmeaningful way; and (5) a
pronoter or its affiliates anticipate, at the tinme the capital is
furni shed, that financial gain may be realized as a result
thereof. "Security" does not include an insurance or endownent
policy or annuity contract under which an insurance conpany prom
ises to pay noney either in a lunp sumor periodically for life
or sone other specified period or a conmmodity contract. The
adm ni strator may exclude by rule or by order other transactions
or agreenents fromthe definition of the word "security".

(AA) "SMALL BUSI NESS | NVESTMENT ACT OF 1958" MEANS THE SMALL
BUSI NESS | NVESTMENT ACT OF 1958, PUBLI C LAW 85-699, 72 STAT. 6809.

(BB) {m— "State" nmeans any state, territory, or possession

of the United States, the District of Colunbia, and Puerto Ri co.
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22 exctude—other—persons—fromthis—definition—

23 Sec. 402. (a) The follow ng securities are exenpted from
24 sections 301 and 403:

25 (1) Any security, including a revenue obligation, issued or
26 guaranteed by the United States, any state, any political

27 subdivision of a state, or any agency or corporate or other
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instrunmentality of 1 or nore of the foregoing, or any certificate
of deposit for any of the foregoing, or any guarantee or other
obl i gation nmade in connection therewth.

(2) Any security issued or guaranteed by Canada, any
Canadi an province, any political subdivision of any —such—
CANADI AN provi nce, any agency or corporate or other instrunental-
ity of 1 or nore of the foregoing, or any other foreign govern-
ment with which the United States currently maintains diplomatic
relations, if the security is recognized as a valid obligation by
the issuer or guarantor.

(3) Any security issued by and representing an interest in
or a debt of, or guaranteed by, any bank organi zed under the | aws
of the United States, or any bank, savings institution, or trust
conpany organi zed and supervi sed under the |l aws of any state.

(4) Any security issued by and representing an interest in
or a debt of, or guaranteed by, any federal savings and | oan
associ ation, or any building and I oan or simlar association
organi zed under the laws of any state and authorized to do busi -
ness in this state.

(5) Any security issued or guaranteed by any federal credit
uni on, any credit union organi zed and supervi sed under the | aws
of this state or any other state or territory of the United
States, or any industrial |oan association, or simlar associa-
tion organi zed and supervised under the |laws of this state.

(6) Any security issued or guaranteed by any railroad, other
conmon carrier, public utility, or public utility hol ding conpany
—whieh— THAT is —A—A— A registered hol ding conpany under the
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public utility hol ding conpany act of 1935 or a subsidiary of
such a conpany within the neaning of that act, ——or—(B)
Regul-ated— OR REGULATED in respect of the issuance or guarantee
of the security by a governnental authority of the United States,
—any— A state, Canada, or —any— A Canadi an province. ——also—
ALSO, any equi pnent trust certificate or equi pnent note or bond
based on chattel nortgages, |eases, or agreenents for conditional
sal es of cars, notive power, or other rolling stock nortgages,
| eased or sold to or furnished for the use of or upon —stuch—
railroads, other common carriers, public utilities, or holding
conpani es supervi sed —as—above— BY A GOVERNVENTAL AUTHORI TY OF
THE UNI TED STATES, A STATE, CANADA, OR A CANADI AN PROVI NCE, or
equi pnent, notes, or bonds where the ownership or title of such
equi pnent is pledged or retained in accordance with the provi-
sions of the laws of the United States, —any— A state, Canada, or
—afty— A Canadi an province, to secure the paynent of —sueh— THE
equi pnent trust certificates, bonds, or notes.

(7) Any security listed or approved for |isting upon notice
of issuance on the New York or Anerican stock exchanges; any
ot her security of the same issuer which is of senior or substan-
tially equal rank; any security called for by subscription rights
or warrants so listed or approved; or any warrant or right to
pur chase or subscribe to any of the foregoing. The adm nistrator
may by rule exenpt securities listed on other exchanges or may
establish criteria for designating other classifications of

exenpt securities.
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(8) Any security issued by any person organi zed and oper at ed
not for private profit but exclusively for religious,
educati onal, benevolent, charitable, fraternal, social, athletic,
or reformatory purposes, or as a chanber of commerce or trade or
prof essi onal associ ation. However, unless the securities are
part of an issue having an aggregate sal es price of $250, 000.00
or less, —and— are sold only to bona fide nmenbers of the issuing
organi zation, and are sold w thout paynent of a comm ssion or

consulting fee, —then— the issuer shall do all of the follow ng:

(A) —()— Ten days before offer or sale of the security file
with the adm nistrator an offering circular in a formthe adm n-
istrator may by rule or order require together with a filing fee
of $50.00, and the adm ni strator does not disallowthe
exenption.

(B) —(++)— Not pay a conm ssion or consulting fee to any
person except a registered broker-dealer in connection with the

offer or sale of the security.

(C© —(i+t+i+)— Sell only through registered securities
br oker-deal ers or through persons exenpted fromthe definition of
the term"agent” by the adm nistrator. |In connection with all of
the foregoing, the adm nistrator may by rule or order wthdraw or
further condition this exenption, or waive the conditions con-
tai ned i n subparagraphs (+)— (A and —(+i+)— (B)

(9) Any prinme quality negotiable commercial paper sold in an
aggregat e anount of not |ess than $25,000.00 to any 1 purchaser
whi ch arises out of a current transaction or the proceeds of

whi ch have been or are to be used for current transactions, and

02726’ 99



© 0 N oo o b~ wWw N P

N NN NN N NN R R R R R B R R R R
N~ o 0 M W N R O © 0 N O 0~ W DN BRLP O

73
whi ch evi dences an obligation to pay cash at a fixed date within
9 nonths of the date of issuance, exclusive of days of grace, or
any nonautomatic renewal of —sueh— THE commercial paper which is
likewise |imted, or any guarantee of —sueh— THE commerci al paper
or of any such renewal if the comrercial paper is sold through a
regi stered broker-dealer or an institution whose securities are
exenpt ed under subsection (a)(3).
(10) Any investnment contract or option issued in connection

wi th an enpl oyees’ stock purchase, option, savings, pension,

profit sharing or simlar benefit plan.
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(11) —(*2)— A security listed or approved for listing upon
noti ce of issuance on the national association of securities
deal ers automated quotati on national market system and any ot her
security of the same issuer that is of senior or substantially
equal rank, a security called for by subscription rights or war-

rants so |isted or approved, or a warrant or right to purchase or

subscribe to any of the foregoing. The adm nistrator may, after
providing notice of hearing to all interested parties, opportu-
nity for hearing, witten findings of fact and concl usi ons of

law, and a right to judicial appeal, do any of the follow ng:

(A) Deny or revoke this exenption by order for a specific
i ssue of securities.

(B) Deny this exenption by rule or order to a category of
securities when necessary in the public interest and for the pro-
tection of investors.

(C) Decertify the systemby order if the adm nistrator
determi nes that the systenis requirenents are so changed from
those listed in securities act rel ease no. 33-6810, 53 —Federal
Register— F. R p. 52550 (Dec. 28, 1988), or insufficiently
applied that the public interest and protection of investors con-
tenpl ated by the requirenents is no | onger afforded.

(b) The follow ng transactions are exenpted from sections
301 and 403:
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(1) —Any— AN isol ated noni ssuer transaction, and with
respect to a certificate of interest or participation in an oil,
gas or mning title or a | ease or paynent out of production under
atitle or |ease, any isolated transaction not involving an offer
or sale by a pronoter, whether effected through a broker-deal er
or not.

(2) —Any— A nonissuer distribution of an outstanding secur-
ity whose issuer and any predecessors have been in continuous
operation for at least 5 years if —(A—A- A recogni zed securi -
ties manual contains the names of the issuer’s officers and
directors, a balance sheet of the issuer as of a date within 18
nonths, and a profit and |l oss statenment for either the fiscal
year preceding that date or the nost recent year of operations,
or (By—TFhe— THE security has a fixed maturity or a fixed inter-
est or dividend provision and there has been no default during
the current fiscal year or within the 3 preceding fiscal years in
the paynment of principal, interest, or dividends on the
security. —(€— For purposes of this subdivision, an issuer or
predecessor is in continuous operation only if it has gross oper-
ating revenue in each of the 5 years inmediately preceding its
cl ai m of exenption and has had gross operating revenue of at
| east $500, 000.00 in not less than 3 of those 5 years.

(3) —Anry— A nonissuer transaction effected by or through a
regi stered broker-deal er pursuant to an unsolicited order or
offer to buy; but the admnistrator may by rule require that the

cust oner acknow edge upon a specified formthat the sale was
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unsolicited, and that a signed copy of each such form be
preserved by the broker-dealer for a specified period.

(4) —Any— A transaction between the issuer or other person
on whose behalf the offering is nade and an underwiter, or A
TRANSACTI ON anpbng underwriters.

(5) —Any— A transaction not part of a series of transactions
in related or adjacent properties to individual investors, or
—afty— A transaction involving an offer or sale to a financial
institution as —def+ned— DESCRI BED i n subdivision (8), in a bond
or other evidence of indebtedness secured by a real or chattel
nortgage or deed of trust, or by an agreenent for the sale of
real estate or chattels, if the entire nortgage, deed of trust,
or agreenent, together with all the bonds or other evidences of
i ndebt edness secured thereby, is offered and sold as a unit.

(6) —Any— A transaction by an executor, a personal represen-
tative, admnistrator, sheriff, marshal, receiver, trustee in
bankruptcy, guardi an, or conservator.

(7) —Any— A bona fide pledge or transaction in foreclosure
of a pledge executed by a bona fide pledgee w thout any purpose
of evading this act.

(8) —Any— AN offer or sale to a bank, savings institution,
trust conpany, insurance conpany, investnment conpany as defined
in the investnment conpany act of 1940, the federal national nort-
gage associ ation, the federal hone | oan nortgage corporation, or
the governnment national nortgage associ ation, pension or profit
sharing trust the assets of which are managed by an institutional

manager, the treasurer of this state, other financial
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institution, broker-dealer, whether the purchaser is acting for
itself or in some fiduciary capacity, or a |lender approved by the
federal housing adm nistration and who has satisfied any addi -
tional requirenments established by the adm nistrator by rule or
or der.

(9) —Any— A transaction pursuant to an offering which satis-
fies in full each of the follow ng requirenents:

(A) The issuer and any person acting on its behalf shal
exerci se reasonable care to assure that purchasers in this state
of the securities in the offering do not resell the securities
wi t hout conpliance with state and federal securities |laws. For
sal es described in subparagraph (D)(2), (3), and (5) that reason-
abl e care shall include, where appropriate, but not necessarily
be limted to, all of the follow ng:

(1) Making reasonable inquiry to determne if the purchaser
is acquiring the securities for his OR HER own account or on

behal f of other persons who may be consi dered as separate

of ferees or purchasers. —;
(2) Placing a legend on the certificate or other docunent

evidencing the securities stating that the securities have not

been regi stered under the act and setting forth or referring to

the restrictions on transferability and sale of the securities.

(3) Issuing stop transfer instructions to the issuer’s
transfer agent, if any, with respect to the securities or, if the

i ssuer transfers its own securities, making a notation in the

appropriate records of the issuer.
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(4) OQotaining fromthe purchaser a signed agreenent that the
securities will not be sold without registration under the act or
exenption therefrom

(B) The securities are not offered or sold in reliance upon
thi s subdivision by neans of any general advertising or general
solicitation, except as approved by the adm nistrator.

(C© A commission is not paid or given directly or indirectly
for soliciting any prospective purchaser in this state, except to
a broker-deal er registered pursuant to this act who is not affil-
iated with the issuer or its affiliates. Those paynents shall be
refl ected on the books and records of the broker-dealer, and
shall be fully disclosed in witing to each prospective
purchaser. The broker-deal er or issuer shall file with the
adm ni strator on —such— forns as the adm nistrator prescribes, a
confidential report of offering within 30 days after initiation
of the offering in this state and every 90 days thereafter until
the final report of conpletion of the offering.

(D) Each sale in the offering made in reliance upon this
subdi vision neets all of the conditions of 1 of the follow ng:

(1) —Sates— THE SALE IS to any of the follow ng classes of
per sons:

(i) Pronoters or other persons actively engaged or reason-
ably expected to be actively engaged in the managenent of the
issuer, or in a professional capacity as attorneys or accountants
to the issuer, or directly related by blood or marriage to the
pronoter or person actively engaged or reasonably expected to be

actively engaged in the managenent of the issuer, if such persons
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are purchasing with investnent intent and the issuer relies upon

thi s subparagraph for sales to not nore than 10 persons in this

state within a 12-nonth period. —

(ii) Not nore than 15 persons whose principal business is
the line of business to which the offering relates, and who are
qual i fied by previous experience to evaluate the risks of the
i nvestnment. The provisions of subparagraph (A) shall not apply
to sal es covered by subparagraph (d)(1) (i) and (ii).

(2) Sales to not nore than 15 persons in this state within
any 12-nonth period, in reliance upon this subparagraph, and the
i ssuer provides to all such offerees at |east 48 hours before
sal e a docunment THAT | NCLUDES ALL OF THE FOLLOW NG

(i) Disclosing in reasonable detail the intended application

of the proceeds to be received fromthe offering.
(ii) Disclosing in reasonable detail the current financial
condition of the issuer and in the case of a limted partnership
or oil and gas venture, the current financial condition of the
general partner or oil and gas issuer; except that in the case of
alimted partnership interest or interest in oil or gas, the
docunent may nerely state that the general partner or oil and gas
i ssuer has a net worth, determned in accordance with generally
accepted accounting principles, in excess of a stated sum and
that its net worth exceeds the obligations undertaken by the gen-
eral partner or oil and gas issuer, and that the assets or opera-

tions of the general partner or oil and gas issuer wll generate

sufficient cash to neet these obligations as they cone due.
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(iii) Disclosing in all reasonable detail direct or indirect
conpensation or renuneration to be received by a pronoter or

affiliates of the pronoter and fully identifying the persons who

shal | be recipients of that conpensati on.

(iv) Disclosing the form date, and jurisdiction under which

fornmed, and nature of busi ness of the issuer.
(v) Disclosing the kind and anmount of securities to be

of fered and the offering price or nethod by which the offering

price is conputed. —;
(vi) Stating, except in the case of a corporate issuer, that
each investor or his OR HER designated representative may inspect

the books and records of the issuer or the venture at any reason-

able time for proper purposes. —;
(vii) Stating, except in the case of a corporate issuer,

that the issuer shall pronptly call an informational neeting of

all investors upon request by 25%in interest or nore of the

investors in any class of securities who are unaffiliated with a

pronoter or affiliate of the pronoter.
(viii) Stating, except in the case of a corporate issuer,

that the issuer shall agree to maintain at its offices a |list of

nanmes and addresses of all investors in the entity available to

any investor or the designated representative of any investor.

(ix) Stating that the issuer shall provide all investors
with a detailed witten statenent of the application of the pro-
ceeds of the offering within 6 nonths after commencenent of the

of fering or upon conpl etion, whichever occurs first, and wth
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annual current bal ance sheets and inconme statenents to investors
thereafter.
(3) Sales to not nore than 35 persons in this state within
any 12-nmonth period in reliance upon this subparagraph, if all of
the follow ng conditions are net:

(i) The offeror files wth the adm nistrator an exenption

application, an offering circular, and a $100.00 filing fee. —

(ii) The adm nistrator by order finds the offering consis-

tent with —the—provisitons—of— section 306 and declares this

exenption effective. —

(iii) The offering is made upon —such— conditions and with

—steh— information or provisions in the offering circular as the

adm ni strator may require. —;

(iv) The offering circular is delivered to each purchaser at
| east 48 hours before the sale to the purchaser.

(4) Sales made by a person other than an issuer to not nore
than 10 persons pursuant to offers to not nore than 15 persons in
this state wwthin a 12-nonth period in reliance upon this sub-
par agraph, if the offering is not part of a distribution of the
i ssuer’s securities.

(5) Sales made to a person who the seller has reasonable
grounds to believe and does believe —rneets— IS 1 of the
fol |l owi ng: —conditions:—

(i) A business entity having either —(G)— net inconme from
operations after taxes in excess of $100,000.00 in its | ast
fiscal year or its latest 12-nonth period, or —(++)— a net worth
in excess of $1,000,000.00 at the tinme of purchase, and after the
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purchase has | ess than 10% of its total assets invested in the
securities of the issuer.

(ii) An individual who after the purchase has an investnment
of $50,000.00 or nore in the securities of the issuer, including
i nstal | ment paynments to be made within 1 year after purchase by
the investor; has either personal incone before taxes in excess
of $100, 000.00 for his or her last fiscal year or latest 12-nonth
period and is capable of bearing the economc risk, or net worth
i n excess of $1, 000, 000.00; and has —steh— THE know edge and
experience in financial and business matters that he or she is
capabl e of evaluating the nmerits and risks of the prospective
i nvestment or has obtained the advice of an attorney, certified
public accountant, —or— investnent adviser registered under the
i nvest ment advi sers act of 1940, —tittet++—of—chapter—686—"754
Stat—789,—15U-S€C—80b-1t0o806b-2%— or an investnent adviser
regi stered under this act, with respect to the nerits and risks
of the prospective investnent.

(E) |(F)— For purposes of this —subdiviston— SUBPARAGRAPH

(1) Each offer or sale made to a pension or profit sharing
trust shall be —deermed— CONSI DERED to have been nade to each ben-
eficiary as an individual offeree unless all of the follow ng
appl y:

(i) The trust has an independent trustee.

(ii) The issuer makes inquiry and reasonably believes that
the trust invests not nore than 10%of its assets in the securi-
ties sold by the issuer. ——and—
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(iii) Wthin the 2-year period before the initial offer of
the securities, the issuer was not directly or indirectly
connected with the formati on or subsequent operation of the trust
or solicitation of its investors and the issuer nmakes inquiry and
reasonably believes that the trust was not fornmed to purchase the
securities of the issuer.

(2) Each offer or sale nmade to a partnership or association
shall be deened to have been nmade to each partner or nenber as an
i ndi vi dual unl ess —alH+— BOTH of the follow ng occur:

(i) The issuer makes inquiry and reasonably believes that
the partnership or association invests not nore than 10%of its
assets in the securities offered or sold by the issuer.

(ii) Wthin the 2-year period before the initial offer of
the securities, the issuer was not directly or indirectly con-
nected with the formati on or subsequent operation of the partner-
ship or association or solicitation of its investors and the
i ssuer makes inquiry and reasonably believes that the partnership
or association was not fornmed to purchase the securities of the
i ssuer.

(3) Each offer or sale made to a corporation or business
trust shall be —deermed— CONSI DERED to have been nade to each
security holder of the corporation or business trust as an indi-
vidual unless within the 2-year period before the initial offer
of the securities the issuer was not directly or indirectly con-
nected with the formati on or subsequent operation of the corpora-
tion or trust or solicitation of its investors and the issuer

makes inquiry and reasonably believes that the corporation or
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trust, or in the case of a wholly owned subsidiary, its parent,
was not fornmed to purchase the securities of the issuer and 1 of
the follow ng applies:

(i) —a= A class of securities of the corporation or trust is

regi stered pursuant to the securities exchange act of 1934.

(ii) —the— THE decision of the corporation or trust to
acquire the shares of the issuer is directly or indirectly
related to the business of the corporation or trust and not for
i nvest ment purposes, and its principal business is not investing
in securities. ——or—

(ii1) —the— THE i ssuer makes inquiry and reasonably believes
that the corporation or trust invests not nore than 10%of its
assets in the securities offered or sold by the issuer.

(4) An offer or sale to an investnent conpany registered
under the investnent conpany act of 1940 —shalt—constitute—
CONSTI TUTES an offer or sale to an individual.

(5) Husband, wife, and children living as a famly are con-
sidered to be 1 individual.

(6) Each client of an investnent adviser, each custonmer of a
br oker-deal er, or a person with a simlar relationship shall be
consi dered an offeree or purchaser for purposes of this subdivi-
sion regardl ess of the anpbunt of discretion given to the invest-
ment advi ser, broker-dealer, or other person to act on behal f of
the client, custoner, or trust.

(F) (©— The adm nistrator nmay by rule or order as to any
security or transaction, or any type of security or transaction,

i ncrease the nunber of offerees or purchasers, waive any
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conditions, and in conjunction with a request to exercise its
di scretion under these provisions, the adm nistrator may further
condition this exenption.
(10) Any offer or sale of a preorganization certificate or
subscription in a corporation, and the issuance of securities
pursuant thereto, if all of the follow ng apply:

(A) No conmi ssion is paid or given directly or indirectly

for soliciting any prospective subscriber. —

(B) There are not nore than 10 purchasers. —;
(© Advertising is not published or circulated unless it has

been revi ewed and no objection thereto is made by the adm nistra-

tor in witing. —;
(D) The seller reasonably believes that all the buyers in

this state, other than those designated in —this— subsection

(b)(8), are purchasing for investnment. —;

(E) The administrator may by rule or order waive the condi-
tions in subparagraph (A) and require reports of sales under this
exenption.

(11) —Any— A transaction pursuant to an offer to existing
security holders of the issuer, including persons who at the tine
of the transaction are hol ders of convertible securities, non-
transferable warrants, or transferable warrants exercisable
wi thin not nore than 90 days of their issuance, if either of the
foll owi ng occurs:

(A) A comm ssion, other than a standby conmm ssion, is not
paid or given directly or indirectly for soliciting any security

holder in this state and the offer is nade either to hol ders of

02726’ 99



87
the convertible securities or warrants and relates to the
underlying security, or the securities are purchased by not nore
than 25 security holders in this state within a 12-nonth peri od.

(B) Twenty business days before any offer, the issuer files
with the adm nistrator the offering circular or other materials
proposed to be sent to security holders and other persons
describing the terns of the offer together with a filing fee of
$100. 00 and the admi ni strator does not by order disallowthe
exenption wthin the next 20 business days.

(12) —Any— AN offer, but not a sale, of a security for which
a registration statenment or exenption order request was filed
under this act if a stop order is not in effect and a public pro-
ceedi ng or exam nation | ooking toward —such—an— A STOP order is
not pending and if made in conpliance with section 307.

(13) —Any— AN offer, sale, or issuance of securities pursu-
ant to an investnent contract or option which is exenpt under
subsection (a)(10).

(14) —Any— AN offer or sale of a security as contenpl ated
under the small business investnent act of 1958 —((1)— to the fed-
eral small business admnistration, or (2)y— by a small business
concern to a small business investnent conpany or to a devel op-
ment conpany for equity capital provided or | oans nmade, or —(3)—
by a smal| business investnment conpany to a small business con-
cern as a condition to providing the latter with equity capital
or | oans.

(15) —Any— AN offer or sale of any security by a nonprofit

devel opnent corporation, formed and existing under the | aws of
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this state, if the primary purpose of the corporation is to
pronote and assist the growh and devel opnment of business enter-
prises in the area covered by its operations.

(16) The distribution by a cooperative corporation of its
securities to its patrons as patronage refunds or returns dis-
tributed on a patronage basis.

(17) —Any— A noni ssuer transaction effected by or through a
br oker-deal er in any outstanding security of the sane class as
that which has been designated by order by the adm nistrator as
eligible for trading in this state. A person requesting a desig-
nation order shall pay a filing fee of $100. 00.

(18) The sale of capital stock issued by a professional
service corporation fornmed under the professional service corpo-

rati on act, —Act—No—192of the PublicActsof 1962 —asanended-

1962 PA 192, MCL 450. 221 TO 450. 235.

(19) —Any— A transaction incident to a class vote by share-
hol ders pursuant to the certificate of incorporation or the
appl i cabl e corporation statute, on a nerger, consolidation,
reclassification of securities, or sale of corporate assets in
consi deration of the issuance of securities of another
cor poration.

(20) —Any— A transaction that the adm nistrator by order
exenpts fromthe registration provisions of this act after a
determ nation that registration is not necessary in the public

interest and for the protection of investors. An order may be
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granted either before or after consummati on of the transaction
upon the petition of any interested party in the transaction.

(21) —Any— A transaction made pursuant to a uniformlimted
of fering exenption filing WTH THE DEPARTMENT. A person cl ai m ng
under this subdivision shall pay a filing fee of $100.00 at the
time of filing the initial notice form

(c) I'n any proceeding under this act, the burden of proving
an exenption or an exception froma definition is upon the person
claimng it.

(d) Ofers or sales which are exenpt under subsection (b)(1)
through (20) may be conbined to exenpt an entire transaction or
series of transactions.

Sec. 403. The administrator may by rule or order require
the filing and acceptance before use of any prospectus, panphlet,
circular, formletter, advertisenent, or other sales literature
or advertising comuni cation addressed or intended for distribu-
tion to prospective investors, including clients or prospective
clients of an investnent adviser OR FEDERALLY COVERED ADVI SER
unl ess the security, —comodity—<contract,— or transaction is
exenpted by section 402(a)(1l) to (7) OR 1S A FEDERALLY COVERED
SECURI TY.

Sec. 405. (a) Neither the fact that an application for reg-
istration under sections 201 to 204, A NOTICE FI LI NG UNDER
SECTI ON 202A OR 308, or a registration statenment under sections
301 to 306 has been filed, nor the fact that a person or security
is effectively registered OR A NOTI CE FI LI NG HAS BEEN MADE

constitutes a finding by the adm nistrator that any docunent
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filed under this act is true, conplete, and not m sl eadi ng.
Nei t her any such fact nor the fact that an exenption or exception
is available for a security or a transaction, or that an order
has been issued by the adm nistrator, neans that the admnistra-
tor has passed in any way upon the nerits or qualifications of,
or recommended or given approval to, any person, security, or
transacti on.

(b) A person shall not make, or cause to be nade, to a pro-
spective purchaser, custoner, or client a representation incon-
sistent with subsection (a).

Sec. 406. (a) This act shall be adm nistered by the
corporation, —and— securities AND LAND DEVELOPMVENT bureau of the
department of —eomrerce— CONSUVER AND | NDUSTRY SERVI CES whi ch
—shatt—be— IS a crimnal justice agency as defined in 28 C F. R
20. 3(c).

(b) The administrator or any of its officers or enployees
shall not disclose to the public or use for personal benefit any
information which is filed with or obtained by the adm nistrator
and which is not made public pursuant to this act. This act does
not authorize the admnistrator or any of its officers or enploy-
ees to disclose any —such— informati on except anong thensel ves or
when necessary or appropriate in a proceeding or investigation
under this act, or to federal, state, |ocal, or foreign govern-
mental agencies for their own official use. No provision of this
act either creates or derogates fromany privilege which exists

at common | aw or ot herwi se when docunentary or other evidence is
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sought under a subpoena directed to the adm nistrator or any of
its officers or enployees.

(c) The adm nistrator may conduct joint investigations or
i nspections with —the— federal, state, or |ocal agencies, or
self-regul atory bodies as defined in the securities exchange act
of 1934.

Sec. 409. (a) Any person who willfully violates —sections—
SECTI ON 101, 102, 103, 201, 203(h), —361— 301(1) OR (2), 402,
405(b), or 406(b), or who engages in conduct prohibited by sec-
tion 204(a)(1)(J) to (S) and (V) to (2), or who willfully vio-
| at es section 404 knowi ng the statenment nade to be false or m s-
| eading in any material respect, shall upon conviction be fined
not nore than $25, 000.00 for each violation, or inprisoned not
nore than 10 years, or both.

(b) The administrator may refer such evidence as is avail -
abl e concerning violations of this act or of any rule or order
hereunder to the attorney general or the proper prosecuting
attorney, who may, with or without such a reference, institute
the appropriate crimnal proceedi ngs under this act.

(c) Nothing inthis act Iimts the power of the state to
puni sh any person for any conduct which constitutes a crinme by
statute or at common | aw.

(d) Any crimnal conplaint or indictnment for violation of
this act shall be filed within 6 years after the conmm ssion of
the offense, but any period during which the party charged was
not usually and publicly resident wthin this state shall not be

i ncluded as part of the 6 years.
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Sec. 410. (a) Any person who does either of the follow ng
—shatt—be— IS liable to the person buying the security —er—com

modi-ty—contract— fromhimor her and the buyer may sue either at
law or in equity to recover the consideration paid for the

security, —or—comodity —<contract;— together with interest at 6%
per year fromthe date of paynent, costs, and reasonable

—attorneys— ATTORNEY fees, |ess the anount of inconme received on

the security, —or—comrodity—contracts;— upon the tender of the
security —er—comrodity—contracts— or, if he or she no | onger owns
the security, —or—comrodity—contracts;— for damages which shall be

the anmount that woul d be recoverabl e upon a tender |ess the val ue

of the security —or—comodity—<contract— when the buyer di sposed

of it and interest at 6% per year fromthe date of disposition:
(1) Ofers or sells a security —or—comodity—contract— in
vi ol ation of section 201(a), 301, or 405(b), or of any rule or
order under section 403 which requires the affirmative approval
of sales literature before it is used, or of any condition
i nposed under section 304(d), 305(f), 305(g), or 412(g). ——or—
(2) Ofers or sells a security —or—comodity —contract— by
means of any untrue statenent of a material fact or any om ssion
to state a material fact necessary in order to nmake the state-
ments made, in the [ight of the circunstances under which they
are made, not m sl eading, the buyer not knowi ng of the untruth or
om ssion, and who does not sustain the burden of proof that he or
she did not know, and in the exercise of reasonable care could

not have known, of the untruth or om ssion.
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(b) Every person who directly or indirectly controls a
seller |iable under subsection (a), every partner, officer, or
director of —such—a— THE seller, every person occupying a simlar
status or performng simlar functions, every enpl oyee of —such
a— THE seller who materially aids in the sale, and every
br oker-deal er or agent who materially aids in the sale are al so
liable jointly and severally with and to the sanme extent as the
seller, unless the —rnonseHer—who—+s—so—+iable— PERSON sust ai ns
the burden of proof that he or she did not know, and in exercise
of reasonabl e care could not have known, of the existence of the
facts by reason of which the liability is alleged to exist.
There is contribution as in cases of contract anong the several
persons so |iable.

(c) Any tender specified in this section may be nade at any
time before entry of judgnent.

(d) Every cause of action under this statute survives the
deat h of any person who m ght have been a plaintiff or
def endant .

(e) A person may not bring an action under subsection (a)(1)
nore than 2 years after the contract of sale. A person may not
bring an action under subsection (a)(2) nore than 2 years after
—stueh— THE person, in the exercise of reasonable care, knew or
shoul d have known of the untruth or om ssion, but in no event
nore than 4 years after the contract of sale. A person may not
bring an action under this section if the buyer received a wit-

ten RESCI SSI ON offer, before the action and at a tinme when he or
she owned the security, —er—commodity—contract,— to refund the

02726’ 99



© 0 N oo o B~ wWw N P

N NN NN N NN R R R R R R R R R R
N~ o 0 M W N R O © 0 N O 0N~ W DN BRP O

94
consi deration paid together with interest at 6% per year fromthe
date of paynent, |ess the anobunt of any inconme received on the
security, and he or she failed to accept the offer within 30 days
of its receipt, or if the buyer received —such—an— THE offer
before the action and at a tinme when he or she did not own the
security, —or—commodity—<contract;— unless he or she rejected the
offer in witing wthin 30 days of its receipt. The docunents
making full witten disclosure about the financial and business
condition of the issuer and the financial and business risks
associated with the retention of the securities —or—comodities—
shall be provided to the offeree concurrently with the witten
rescission offer. Such an offer shall not be nmade until 45 days
after the date of sale of the securities and acceptance or rejec-
tion of the offer shall not be binding until 48 hours after
recei pt by the offeree. The rescission offer shall recite the
provisions of this section. A rescission offer under this
—section— SUBSECTI ON shall not be valid unless the offeror sub-
stantiates that it has the ability to fund the offering and this
information is set forth in the disclosure docunents.

(f) No person who has made or engaged in the performance of
any contract in violation of any provision of this act or any
rul e or order hereunder, or who has acquired any purported right
under any such contract with know edge of the facts by reason of
which its making or performance was in violation, may base any
suit on the contract.

(g) Any condition, stipulation, or provision binding any

person acquiring any security —or—comrodity—contract— to waive
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conpliance with any provision of this act or any rule or order
her eunder is void.

(h) The rights and renedies provided by this act are in
addition to any other rights or renedies that may exist at |aw or
in equity, but this act does not create any cause of action not
specified in this section. —or—section—202(e)—

Sec. 412. (a) The adm nistrator may fromtinme to tinme make
amend, and rescind rules, forns, and orders as are necessary to
carry out the provisions of this act, including rules and forns

governing registration statenments, NOTI CE FI LI NGS UNDER

SECTI ON 202A OR 308, applications, and reports —— and defining
any terns, whether or not used in this act, insofar as the defi-
nitions are not inconsistent with this act. For the purpose of
rules and fornms, the adm nistrator may classify securities, —of

commodi-ty—contracts;— persons, and matters within its jurisdic-

tion —— and prescribe different requirenents for different

cl asses.

(b) Arule, form or order may not be nade, anended, or
resci nded unless the admnistrator finds that the action is nec-
essary or appropriate in the public interest or for the protec-
tion of investors and consistent with the purposes fairly
i ntended by the policy and provisions of this act. |In prescrib-
ing rules and forns, the adm nistrator may cooperate with the
securities adm nistrators of the other states and the securities
and exchange comm ssion wth a view to effectuating the policy of

this statute to achieve maximumuniformty in the form and
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content of registration statenents, applications, and reports
wher ever practicable.

(c) The administrator may by rule or order prescribe (1)—
the formand content of financial statenents required under this
act, —|(2)— the circunstances under which consolidated financi al
statenments shall be filed, and —(3)— whether any required finan-
cial statenents shall be certified by independent or certified
public accountants. Financial statenments shall be prepared in
accordance with generally accepted accounting practices.

(d) Rules and forns of the adm nistrator shall be
publ i shed.

(e) A provision of this act inposing any liability applies
to any act done or omtted in good faith in conformty with any
rule, form or order of the adm nistrator, notw thstandi ng that
the rule, form or order may not |ater be anended or rescinded or
be determ ned by judicial or other authority to be invalid for
any reason.

(f) Every hearing in an adm nistrative proceedi ng shall be
public unless the adm nistrator in its discretion grants a
request joined in by all the respondents that the hearing be con-
ducted privately.

(g) The administrator shall pronulgate rules with respect to

—comodity—+ssuers,— broker-dealers —— and agents as necessary

or appropriate in the public interest or for the protection of

investors. The rules may require, anong other things, the

promul gati on and i ssuance of a disclosure statement by the

br oker - deal er, —or—+sstuer—of—a—commodity—<contract,— the
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segregation of custonmer’s funds and assets, maintenance of
reserves for obligations, contingent or otherw se, to custoners,
t he mai ntenance of a fidelity bond, hedging or covering obliga-
tions to customers, the signing and filing of a consent to serv-
ice of process, and prior approval of advertising, limtation of
the content of —sueh— advertising, and margin requirenents.
(h) The rul es pronul gated and hearings held under this act
shal | be in accordance w th —Aet—No—306—of —thePublic—-Acts—of

Compited—taws— THE ADM NI STRATI VE PROCEDURES ACT OF 1969, 1969 PA
306, MCL 24.201 TO 24. 328.

Sec. 413. (a) A docunent is filed when it is received by
the adm nistrator with the appropriate fee and all required
formns.

(b) The administrator shall keep a register of all applica-
tions for registration, NOTI CE FILI NGS UNDER SECTI ONS 202A AND
308, and registration statenents that are or have ever been
effective under this act and all denial, suspension, or revoca-
tion orders that have been entered under this act. The register
shall be open for public inspection.

(c) The information contained in or filed with any registra-
tion statenment, NOTICE FILING application, or report may be
retained and stored by the admnistrator in the docunent’s origi-
nal formor by reproduction pursuant to the records nedia act.
Reproductions of any registration statenment, application, or
report may be nmade available to the public under —stueh— rul es
—as— PRESCRI BED BY t he adm ni strator, —prescribes,— except that
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the admi nistrator may wi thhold from public inspection
i nformati on, the disclosure of which is not necessary in the
public interest and for the protection of investors.

(d) Upon request and for a reasonable charge as +—t— HE OR
SHE prescribes, the admnistrator shall furnish to any person a
reproduction pursuant to the records nedia act, 1992 PA 116, MCL
24. 401 TO 24.403, certified under +ts— H' S OR HER seal of office
if requested, of —any— AN entry in the register or any docunent
that is a matter of public record. The charges made shall con-
stitute reimbursenent to the admnistrator for the cost of
reproduction. In —any— A proceeding or prosecution under this
act, a CERTIFIED reproduction in a medi um pursuant to the records
medi a act, 1992 PA 116, MCL 24.401 TO 24.403, or a CERTIFIED
reproduction consisting of a printout or other output readable by
sight from —sueth— a nedi um ——so—certified;,— PURSUANT TO THE
RECORDS MEDI A ACT, 1992 PA 116, MCL 24.401 TO 24.403, is prim
faci e evidence of the contents of the entry or docunent
certified.

(e) The administrator may certify the nonexi stence of a
filing for —any—docurrents— A DOCUMENT that this act permts to be
filed with the admi nistrator, upon certification that the
—docurrents—are— DOCUMENT IS of a type that, if filed, —wouldtbe—
ARE filed with the adm nistrator and that a personal search of
the records has been made by the person —so—certifyirng— MAKI NG
THE CERTI FI CATION. A certificate of nonexistence is prima facie
evi dence that —such—a— THE docunent has not been filed with the

adm ni strator.
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(f) The adm nistrator in —+ts— H'S OR HER di scretion may
honor —reguests— A REQUEST from AN i nterested —persons— PERSON
for AN interpretative —opinrons— OPINION and nmay pronul gate rul es
—setting—forth—procedures— THAT SET FORTH THE PROCEDURE f or

requesti ng —those—opinions— AN OPI NI ON
Sec. 414. (a) Sections 101, 201(a), 301, 405, and 410 apply

to persons who sell or offer to sell when —(%)— an offer to sel
is mde in this state, or (2)— an offer to buy is nade and
accepted in this state.

(b) Sections 101, 201(a), and 405 apply to persons who buy
or offer to buy when —(%)— an offer to buy is nmade in this state,
or (2)— an offer to sell is made and accepted in this state.

(c) For the purpose of this section, an offer to sell or to
buy is made in this state, whether or not either party is then
present in this state, when the offer —(1)— originates fromthis
state, or {2)— is directed by the offeror to this state and

received at the place to which it is directed —— or at any post
office in this state in the case of a nmailed offer

(d) For the purpose of this section, an offer to buy or to
sell is accepted in this state when acceptance —(I)— i s comuni -
cated to the offeror in this state and —(2)— has not previously
been conmuni cated to the offeror, orally or in witing, outside
this state; and acceptance is communicated to the offeror in this
state, whether or not either party is then present in this state,
when the offeree directs it to the offeror in this state reason-

ably believing the offeror to be in this state and it is received
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at the place to which it is directed, or at any post office in
this state in the case of a nail ed acceptance.

(e) An offer to sell or to buy is not made in this state
when —(%)— the publisher circulates or there is circulated on his
OR HER behalf in this state any bona fide newspaper or other pub-
'ication of general, regular, and paid circulation which is not
published in this state, or which is published in this state but
has had nore than 2/3 of its circulation outside this state
during the past 12 nonths, or —(2)— a radio or television program
originating outside this state is received in this state.

(f) Sections 102 and 201(c), as well as section 405 so far
as i nvestnent —advisors— ADVI SERS are concerned, apply when any
act instrunental in effecting prohibited conduct is done in this
state, whether or not either party is then present in this
state.

(g) Every applicant for registration under this act, EVERY
PERSON SUBM TTI NG A NOTI CE FI LI NG UNDER SECTI ON 202A OR 308, and
every issuer which proposes to offer a security —or—conmodity
contract— in this state through any person acting on an agency
basis in the common-| aw sense shall file with the adm nistrator,
in —sueh— A formas —+t— THE ADM NI STRATOR by rul e prescribes, an
i rrevocabl e consent appointing the adm nistrator or its successor
in office to be his OR HER attorney to receive service of any
| awf ul process in any noncrimnal suit, action, or proceeding
agai nst him OR HER or his OR HER successor executor or adm nis-
trator which arises under this act or any rule or order hereunder

after the consent has been filed, with the sane force and
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validity as if served personally on the person filing the
consent. A person who has filed —sueh— a consent in connection
with a previous registration OR NOTI CE FI LI NG need not file
another. Service may be made by | eaving a copy of the process in
the office of the adm nistrator, but it is not effective unless
—I)— the plaintiff, who may be the admi nistrator in a suit,
action, or proceeding instituted by it, —ferthwth— PROVWTLY
sends notice of the service and a copy of the process by regis-
tered mail to the defendant or respondent at his OR HER | ast
address on file with the admnnistrator, and |(2)— the plaintiff’s
affidavit of conpliance wth this subsection is filed in the case
on or before the return day of the process, if any, or within
—stech— A further tinme —as— THAT the court all ows.

(h) When —any— A person, including —any— A nonresident of
this state, engages in conduct prohibited or nmade acti onabl e by
this act or any rule or order hereunder, and he OR SHE has not
filed a consent to service of process under subsection (g) and
personal jurisdiction over him OR HER cannot ot herw se be
obtained in this state, that conduct shall be considered equiva-
lent to his OR HER appoi ntnment of the adm nistrator or its suc-
cessor in office to be his OR HER attorney to receive service of
any |awful process in any noncrimnal suit, action, or proceeding
agai nst him OR HER or his OR HER successor executor or adm nis-
trator which grows out of that conduct and which is brought under
this act or any rule or order hereunder, with the sane force and
validity as if served on himOR HER personally. Service may be

made by | eaving a copy of the process in the office of the
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adm nistrator, and it is not effective unless —(%)— the
plaintiff, who may be the administrator in a suit, action, or
proceeding instituted by it, —forthwth— PROVWTLY sends notice of
the service and a copy of the process by registered nmail to the
def endant or respondent at his OR HER | ast known address or takes
ot her steps which are reasonably calculated to give actua
notice, and (2)y— the plaintiff’s affidavit of conpliance with
this subsection is filed in the case on or before the return day
of the process, if any, or within —saueh— A further tinme —as— THAT
the court all ows.

(i) When process is served under this section, the court, or
the adm nistrator in a proceeding before it, shall order —stueh— A
conti nuance as may be necessary to afford the defendant or
respondent reasonabl e opportunity to defend.

Sec. 417. Except as saved in this section:

(a) Act No. 220 of the Public Acts of 1923, as anended,
bei ng sections 451.101 to 451.133 of the Conpiled Laws of 1948,

i s repeal ed.

(b) Prior law exclusively governs all suits, actions,
prosecutions, or proceedi ngs which are pending or may be initi-
ated on the basis of facts or circunstances occurring before the
effective date of this act, except that no civil suit or action
may be maintained to enforce any liability under prior |aw unless
brought within —any— A period of [imtation which applied when
the cause of action accrued and in any event within 2 years after

the effective date of this act.
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(c) Al effective registrations under prior |aw, al
adm nistrative orders relating to —such— EFFECTI VE regi strations
UNDER PRI OR LAW —and— all conditions inposed upon —stch—
EFFECTI VE regi strati ons UNDER PRI OR LAW AND ALL NOTI CE FI LI NGS
UNDER SECTI ON 202A OR 308 MADE W TH THE ADM NI STRATOR SI NCE
ENACTMENT OF THE NATI ONAL SECURI TI ES MARKETS | MPROVEMENTS ACT OF
1996, PUBLI C LAW 104-290, 110 STAT. 3416, remain in effect so
| ong as they would have remained in effect if this act had not
been passed. They are considered to have been filed, entered, or
i nposed under this act, but are governed by prior |aw

(d) Prior law applies in respect of any offer or sale nmade
within 1 year after the effective date of this act pursuant to an
of fering begun in good faith before its effective date on the
basi s of an exenption avail abl e under prior |aw

(e) Judicial review of all admnistrative orders as to which
revi ew proceedi ngs have not been instituted by the effective date
of this act are governed by section 411, except that no review
proceedi ng may be instituted unless the petition is filed within
any period of limtation which applied to a review proceeding
when the order was entered and in any event within 60 days after

the effective date of this act.
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