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ORDER OF THE 

OFFICE OF THE COMMISSIONER OF SECURITIES 

STATE OF WISCONSIN 

ADOPTING, AMENDING AND REPEALING RULES 

To repeal SEC 4.01(4) (a), SEC 4.03(1) (s) t SEC 4.05(6) (b) and SEC 
7.01(7); to renumber SEC 3.21(2) and (3), SEC 4.01(4) (b), (e) and (d), 
SEC 4.05(7) and (8), SEC 4.06(2) (h) and SEC 7.01(8); to renumber and 
amend SEC 3.03(4), SEC 3:.12, SEC 3.21(1) and SEC 4.05(6) (Intro.) and 
(a); to amend SEC 2.01(7) (d), SEC 2.02(3) (a) and (5) (d)l., SEC 
2.03(1), SEC 3.01(1), SEC 3.02(Intro.), SEC 3.03(1), SEC 3.22(1) (e) 
and (m), SEC 4.01(3), (5) and (6), SEC 4.02(1), SEC 4.03(2), (3) (a) and 
(3) (e), SEC 4.01(1) and (7), SEC 4.06(1) (h), SEC 4.07(1), SEC 4.08(2), 

SEC 5.01(3), (4) and (5), SEC 5.04 (1), SEC 5.05(7), SEC 5.08(2), SEC 
7.01(1) (e), (2) (a) and (e), (3) (b) and (5) (b), SEC 32.02 and SEC 
36.01; and to ereate'SEC '2.02(10) (i), SEC 3.03(4) (b), SEC 3.12(2), SEC 
3.18, SEC 4.04(1)(b), SEC 4.06(2)(h), SEC 5.04(1)(b) and SEC 35.01(3) 
and (4), relating to the operation of ch. 551., Stats., the Wiseonsin 
Uniform Securities Law, and ch. 553, Stats., the Wiseonsin Franehise 
Investment Law, with respeet to registration exemptions, registration 
requirements and proeedures, securities broker-dealer and investment 
adviser lieensing requirements and proeedures, fees and 'administrative 
procedure. 

RECEIVED 

NOV 221982 

Revisor of Statutes 
Bursau 





Pursuant to authority vested in the Office of the 
Commissioner of Securities by sees. 551.22(17)., 551.23(18), 
551. 27 (8), 551. 28 (1) (e), 551. 32 (4) and ( 7), 551. 33 (1 L (2 ) 
and (6), 551.52(3), 551.63(1) and (2), 553.58(1) and 553.72(3), 
Wis. Stats., the Wisconsin Commissioner of Securities repea1s, 
amends and adopts ru1es interpreting those sections as 
fo11ows: 

SECTION 1. SEC 2.01(7) (d) is amended to read: 

(d) The issuer has had annua1 conso1idated net incomeL 

-~before extraordinary items and the cumu1ative effeet of 

accounting changest-L as fo11ows: (i) at 1east one mi11ion 

do11ars in 4 of its last 5 fisca1 years inc1uding its last 

fisca1 year, and (ii) if the offering is of interest bearing 

or of fixed or f10ating rate dividend securities, at 1east 

1-1/2 times its annua1 interest and f±Mee dividend expense, 

ca1cu1ating net income before deduction for income taxes and 

depreciation and giving effeet to the proposed offering and 

the intended use of the proceeds,-for its last fisca1 year. 

F10ating rate dividends sha11 be ca1cu1ated with referenee 

to interest rates in the marketplace at the time of the 

offering. In this paragraph, "last fisca1 year" means the 

most recent year for which audited financia1 statements are 

avai1ab1e, if the statements cover a fisca1 period ended not 

more than 15 months from the commencement of the offering; 

ANALYSIS: These amendments make changes that 
are necessary to be ab1e to app1y the interest 
coverage requirernent of paragraph (d) of the 
"blue chip" ru1e to offerings of a new kind 
of instrument in the securities marketp1ace-­
f10ating rate dividend preferred stock--as 
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we11 as to the traditiona1 fixed dividend 
preferred stock. The new f10ating rate 
dividend preferred stock was not preva1ent 
when this ru1e was origina11y promu1gated in 
1978 and does not eome within the 1itera1 
1anguage of the eurrent ru1e. However, 
f10ating dividend preferred stock e1ear1y 
eomes within the intent of the ru1e and 
shou1d be subjeet to it beeause the issuer's 
ob1igation to pay interest on the f10ating 
rate preferred stock is fixed, even though 
the amount of interest to be paid may vary 
from year to year. 

In arevision to this SECTION as a re­
sult of a eomment by the Ru1es C1earinghouse 
of the Wiseonsin Legis1ative Couneil, the 
referenee to the ea1eu1ation of f10ating rate 
interest was p1aeed in a separate sentenee, 
and the 1anguage pertaining to interest rates 
in the marketplace was e1arified by adding 
the 1anguage "with referenee to." 

SECTION 2. SEC 2.02(3) (a) is amended to read: 

Ca) With respeet to a security qua1ifying under s. 

551.23(3) (e), Stats., the issuer or a 1ieensed broker-dea1er 

fi1es a notice of the proposed sale with the eommissioner 

prior to the offering, ine1uding the latest prospeetus fi1ed 

under the securities aet of 1933 deseribing the securities 

proposed to be sold, a eopy of the issuer's artie1es of 

ineorporation and by1aws, or equiva1ents, as eurrently in 

effeet, and the information concerning the public market for 

the security speeified in s. SEC 3.02(1) (b)7-W~Sõ-Adffiõ-eede. 

The exemption, un1ess denied or revoked by order of the 

eommissioner within 10 days, is effeetive so long as the 

issuer is fi1ing periodie information, doeuments and reports 

under seetion 15(d) of the securities exchange aet of 1934. 
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ANALYSIS: This amendment requires an issuer 
to file its artieles of ineorporation and by­
laws in eonnection with an applieation for 
seeondary trading exemption authorization 
under see. 551.23(3) (e), Wis. Stats. The 
eontent of the art~eles and bylaws are 
neeessary and appropriate items for review by 
the staff in its determination whether see­
ondarymarket transactions in the issuer's 
securities should be permitted. The amend­
ment will make the informational requirements 
for a filing under this seetion consistent 
with the information required under para. SEC 
2.02(3) (b), Wis. Adm. Code, (by means of a 
eross referenee to seetion SEC 3.22, Wis. 
Adm. Code) for seeondary trading exemption 
authorization unqer a eompanion statutory 
provision in see. 551.23(3) (d), Wis. Stats. 

The language "Wis. Adm. Code" is striek­
en in this SECTION and in several following 
SECTIONS as aresult of a eomment by the 
Rules Clearinghouse of the Wiseonsin Legis­
lative Couneil that pointed outthat a note 
on page 12 of the Administrative Rules Pro­
eedures Manual states that referenees to 
"Wis. Adm. Code" should not be used when 
making external referenees to the Code. 

SECTION 3. SEC 2.02(5) (d)l. is amended to read: 

1. Afty Exeept as provided in the last sentenee of th~s 

subdivision, any offer or sale of interests in a limited 

partnership, irrespeetive of the kind of assets held or 

business engaged in by the partnership, any investment 

eontraet irrespeetive of the kind of assets held or business 

engaged in by the enterprise, or any eertifieate of interest 

or partieipation in an oil, gas or mining title or lease, or 

in payments out of produetion under the title orlease, if 

the aggregate offering price or faee amount, whiehever is 

greater, of all securities to be offered by or on behalf of 

the issuer, together with the value of any securities sold 
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to persons in this state by or on behalf of the issuer 

during the prior 12 months, exceeds $100,000, unIess prior 

to the of:t;eJ:;'ing the. iSS.uer files. ?I: notice of the proposed 

offer or sale with the cornrnissioner, including any pro-

spectus, circular or other material to be delivered to 

offerees, and such other information as the cornrnissioner may 

require, and the cornrnissioner does not by order withdraw, 

deny or revoke the exemption within 10 days. This subdivision 

is not applicable to any offer or sale made by a broker­

dealer lidehsed in Wisconsin if the broker-dealer is not 

affiliated with the issuer or sponsor of the issuer by 

means of direet or indirect cornrnon control; 

ANALYSIS: The amendments to this rule are 
part of a comprehensive package of revisions 
being proposed by this Office both to the 
various private offering registration exemp­
tions under the Wisconsin Uniform Securities 
Lawand related administrative rules and to 
the securities registration standards in 
Chapter SEC 3 of the t-'7isconsin Administrative 
Code. The amendments are also based upon 
recornrnendations made in a February, 1982 
Report submitted to the Cornrnissioner of 
Securities by a citizen Advisory Cornrnittee on 
the Raising of Venture Capital in Wisconsin 
(hereafter referred to as Citizen Advisory 
Cornrnittee on Raising of Venture Capital in 
Wisconsin") that was appointed by the Com­
missioner in February, 1981. 

The principal amendment to this rule 
removes the 10-day pre-filing and review 
requirement for use of the exemption where 
the offering is made through a securities 
broker-dealer licensed in Wisconsin that is 
not affiliated with the issuer or the sponsor 
of the issuer. It is anticipated that this 
amended exemption will be utilized primarily 
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by issuers of securities in "Rule 146"-type 
offerings (the predecessor to the U.S. Se­
curities and Exchange Cornmission's Rule 506 
under Regulation D) under the federal non­
public offering exemption. The amendment 
accomplishes a regulatory "trade-off" in that 
the pre-filing review by the Office of the 
Cornmissioner of Securities for use of the 
exemption will not be required where an 
unaffiliated broker-dealer is involved in 
marketing the offering; in such cases the 
broker-dealer is subject to substantial 
liability if the offering involves any se­
curities violation and also puts the business 
integrity of the broker-dealer and its 
interest in satisfying customers on the line. 
This amendment gives recognition to the due 
diligence obligation under federal and state 
securities laws of broker-dealers involved in 
marketing an offering to their customers. 
Because federal and state securities laws 
impose civil, administrative and criminal 
liability on a broker-dealer that does not 
adequately check the accuracy of the facts 
relating to the offering and its sponsors, 
the existence of the assets to be acquired 
and the accuracy of the disclosures made to 
pUblic investors, these factors provide 
substantial investor protection. 
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SECTION 4. SEC 2.02(10) (i) is created to read: 

(i) Any offer or sale of debt securities by an issuer 

to its employes or agents, provided there is filed with the 

commissioner prior to any offer or sale a notice as provided 

in s. SEC 2.03(1), and the commissioner by order exempts the 

offering. Without limiting the ability of the commissioner 

to refuse to issue an order on other grounds, the commissioner 

may find the issuance of an order inappropriate for the pro­

tection of investors unIess: 

1. The issuer's net earnings for its last fiscal year 

prior to the offering shall have been at least equal to the 

interest requirements on its debt securities for that year; 

2. The debt securities being offered shall be of a 

fixed-term nature with maturities varying from not less than 

90 days to not more than two years from the date of issue; 

3. Any provision for renewal of the debt securities 

shall require that each holder receive 30 days prior written 

notice of the renewal accompanied by updated information 

described in subd. 5., that the renewal may not occur unIess 

the holder signs at the time of the renewal a subscription 

agreement agreeing to the renewal, and that the term of the 

securities being renewed shall not extend beyond the expira­

tion date of the Order of Exemption issued under this sub­

division; 

4. Each purchaser of debt securities shall be required 

to represent in a subscription agreement for purchase or 
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renewal of the debt securities that the dollar arnount of the 

purchase does not exceed 25% of his or her liquid net worth, 

excluding equity in his or her house or personal propertYi 

5. An Information Summary containing at least the 

following information shall be provided by the issuer to 

each offeree at the time of the offering: 

a. Disclosure of the specific purposes for use of the 

funds raised from the sale of the debt securities i 

b. A statement that the decision of an offeree 

whether or not to purchase or to agree to any renewal will 

not have any effect upon that offeree's advancement oppor­

tunities, raises or other benefits, nor will impact on the 

offeree's continued employment or job dutiesi 

c. A representation that the issuer is not contem­

plating, and is not the subject of, any proposed merger, 

sale of assets or control of the issuer, receivership or 

bankruptcy, that it does not have current financial obliga­

tions that it is unable to meet, and that it has not been 

refused credit by any lending institution for the purposes 

for which the proceeds from sale or renewal of the debt 

securities will be used; and 

d. Financial statements for the issuer's three pre­

vious fiscal years, or the duration of the issuer's exis­

tence, whichever is less, that shall be either audited or, 

if unaudited, accompanied by the issuer's federal income tax 

return with supporting schedules for the corresponding 

years; 
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6. Offerees shall be provided with a five-day period 

follo~ing their receipt of any offering materials, informa­

tion or subscription agreement for purchase of the issuer's 

securities, before the subscription agreement can be re-

turned to or accepted by the issuer~ and 

7. The issuer shall provide that upon the death or 

involuntary termination of employment of the holder, the 

debt securities will be redeemed by the issuer within 60 

days of receipt by the issuer of a written request for 

repurchase from the holder or the holder's legal representa-

tive. The redemption price shall include principal pIus 

accrued interest to the date of redemption. 

ANALYSIS: This new rule adopts another 
recommendation in the Report of the Citizen 
Advisory Committee on the Raising of Venture 
Capital in Wisconsin and relates to how an 
employer can obtain from the Commissioner of 
Securities an exemption from the securities 
registration requirement in order to sell its 
debt securities to employees. 

The Committee observed that the purpose 
of regulation in such an area is toencourage 
participation of employees of a business 
(other than providing labor) in order to 
develop in the employee the spirit of par­
ticipation in the business. The Committee 
also recommended the following protective 
provisions to provide basic investor protec­
tion: (a) financial soundness of the em­
ployer/business issuing the debt securities~ 
(b) full disclosure to employees of relevant 
information regarding the securities offered, 
the use of proceeds, and the financial state­
ments of the business; and (c) preventing 
unsuitable amounts of purchases by employees 
and possible coercion by an employer on the 
employe to purchase. 
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This rule incorporates all of the recom­
mendations in those areas contained in the 
Report and adds two additional provisions: 
CIl 1\ specific section dealing with "roll­
overs" of the securities is adopted that 
requires both 30 days prior notice to the 
holder of the debt security of the impending 
rollover and an affirmative step by the 
holder to agree to the rollover, because the 
decision to continue the investment is as 
much as an investment decision as the orig­
inal decision to purchasei and (2) A specific 
provision is adopted providing for repurchase 
of a holderis debt securities in the event of 
a holderis death or involuntary termination 
of employrnent (patterned after a similar 
provision in sectionSEC 2.01(5) (d), Wis. 
Adm. Code, dealing with employee stock pur­
chase or similar benefit plans) . 

Section 5. SEC 2.03(1) is amended to read: 

SEC 2.03 Exemption proceedings. (1) A notice of exemp-

tion pursuant to s. 551.22 or 551.23, Stats., shall ee 

aeeeffi~aHfe~-ey consist of a copy of any prospectus, circular 

or other material to be delivered to offerees, the fee 

prescribed by s. SEC 7.01(2)T-Wfs~-A~ffi~-ee~e, and a cover 

letter describing how the offering will meet all the re-

quirements for use of the exemption sought to be utilized. 

ANALYSIS: This amendment makes a non-sub­
stantive language change to clarify that the 
notice referred to in the rule is not a 
specific or separately labeled docurnent or 
form. Rather, it is comprised of the to­
tality of the information required to be 
submitted under the rule. 

SECTION 6.. SEC 3.01(1) is amended to read: 

SEC 3.01 Commissions and expenses. (1) The aggregate 

amount of underwriters l and sellers l discounts, commissions 

and other compensation shall be reasonable, and except for 

issuers specified in sub. C2}, is presurned reasonable if it 
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does not exceed 10% of the aggregate selling price of the 

securities or if, when added to the other expenses paid or 

payable in connection with the offering and sale of the 

securities, the total of commissions and other expenses does 

not exceed 15% of the aggregate selling price of the securi-

ties. If theaggregateamount of underwriters' and sellers' 

discounts, commissions and other compensation does not 

exceed 10% of theaggregate selling price of the securities, 

the totalöf cömrnissions and öther offering expenses is not 

sUbject to limitation. 

ANALYSIS: This amendment clarifies that this 
rule does not impose a limitation on the 
aggregate amount or percentage of combined 
offering expenses, including sales commis­
sions, providedthat sale s commission andfor 
sales compensation-related items do not 
exceed 10% of the aggregate selling price of 
the securities. The amendment is based on a 
recommendation made in the February, 1982 
Report issued by the Commissioner's citizen 
Advisory Committee on the Raising of Venture 
Capital in Wisconsin. The Committee reviewed 
all securities registration requirements in 
Chapter SEC 3 (subsections SEC 3.01 through 
SEC 3.16) applicable to securities offerings 
made in a public offering. The Committee 
made several recommendations to change those 
registration requirements. 

The Committee recommended that this rule 
be amended so that small securities offerings 
are not placed at a disadvantage vis-a-vis 
large offerings. The Committee observed that 
under a restrictive reading of the current 
language of the offering expense limitation 
(to the effeet that there is a 15% maximurn 
limitation on the combined arnount of com­
missions and other offering expenses in all 
circurnstances), small offerings would be at a 
disadvantage because the non-commission 
categories of offering expenses--such as 
attorney's and accountant's fees and printing 
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costs--do not vary in direet proportion to 
the size of a securities offering. For 
instance, in a $5 million offering, the total 
of those expenses could be $200,000 while 
those expenses for a $1 million offering 
could be $100,000. In this example, the 
smaller offering has those expenses con­
stituting 10% of the offering, leaving only 
5% to cover all of the other expenses (in­
cluding brokerage commissions). In compar­
ison, the larger offering has non-commission 
expenses constituting only 4% of the total 
offering. 

The specific recommendation in this area 
by the Commissioner's Citizen Advisory Com­
mittee on the Raising of Venture Capital in 
Wisconsin was to scale the offering expense 
limitation based on the total dollar amount 
of the offering. This amendment goes beyond 
creating artificial offering amount and 
percentage categories and instead adds lan­
guage to clarify that there is no maximum 
percentage of combined offering expenses and 
commissions, provided that sales commission­
type items do not exceea tne current 10% 
industry maximum established by the National 
Association of Securities Dealers. 

SECTION 7. SEC 3.02 (Intro.) is amended to read: 

SEC 3.02 Offering price. The offering price of any 

security shall be fair and equitable to purchasers. With 

respeet to common stock, unIess the offering is made pursuant 

to a firm commitment underwriting by a broker-dealer involving 

common stock issued by a Wisconsin corporation having its 

principal office in Wisconsin where the offering price of 

the common stock is at least $5 per share, the offering 

price shall be reasonably related to the existing public 

market for the stock or to the net earnings of the issuer as 

stated in the prospectus. 
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ANALYSIS: This amendment provides that the 
offering price requirement of the rule is not 
applicable where the offering is of the 
cornrnon stock of a Wisconsin corporation whose 
principal office is in Wisconsin and involves 
a "firm cornrnitment" underwriting where a 
broker-dealer has taken a risk position by 
using its own funds to buy the entire offer­
ing of securities and then must resell the 
securities (as contrasted with a "best ef­
forts" selling a·pproach). 

The amendment is based on another of the 
recornrnendations of the Citizen Advisory 
Cornmittee on the Raising of Venture Capital 
in Wisconsin dealing with the securities 
registration rules of Chapter SEC 3 of the 
Rules of the Cornrnissioner of Securities. The 
amendment presumes that the pricing mechanism 
used by a brbker-dealer in a firm cornrnitment 
underwriting can be substituted for the 
registration criteria in this section for 
deterrnining whether the offering price of a 
share of cornrnon stock is fair and reasonable. 
Because a broker-dealer in a firm cornrnitment 
underwriting is, in effect, buying the stock 
with its own money and must resell the shares 
to receive its money, the broker-dealer will 
make sure that the offering price of the 
stock is not out of line with the price/ 
earnings ratios of securities of comparable 
companies that investors can purchase in the 
market. Use of the amendment is restricted 
to Wisconsin corporations with their prin­
cipal office in Wisconsin because the Office 
of the Cornrnissioner of Securities is better 
able to be aware of the assets and facilities 
and to monitor the activities and operations 
of corporations within this state's borders 
for the protection of Wisconsin investors. 
The $5 minimum per share price requirement 
for use of the exclusion is added to the 
Cornrnittee recornrnendation to prevent misuse of 
the exclusion that could occur in connection 
with low-priced or "penny stock" securities 
offerings that typically involve exceptionally 
high-risk securities. 
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SECTION 8. SEC 3.03(1) is amended to read: 

(1) With respeet to ~es~~ie~e~-e~-~~a~i!ie~ stock 

options to employes for ineentive purposes, ineluding employe 

stock purehase agreements extending for a period of more 

than one year, the options are reasonable in number and 

method of exereise. 

ANALYSIS: This amendment removes unneeessary 
language beeause the Internal Revenue Service 
no longer gives speeial reeognition to "qual­
ified" stock option plans. Consequently, the 
distinetion drawn between kinds of stock 
option plans in the rule is unneeessary. 

SECTION 9. SEC 3.03(4) is renumbered SEC 3.03(4) (a) 

and amended to read: 

(4) ~fie (a) Exeept as provided in par. (b), the total 

amount of options and warrants issued or reserved for issuanee 

at the date of the public offering, exeluding ~ftese options 

and warrants issued to finaneing institutions, other than 

underwriters, and exeluding those issued ~ft-eeftftee~~eft 

w~~fi-ae~~~s~~~efts to an entity being aequired, does not exeeed 

either 10% of the shares to be outstanding upon eompletion 

of the offering or 10% of the shares outstanding during the 

period the registration statement is effeetive. The number 

of options and warrants reserved for issuanee may be dis-

regarded if the issuer states in the prospeetus that the 
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amount of outstanding options and warrants shall not exceed 

the above amount during the period the registration state-

ment is effective. 

ANALYSIS: As aresult of a Rules Clearing­
house comment, the renumbering and amending 
of this rule is done in a separate SECTION 
from the action taken with respeet to the 
corresponding rule in SECTION 10. See the 
ANALYSIS to SECTION 10 for an explanation 
of the substantive changes to this rule and 
its counterpart. 

SECTION 10. SEC 3.03(4} (b) is created to read: 

(b) The total amount of options and warrants issued or 

reserved for issuance at the date of the public offering by 

a Wisconsin corporation having its principal office in 

Wisconsin, excluding options and warrants issued to financ-

ing institutions, other than underwriters, and excluding 

those issued to an entity being acguired, does not exceed 

20% of the shares to be outstanding upon completion of the 

offering, with options and warrants not to exceed 10% for 

any one person, or 20% of the shares outstanding during the 

period the registration statement is effective. The number 

of options and warrants reserved for issuance may be dis-

regarded if the issuer states in the prospectus that the 

amount of outstanding options and warrants shall not exceed 

the above amount during the period the registration state-

ment is effective. 

ANALYSIS: SECTIONS 9 and 10 do the following: 
(I) The addition of the word "excluding" in 
line 5 of par. (a) clarifies that the clause 
specifies another item to be excluded from 
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the general 10% limitation on options and 
warrants in the rule. (2) Adding the phrase 
"to an entity being acquired" in line 6 and 
the deletion in lines 5 and 6 in par. (al 
clarifies that the intent of the exclusion 
relating to options or warrants issued "in 
connection with acquisitions" was to exclude 
only options and warrants issued to the 
entity being acquired and should not extend 
to options or warrants issued to unaffiliated 
finders or to employees of the entity being 
acquired. Rather, the intent of the rule as 
clarified by the amendment is to include 
within the percentage limitations in the rule 
any options and warrants issued to finders in 
connection with acquisitions in the same 
manner that cheap stock issued to finders is 
included in the percentage limitations on 
cheap stock in section SEC 3.04(2), Wis. Adm. 
Code. (3) The principal amendment in new 
par. (b} increases the current limitation on 
options and warrants to insiders from 10% to 
a total of 20% for offerings by Wisconsin 
corporations having their principal office in 
Wisconsin, with not to exceed 10% for any one 
person. The provision establishing a maximum 
of 10% ofoptions and warrants for any one 
person is arevision to the SECTION as a 
result of public comments received and is a 
substitute for language in the initial com­
ment draft that established a 10% limitation 
on options and warrants for all officers and 
directors as a group. The change was made 
because under the language in the initial 
draft, half of the permitted options and 
warrants would be wasted for those issuers 
that did not have employees (other than of­
ficers or directors) who were considered 
sufficiently important to the issuer's fu­
ture to be issued stock options and warrants. 
The amendment is based on a recommendation of 
the Citizen Advisory Committee on the Raising 
of Venture Capital in Wisconsin dealing with 
the securities registration rules of the 
Commissioner of Securities. The Committee 
reported that the current 10% limitation on 
options and warrants unduly hampers the 
ability of businesses to use stock options as 
an indueement to employ and keep high quality 
management and technical personnel. The 
Committee felt this was particularly im­
portant where a business is not in a financial 
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posi tion to offer competitive s.alaries. 
or fringe benefits to attract qualified 
personnel. Although the Committee recom­
lUemqeq ~ 2.5% maximum, the rule as amended 
established a 20% maximum to parallel a 
recent change adotped by the Minnesota Com­
missioner of Securities to its registration 
rule on options and warrants. (4) The in­
crease in permitted options and warrants is 
extended only to Wisconsin corporate issuers 
with their principal office in Wisconsin 
because the Office of the Commissioner of 
Securities is better able.to be aware of 
the assets and facilities and to monitor the 
activities and operations of corporations 
within this stateIs borders for the protec­
tion of Wisconsin investors. 

SECTION 11. SEC 3.12 is renumbered SEC 3.12(1) and 

amended to read: 

SEC 3.12 Oil and gas programs. 9?fie· (1)· Except as 

provided in suhe (2), the offer or sale of interests in a 

limited partnership which will engage in oil or gas ~~e~~affis 

weIl drilling and exploration activities or the purchase of 

production from oil and gas wells may be deemed unfair and 

inequitable to purchasers unless the offering complies with 

the provisions of the North American Securities Administra-

tors Association Guidelines for the Registration of Oil and 

Gas Programs, adopted September 22, 1976, as amended October 12, 

1977 and October 31, 1979. Copies of the Guidelines are 

available from the commissionerls office for a prepaid fee 

of $4. The Guidelines are published in Volume 1 of the 

Commerce Clearing House Blue Sky Law Reporter and are on 

file at the offiees of the Wisconsin secretary of state and 

the revisor of statutes. 
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ANALY'SIS: As aresult of a Rules Clearing­
house cQ.roment, the renumbering and arnending 
of this rule is done in a separate SECTION 
frqlJ) the action taken withrespect to the 
corresponding rule in SECTION 12. See the 
ANALYSIS to SECTION 12 for an explanation 
of the substantive changes to this rule 
and its counterpart. 

SECTION 12. SEC 3.12(2) is created to read: 

(2) Ca) In addition to the provisions of subsection 

V.B.I. (a) (3J of the North American Securities Administrators 

Association Guidelines for the Registration of Oil and Gas 

Programs ("NASAA Oil and Gas Program Registration Guide-

lines"), sponsor compensation, determined on a modified 

functional allocation basis, where the sponsor pays all 

capital costs on initial wells in a prospect and pays a 

corresponding pro-rata percentage of the costs on subsequent 

wells in a prospect, shall be presurned reasonable only if 

the aggregate of the costs contributed by the sponsor con-

stitute at least 10% of the total program costs. If the 

costs contributed by the sponsor constitute at least 10% of 

the program costs, it shall be presurned reasonable for the 

sponsor to receive as compensation 25% of the program rev-

enues pIus the same percentage of revenues that the spon-

sor's contributed costs bear to the program's total costs. 

(2) (b) In addition to the provisions of subsection 

V.B.2. Ca) of the NASAA Oil and Gas Program Registration 

Guidelines, sponsor compensation deterrnined on a carried 

interest or net profits· interest basis shall be presumed 

reasonable only if: 
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1. With resl?eet to eOlJlpensatiQn determined on a 

earried interest ba~i.~. fO.r sponsors that bear at least 10% 

Of a.,l,,l, l?,lj'Qgram eosts as defined in subparagraph. 3., the 

sponsor receives as eompensation not more than 25% of pro­

gram revenues pIus the same percentage of revenues that the 

sponsor's eontributed eosts bear to the program's total 

costs; 

2. With respeet to eompensation determined on a net 

profits interest basis for sponsors who bear less than 10% 

of all program eosts as defined in subparagraph 3., the 

sponsor reeeives as eompensation not more than 15% of the 

ca sh aetually distributed by the program, pIus the same 

percentage of eash that the sponsor's eontributed eosts bear 

to the program's total costs; and 

3. For purposes of this subparagraph, "program costs" 

are defined as all eos ts ineurred by a program, ineluding 

those eosts paid from capital eontributions, assessments, 

borrowings and reinvested revenues, but exeluding organiza­

tional and offering expenses and management fees where the 

total of such expenses and fees do not exeeed 15% of initial 

program subseription proeeeds. 

(2) (e) In addition to the provisions of subseetion 

VI.A.l. (4) (i} of the NASAA Oil and Gas Program Registration 

Guidelines, sponsor eompensation that ineludes overriding 

royalty interests in program wells payable to the sponsor, 

any affiliate or their respeetive employees, shall be presumed 
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reasonable if the total compensation, including the over-

riding royalties, does not exceed th.e presumed reasonable 

1?~rcentages. permi tted by the sponsor compensa tion provisions 

in either the NASAA Oil and Gas Program Registration Guide-

lines or in any alternative provision in s. SEC 3.l2(2}. 

However, an overriding royalty interest paid to a geologist 

employed by or affiliated with the sponsor shall not be 

included in the computation of sponsor compensation provided 

that: 

1. the percentage of the overriding royalty is not 

greater than the percentage customarily charged or received 

by unaffiliated geologists rendering similar services for 

comparable prospeets in arm's-length transactions with 

unaffiliated parties in the same geographic area; and 

2. the program's interest in the prospect that has 

overriding royalties paid to a geologist employed by or 

affiliated with the sponsor is subject to no other over-

riding royalties other than those payable to landowners or 

sublessors. 

ANALYSIS: The amendments in SECTIONS Il and 
12 create in sub. (21 four alternative sponsor 
compensation provisions in addition to those 
in the current Guidelines for the Registra­
tion of Oil and Gas Programs adopted by the 
North American Securities Administrators 
Association, Jne., of which Wisconsin is a 
memher. These amendments that create alterna­
tive compensation provisions are necessary to 
modernize the Guidelines by including several 
new types of sponsor compensation arrange­
ments that have developed in the industry 
suhsequent to 1979 when the Guidelines were 
last amended. The new provisions listed 
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dealing with. Cornpens.ation b~sed on either 
modified functional ~lloc~tion of Cos.ta, 
carried intere.s.t, net prQfi t$ interest or 
overriding royaltie.s., ha,ye. been developed and 
applied by the Office of th.e Commissioner of 
Securities over the last two years to regis­
tration applications submitted by oil and gas 
programs. The amendments to sub. (Il. provide 
a cross-reference to the alternative provi­
sions created in sub. (21 and make a minor 
language change. 

SECTION 13. SEC 3.18 is created to read: 

SEC 3.18 Commodity pool programs. The offer or sale of 

interests in a limited partnership which will engage in the 

buying and selling of and trading in, commodity futures 

contracts, options thereon, commodity forward contracts or 

similar instruments, may õe deemed unfair and inequitable to 

purchasers unIess the offering complies with the provisions 

of the Central Securities Administrators Council Statement 

of Policy on Commodity Pool Programs, adopted January 24, 

1978. Copies of the Statement of Policyare available from 

the commissioner's office for a prepaid fee of $4. The 

Statement of Policy is published in Volume 1 of the Commerce 

Clearing House Blue Sky Law Reporter and is on file at the 

offices of the Wisconsin secretary of state and the revisor 

of statutes. 

ANALYSIS: This rule. adopts the Commodi ty 
Pool Program Registration ~olicy adopted on 
January 24, 1978 by the Central Securities 
Administrators Council, of which Wisconsin is 
a member. The Policy is being adopted con­
sistent with the statutory directive in sec. 
551.63(21, Wis. Stats., which provides that 
in prescrihing rules, the Commissioner may 
cooperate with the securities administrators 
of other states with a view to achieving 

- 20 -



uniformity in the form and content of regis­
tration statements. The Policy provides for 
uniform treatment in the examination of 
registration applications for the offer and 
$ale, of interests in a limited partnership to 
engaga in the buying and selling of, or 
trading in, commodity futures contracts, 
options thereon, conunodity forward contracts 
or similar instruments, by establishing 
standards and requirements relating to: 
investor suitability standards; sponsor 
experience requirements; limits on compen­
sation paid to sponsors and restrictions on 
reimbursement of expenses; identification of 
specific conflict of interest prohibitions on 
transactions between the sponsor, affiliates 
and the Program; and establishment of minimum 
disclosure requirements. 

SECTION 14. SEC 3.21(2) and (3) are renumbered SEC 

3.21(1) (b) and (2), respectively, and current SEC 3.21(1) is 

renumbered and amended to read: 

(1) Ca) Copies of the articles of incorporation and by-

laws or ~fiei~-s~es~aR~ia! equivalents currently in effect, 

any agreements with or among underwriters, any iRäeR~~~e-e~ 

e~fie~ instrument governing the issuance of the security to 

be registered, aRä a specimen of the security and, if the 

security to be registered is a note, bond, debenture or other 

evidence ofindebtedness, atrust indenture meeting the 

requirements of s. SEC 3.24, unless tha security is a face 

amount certifica:teregisteredundertheinvestrnent company 

act of 194'ü or unlassthe reqUir-ement tofurnishatrust 

indanture.rela ting to thesecurities is wa:ived bythe'com-

missionerfor good ca:usa showni and 

ANALYSIS: The principal amendment to sub. 1 
of the current rule ~rovides that a trust in­
denture must be included amQng the information 
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and docurnents required by section SEC 3.21, 
Wis. Adm. Code, to be subroitted with an 
application for registration by coordination 
of an offering of debt securities. A trust 
indenture accords an important investor 
protection to purchasers of debt securities 
by providing that if the issuer of the debt 
securities defaults on the payment of in­
terest or principal on the securities, a 
bank, trust company or similar financial 
institution acting as trustee under the 
indenture that is experienced in finaneial 
matters can act on the purchasers' behalf to 
protect the purchaser's rights and interests. 
The requirement to furnish a trust indenture 
is based on the statutory authority of the 
Commissioner of Securities in sec. 551.27(8), 
Wis. Stats., to require by rule that securi­
ties of designated classes shall be issued 
under a trust indenture. In arevision to 
this SECTION made as aresult of public com­
ments received to the rule as originally pro­
posed, an exclusion from the trust indenture 
requirement was inserted relating to face 
amount certificates registered under the 
Investment Company Act of 1940. The reason 
for the exclusion is because a face arnount 
certificate company must comply with specific 
requirements under the 1940 Act that provide 
substantially equivalent investor protection s 
to a trust indenture. Those protections in­
clude a requirement that sets forth the 
amount and type of property which is required 
to be maintained as reserves, and al so re­
quires that the property be maintained by a 
custodian pursuant to a custodianship agree­
ment meeting statutory requirements. 

The other amendments to these rules: 
(1) add a cross-reference to the existing 
rule provision in section SEC 3.24, Wis. Adm. 
Code, that imposes minimurn requirements on 
the terms and content of a trust indenture; 
(21 provide that the requirement to furnish a 
trust indenture for a particular debt securi­
ties offering may be waived by the Commis­
sioner if g60d cause can be shown by the 
appltcant; and (3) make a non-substantive 
renumbering of the subsections of SEC 3.21, 
Wis. Adm. Code. 
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In arevision to this SECTION as a 
result of eomro.ents by the Rules Clearinghouse 
of the Niseonsin Legislative Couneil, the 
language "note, bond, debenture or other" was 
added in line 6 of the rule to elarify that 
the term "evidenee of indebtedness" was not 
the only kind of debt security subjeet to the 
trust indenture requirement of the rule. A 
similar revision was made in SECTION 16. 

SECTION 15. SEC 3.22(1) (e) is amended to read: 

(e) With respeet to persons covered by par. Cb), the 

remuneration paid direetly or indireetly during the past 12 

months, and estimated to be paid during the next 12 months 

if materially different, by the issuer (together with all 

predeeessors, parents, subsidiaries and affiliates) to all 

those persons in the aggregatei and the name of eaeh such 

person reeeiving remuneration in exeess of $49,999 $50,000, 

and the amount of remuneration for eaehi 

ANALYSIS: The amendment to this rule is 
parallel to a reeent ehange by the U.S. 
Securities and Exchange Commission in its 
prospeetus diselosure requirements. The 
amendment refleets the effeet of inflation on 
offieer and direetor salaries sinee the 
$40,000 remuneration standard was established 
in 1978 by the Securities and Exchange Com­
mission. 

SECTION 16. SEC 3.22(1) (m) is amended to read: 

(m) A speeimen or eopy of the security being regis-

tered;' a eopy of the issuer's artieles of ineorporatiQn and 

ey-~awsbyla:ws, or t:fie:i~-eniBst:aft-e:icd equi valents, as. eurrently 

registered isa: note, bond,debentureor other evidenee of 
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indebtedness, a trust indenture rn:eeting the requirententsof 

s. SEC '3.24, UnIessthe security is a face amountcertificate 

registeredun:der the in:vestment company act of 19.40:or 

un:les stherequirern:enttofurnish a trustindenbirere la t­

in:gto the securities is waived by the commissioner for 

goodcause shown: 

ANALYSIS: This amendment to the informa­
tional requirements for applications for 
registration by qualification parallels the 
amendment in SECTION 14. The amendment is 
for the same reasons discussed in the ANALYSIS 
to that SECTION. An identical revision was 
made to this SECTION as was made to SECTION 
14 and discussed in the ANALYSIS therein 
following public comments received suggesting 
an exclusion for face amount certificates. 

SECTION 17. SEC 4.01(3) is amended to read: 

(3) Eaefi UnIess waived under sub. (4), each applicant 

for an initial license as a broker-dealer or agent is required 

Securities Agent StateLaw Examination of the North American 

Securities Administrators Association, Inc. and, inaddition, 

passeitherthe Representative Qualification Examination of 

the National Association af Securities Dealers, Inc., that 

'relatestothe applicant's securities activities or the 
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Securities Exchange Commission Organization/National Assoeia-

tion of Securities Dealers, Inc. Non-Hember General Securities 

Examination. The eommissioner may ~fese~~be-a~f~efefte 

require an applieant to retake and sueeessfully pass ~he any 

examination, in whole or in part, if: 

(a) the applieant has not passed the written examina-

tion preseribed by the eommissioner within two years prior 

to the date the applieation for lieense is filed; or 

Cb) the applieant has not passed the written examina-

tion preseribed by the eommissioner and, within 2 years 

prior to the date the applieation is filed, has not been 

lieensed or registered as an agent or broker-dealer under 

the securities law of another state. 

ANALYSIS: These amendments elarify the eur­
rent examination requirement of this rule by 
speeifying whieh examinations must be taken 
by broker-dealer or agent lieense applieants. 
The Commissioner will repeal the designation of 
any examination that is altered in the future 
where the examination will no longer provide 
sUbstantially equivalent evidenaee of knowledge 
of the securities business as would be aeeorded 
by passing the standard Wiseonsin securities 
agent examination. 

SECTION 18. SEC 4.01(4) (a) is repealed and SEC 4.01(4) (b), 

(e) and (d) are renumbered SEC 4.01(4) (a), (b) and (e), 

respeetively. 

ANALYSIS: This amendment repeals par. (a) of SEC 
4.01(4), Wis. Adm. Code. That paragraph is redun­
dant beeause of the amendments in SECTION 17 designat­
ing the examinations that are required. 

SECTION 19. SEC 4.01(5) is amended to read: 
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(5) Prior to issuance of a license as a broker-dealer, 

at least one employe e~ located at the principal office of 

the broker-de~le; ~~e~ shall be designated in the license 

application to act in a supervisory capacity and be licensed 

as an agent for the broker-dealer, and ffitlS~ shall pass a 

Securities Agent State Law Examination of the North American 

Securities Administrators Association, Inc. and, in addition, 

shall pass either the principal Oualification Examination of 

the National Association of Securities Dealers, Inc. er-a 

na~±onai-~eetlr±~±e~-e~ehan~e that relates to the broker-

dealerls securities activities or pass, with a grade of at 

least 80%, the Securities Exchange Commission Organization/ 

National Association of Securities Dealers, Inc. Non-Member 

General Securities Examination, unIess the examination 

requirement is waived pursuant to s. SEC 4.01(4). 

ANALYSIS: These amendments accomplish the 
following: (1) clarify the current exami­
nation requirement of this rule by specifying 
which examinations must be taken by the 
employe of the broker-dealer that will be 

. supervising the firmls Wisconsin activities; 
and (2) establish a requirement that the 
person designated by a broker-dealer to 
supervise its Wisconsin activities must be 
located at the firmIs principal office 
because that office contains the firmIs 
primary records relating to customers and 
transactions. Additionally, the person who 
has supervisory capacity will be able to more 
easily communicate with members of the firmIs 
management. 

SECTION 20. SEC 4.01(6) is amended to read: 

(6) Any application for license which is not completed 

or withdrawn within 6 months from the date it is initially 
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received may be deemed materially incomplete, and the com-

missioner may issue an order denying the license. Fe~ 

ANALYSIS: This amendment removes unnecessary 
and possibly misleading language. The dele­
tion repeals language that created an inac­
curate inferenee that there can be an oral 
application for a broker-dealer or agent 
license. Sections SEe 4.01(1) and (2), Wis. 
Adm. Code, relating to submitting an applica­
tion for a securities broker-dealer or agent 
license in Wisconsin require that the appli­
cations be on the written forms prescribed in 
section SEC 9.01(1), Nis. Adm. Code. 

SECTION 21. SEe 4.02(1) is amended to read: 

SEe 4.02 Net capital requirements and aggregate in-

debtedness limitations. (1) Every broker-dealer shall 

maintain net capital in such minimum amounts as are pre-

scribed for its activities under 240.15c3-1, Title 17 CFR, 

rule 15c3-1 of the securities exchange act of 19347-er-~ft 

ANALYSIS: Consistent with the provisions of 
sees. 551.63(2) and 551.67, Wis. Stats., to 
achieve maximum uniformity with the U.S. 
Securities and Exchange Commission and to 
coordinate the interpretation and adminis­
tration of Chapter 551, Wis. Stats., with 
related federal regulation, the minimum 
$10,000 Wisconsin alternative to the net 
capital test in this rule is deleted. This 
amendment makes the Wisconsin net capital 
requirement consistent with the net capital 
requirement under federal regulations. 

SECTION 22. SEC 4.03(1)(s) is repealed. 

ANALYSIS: This rule established certain 
recordkeeping requirements and is repealed 
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because the experience of the Office of the 
Commissioner of Securities in conducting 
broker-dealer field examinations demonstrates 
that these records are not necessary to 
proteet public investors. 

SECTION 23. SEC 4.03(2) is amended to read: 

(2) Every licensed broker-dealer shall preserve for a-

~e~iee-ef-fiee-±eSS-eftafi at least 6 years, the first 2 years 

in an easily accessible place, all records required under 

sub. (1) ,except that records required under sub. (1) (k) , 

(1) and (m) shall be preserved by the broker-dealer for a-

~e~iee-ef-fiee-±eSS-eftafi at least 6 years after the closing 

of the accounti and records required under sub. (1) (0) shall 

be preserved by the broker-dealer for a-~e~iee-ef-fiee-±ess 

eftafi at least 6 years after withdrawal or expiration of its 

license in this state. After arecord or other document has 

been preserved for 1 year as required under this subsection, 

a microfilm copy thereof may be substituted for the remainder 

of the required period. Complianee with the requirements of 

the D.S. securities and exchange commission concerning 

preservation and microfilming of records is deemed compIianee 

with this subsection. 

ANALYSIS: This amendment incorporates one of 
severaI comments submitted by the Securities 
Industry Association in response to the 
invitation in the March, 1982 Wisconsin 
Securities Bulletin requesting suggestions 
for revisions to Rules of the Commissioner of 
Securities from the industry, practitioners 
and the public. The amendment clarifies that 
complianee with the requirements of the D.S. 
Securities and Exchange Commission regarding 
microfilming (including Securities and Ex­
change Act Rule l7a-4(f) allowing immediate 
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microfilming of certain records) will con­
stitute complianee with the requirement in 
the current rule. 

SECTION 24. SEC 4.03(3) (a) is amended to read: 

(a) Copies of the records described in sub. (1) (f) , 

(h), (i), (j), (k) 7 and (p) afie--t~T; 

ANALYSIS: This amendment repeals the private 
placement offeree register (as cross-referenced 
from sub. (1) (r)) from the list of records 
required to be retained by branch offiees. 
The repeal is warranted because the experience 
of the Office of the Commissioner of Securities 
in conducting broker-dealer field examinations 
demonstrates that these records are not 
necessary to proteet public investors because 
broker-dealers control the distribution of 
offering circulars used in private placement 
transactions from their principal place of 
business and keep an offeree register in 
their home offiee. 

SECTION 25. SEC 4.03(3) (e) is amended to read: 

(e) Branch offiees of broker-dealers engaged solely in 

€effi~aR4es either securities issued by open-end investment 

companies, face amount certificate companies or unit invest-

ment trusts registered under the investment company act of 

1940, or the securities of direet participation program 

issuers, or both, shall Be-eeeffiee-4fi-eeffi~~4afiee-w4~ft-~ft4s 

saBsee~4eR7-4f-~Rey prepare and keep current copies of those 

records described in subs. (1) (f), -tftT7 (i), (j), (k), -t~T' 

and (3) (e) . 

ANALYSIS: The amendments to this rule accom­
plish the following: (1) Add language to 
extend the limited-branch-office-records 
provisions to branch offiees of broker­
dealers that engage solely in the offer and 

- 29 -



sale of the securities of direet participa­
tion program issuers. The experience of the 
Office of the Commissioner of Securities in 
conducting its broker-dealer field examina­
tion program disclosed that based on the 
manner in which direet participation program 
broker-dealers conduct their business, no 
useful investor protection purpose is served 
by subjecting direet participation broker­
dealers to the same record-keeping provisions 
that are applicable to branch offiees of 
full-service broker-dealers. (2) Add 
language to clarify that the rule can be used 
by branch offiees of broker-dealers that en­
gage in either mutual fund sales exclusively, 
direet participation programs exclusively, or 
a combination of both. (3) Delete two 
records cross-referenced from SEC 4.03(1), 
Wis. Adrn. Code, from the list of records 
required to be kept under the rule. Reten­
tion of these records, relating to transac­
tion confirrnations and advertising, is un­
necessary based on the experience of the 
Office of the Commissioner of Securities in 
conducting its broker-dealer field examina­
tion prograrn. 

In arevision to the SECTION as aresult 
of comments received to the initial rule 
revision draft, new language is added to 
extend the exclusionary language of the rule 
to broker-dealers engaged in the offer or 
sale of securities registered under the 
Investment Company Act of 1940 by any of the 
designated entities. Because face amount 
certificates and unit investment trust se­
curities (although not technically "redeem­
able securities") are regulated and dis­
tributed in much the same way as mutual fund 
shares, it does not appear necessary for the 
protection of the investing public to subject 
face-arnount certificate and unit investment 
trust broker-dealers or branch offiees or 
agents to greater record-keeping requirernents 
than those applicable to branch offiees or 
agent s of broker-dealers engaged solely in 
rnutual fund distribution. 
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SECTION 26. SEC 4.05(6) (b) is repealed. 

ANALYSIS: As aresult of a Rules Clearing­
house cOIPIUerit, the repeal of this rule is 
done in a separate SECTION from the action 
taken with respeet to the corresponding rule 
in SECTION 27. See the ANALYSIS to SECTION 27 
for an explanation of the substantive changes 
to this rule and its counterpart. 

SECTION 27. SEC 4.05(6) (Intro.) and (a) are renumbered 

SEC 4.035(1) and (2) and amended to read: 

SEC 4.035 Securities agent records. i!L Every licensed 

e~e*e~-eea±e~ agent, except an agent who accepts only un-

solicited orders for adiscount brokerage firm, or an agent 

for a broker-dealer engaged solely in the offer and sale of 

issued by open-end investment companies, face amount certifi­

cate companies or unit investment trusts registered under 

the investment company act of 1940, or interests in direet 

participation programs, shall ~e~tli~e-eaeh-ef-±~~-±±eeH~ea 

a~eH~~-~e-have-aHa-kee~-etl~~eH~,-aHa-eaeh-a~eH~-~ha±± have 

and keep current, the records in ~a~~7-*at-afta-*et sub. (2) 

of this ~tle~eee±eft section relating to customer securities 

transactions,-wfi±efi. The record requirements may not be 

satisfied by maintaining a file of confirmations unIess 

permitted by order of the commissioner. Although the originals 

of ~tlefi the records are considered records of the broker-

dealer, a broker-dealer shall within 15 days following 

receipt of a written request provide photocopies of the 

agent's customer records as may be requested by an agent 
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within 30 days from the date of termination of his or her 

employment with the broker-dealer. 

~at (2) A securities holding record for each customer 

including the customer's name, address, telephone number, 

age, occupation, investment objectives and a chronological 

listing of the names and amount of all securities purchased 

or sold for the account of the customer, including the date 

of each transaction, and the unit purchase or sale price; 

ANALYSIS: The amendments in SECTIONS 26 and 
27 implement authority granted to the Commis­
sioner of Securities in sec. 55l.33{l), Wis. 
Stats., to prescribe record-keeping rules 
applicable to securities agents. The amend­
ments accomplish the following: (1) Transfer 
the current record-keeping requirement for 
agent s from a subsection of the broker-dealer 
Rules of Conduct section of SEC 4.05, Wis. 
Adm. Code, to a new, separate section SEC 
4.035 entitled Securities Agents Records; (2) 
Add to the exclusionary language in the 
current rule agent s for "discount" broker­
dealers and agents for broker-dealers who 
solely market interests in direct participa­
tion programs. Excluding agents of such 
broker-dealers from the record-keeping re­
quirements is appropriate because of the 
restricted nature of their employer's se­
curities activities, following the same 
example established in the current rule which 
excludes agents for broker-dealers engaged 
solely in the marketing of investment company 
securities; (3) Delete security cross-index 
records from the records required under the 
current rule to be kept by agents. The 
experience of the Office of the Commissioner 
of Securities in conducting its field examina­
tion program demonstrates that these records 
are not necessary in order to regulate broker­
dealers and agents. 

As aresult of public comments received, 
an identical revision (adding face-amount 
certificate companies and unit investment 
trusts in lines 6 and 7 of the rule) is made 
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to sub. (1) in SECTION 27 as was made in 
SECTION 25 to SEC 4.03(3) (e), Wis. Adm. Code, 
and for the same reasons specified in the 
ANALYSIS to that SECTION. 

SECTION 28. SEC 4.04(1) is amended to read: 

SEC 4.04 Reporting requirements. (1) Eaefi (a) Except 

as provided in par. (b), each broker-dea1er sha11 fi1e 

annua11y with the commissioner a copy of its annua1 finan-

cia1 statement fi1ed with the U.S. securities and exchange 

commission as required under and at the times specified in 

ru1e 17a-5 under the securities exchange act of 1934. 

Broker-dea1ers required to furnish their customers with an 

audited financia1 statement in accordance with ru1e 17a-5 

under the securities exchange act of 1934 may satisfy the 

reporting requirement of this subsection by fi1ing with the 

commissioner a copy of that audited financia1 statement. 

If, in the annua1 audit report, the independent accountant 

commented on any material inadequacies in accordance with 

ru1es 17a-5 and 17a-11 under the securities exchange act of 

1934, a copy of the comments sha11 accompany the financial 

statement fi1ed with the commissioner. 

ANALYSIS: As aresult of a Ru1es C1earing­
house comment, the renumbering and amending 
of this ru1e is done in a separate SECTION 
from the action taken with respeet to the 
corresponding ru1e in SECTION 29. See the 
ANALYSIS to SECTION 29 for an exp1anation 
of the substantive changes to this ru1e 
and its counterpart. 

SECTION 29. SEC 4.04(1) (b) is created to read: 

(b) The dead1ine established under par. (a) for a 

broker-dea1er to fi1e its annual financial statement shal1 
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be extended for an additional 30 days upon the broker-dealer 

filing with the commissioner before the deadline date, a 

written request for an additional 30 days to file its 

annual financial statement. 

ANALYSIS: The revisions in SECTIONS 28 and 
29 provide for a 30 day extension of the 
filing deadline for annual financial state­
ments of a broker-dealer if the request for 
extension is filed with the commissioner 
prior to the deadline date. This extension 
provision is adopted because a number of 
broker-dealer firms every year are unable 
to meet the deadline established under cur­
rent par. (1). However, because the exper­
ience of the staff of the Office of the 
Commissioner of Securities is that virtually 
all of those broker-dealers are able to file 
within a 30 day extension period, the amend­
ments would eliminate a substantial amount 
of fOllowing-up by the staff of this office 
regarding this reporting deadline. 

SECTION 30. SEC 4.04(7) is amended to read: 

(7) Each broker-dealer shall give immediate ~e;e~~a~h~e 

e~ written notice to the commissioner of the theft or ffiys~e~~e~s 

disappearance of any S~~H~f~eaH~-affie~H~-ef Wisconsin customers' 

securities or funds f~effi-aHy-e€€~ee-~H-~h~s-seaee that are 

in the custody or control of any of its offiees, whether within 

or outside this state, stating all material facts known to 

it concerning the theft or disappearance. 

ANALYSIS: This rule expands the reporting 
requirement for theft or disappearance of 
customer funds and securities by requiring 
broker-dealer to report to the Commissioner 
of Securities thefts or disappearances of 
Wisconsin customers' fund s or securities 
which were within the custody or control of 
the broker-dealer. The amendment is neces­
sary in order to provide that prompt infor­
mation be submitted to enable the staff to: 
take appropriate action whenever a Wisconsin 
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customer of a broker-dealer suffers the 
theft/disappearance of fund s or securities 
from their account. The word IItelegraphic ll 

in the first line is deleted as redundant. 
The language II s ignificant amount of ll in line 
3 is deleted because it is meaningless unIess 
the term II s ignificant ll is defined. 

In arevision to this SECTION as a 
result of a comment by the Rules Clearing­
house of the Wisconsin Legislative Council, 
language was added to clarify that the ref­
erenee to "its" in the rule extends to cover 
offiees outside of Wisconsin as weIl as in 
Wisconsin. 

SECTION 31. SEC 4.05(7) and (8) are renumbered SEC 

4.05(6) and (7), respectively, and as renumbered, SEC 

4.05(6) is amended to read: 

(6) Every licensed broker-dealer must employ at its 

principal office at least one person designated to act in a 

supervisory capacity who is licensed as a securities agent 

in this state and has satisfied the supervisory examination 

requirement in s. SEC 4.01(5), W~S~-Aaffi~-eeae7 provided that 

if a licensed broker-dealer is not in complianee with the 

requirements of this paragraph, it has 90 days from the 

first date of noncompliance to meet the requirements of this 

paragraph. 

ANALYSIS: This amendment parallels an amend­
ment in SECTION 19 and requires that the 
person designated by a broker-dealer to 
supervise its Wisconsin activities must be 
located at the firm's principal office be­
cause that office contains the firm's primary 
records relating to customers and transactions. 
Additionally, the person who has supervisory 
capacity will be able to more easily communi­
cate with members of the firm's management. 
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SECTION 32. SEC 4.06(1) (h) is amended to read: 

(h) Executing any transaction in a margin account 

without obtaining from its customer a written margin 

15 calendar days after the initial transaction in the 

account; 

ANALYSIS: This amendment incorporates a 
suggestion submitted by the Securities In­
dustry Association. However, as aresult of 
public comments received, the time period 
within which the margin agreement must be 
obtained is changed to 15 days from the 30-
day period that the comment draft of the rule 
initially proposed. The amendment changes 
the time period for a'broker-dealer to obtain 
a customer's written margin agreement from 
the settlement date for the initial trans­
action (as provided in the current rule) to 
15 calendar days after the initial transac­
tion. The l5-day period was determined to be 
more appropriate because it corresponds to 
the National Association of Securities Dealers, 
Inc. Rule of Fair Practice, Appendix E, sec. 
l6(d), which requires a broker-dealer who 
establishes an options trading account 
(another type of high-risk investment account) 
to obtain a written options agreement from 
the customer within 15 days after the account 
has been approved for options trading, whether 
or not an options transaction has yet been 
effected. As was pointed out in several ex­
amples contained in correspondence from the 
Securities Industry Association, the additional 
time is necessary because the current rule 
may adversely affect customers by forcing 
broker-dealers to protect themselves by 
refusing margin.transactions with a customer 
while awaiting receipt of a written margin 
agreement from the customer. 
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SECTION 33. SEC 4.06(2)(h) is renumbered SEC 4.06(2)(i), 

and a new SEC 4.06(2) (h) is created to read: 

Ch) Misrepresenting the services of a licensed invest­

ment adviser on whose behalf the agent is soliciting business 

or accounts. 

ANALYSIS: This rule creates a prohibited 
business practice for a licensed agent to 
misrepresent the services of a licensed 
investment adviser on whose behalf the agent 
is soliciting business. The amendment is 
necessary to provide the commissioner with a 
specific basis to initiate an action against 
any licensed securities agent who misleads a 
customer concerning the services of an in­
vestment adviser. The rule is appropriate 
because: (1) under current Securities and 
Exchange Commission rules, agent s of broker­
dealers may solicit accounts on behalf of 
investment advisers and receive a "finders 
fee" for such solicitations; (2) the exper­
ience of the Office of the Commissioner of 
Securities in conducting its field examina­
tion program demonstrates that a substantial 
number of agents are currently soliciting 
accounts for investment advisers and re­
ceiving a fee; and (3) a substantial number 
of licensed agent s for securities broker­
dealers have applied to become qualified as 
investment adviser representatives under the 
Wisconsin Uniform Securities Law to engage in 
such activities. 

SECTION 34. SEC 4.07(1) is amended to read: 

SEC 4.07 License period. (1) The license of any broker-

dealer whose name commences with any of the letters A through 

D expires March 31 following the date of issuance of the 

license; the license of any broker-dealer whose name commences 

with any of the letters E through I expires June 30 follow-

ing the date of issuance of the license; the license of any 

broker-dealer whose name commences with any of the letters J 
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through 0 expires September 30 following the date of issuance 

of the license; and the license of any broker-dealer whose 

name commences with any of the letters p through Z expires 

December 31 following the date of issuance of the license. 

The license of an agent expires on the same day as that of 

the broker-dealer which the agent represents, except that 

the expiration date of any agentis license that is issued 

within 30 days of the expiration date of the license for the 

agentis employer is automatically extended to the next 

expiration date of the employerls license. The license of 

an agent representing an issuer expires on July 31 following 

the date of the issuance of the license, or upon the termi-

nation of the offering for which the agent was licensed, 

whichever first occurs. The commissioner may by order limit 

the period of, or specify an earlier expiration date for, 

any license. 

ANALYSIS: This amendment corrects a problem 
identified by the Office of the Commissioner 
of Securities and will make the broker-dealer 
license renewal process less complicated and 
more efficient. The problem occurs when a 
broker-dealer that has a pending application 
for renewal of its license hires a new se­
curities agent and the agentis license be­
comes effective during the 30 day renewal 
period. The current rule requires the broker­
dealer to submit supplementary information 
relating to its new employee. However, sub­
mission of this material is often overlooked 
in broker-dealer renewal applications, and it 
makes the renewal process unduly complicated 
and time-consuming. 

SECTION 35. SEC 4.08(2) is amended to read: 

(2) An application for withdrawal from the status of a 
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licensed agent shall be filed by the broker-dealer or issuer 

which the agent represents within ~e 15 days of the termina­

tion of the agentIs employment on Form U-5 prescribed by the 

commissioner. 

ANALYSIS: This amendment adds an additional 
5 days to the current 10 day period within 
which a broker-dealer must submit an agentIs 
withdrawal application. The additional 5 day 
period is necessarv because materials sub­
mitted through the U.S. Postal Service often 
do not reach of Office of the Commissioner of 
Securities within the current 10 day deadline. 

SECTION 36. SEC 5.01(3) is amended to read: 

(3) Baeh UnIess waived under sub. (4), each applicant 

for an initial license as an investment adviser or for 

qualification as an investment adviser representative is 

eeffiffi4ss4eRer-ffiay-ae~erffi4Re the Wisconsin Investment Adviser 

Representative Examination. The commissioner may ~~ese~~Be 

require an applicant to retake and successfully pass the 

examination, in whole or in part, if: 

(a) the applicant has nqt passed the written examination 

prescribed by the commissioner within two years prior to the 
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date the application for license is filed; or 

(b) the applicant has not passed the written examination 

prescribed by the commissioner and, within 2 years prior to 

the date the application is filed, has not been licensed or 

registered as an investment adviser or investment adviser 

representative under the securities law of another state. 

ANALYSIS: The amendments to this rule accom­
plish the following: (1) clarify the exami­
nation requirement (in the same manner as was 
done in SECTION 17) by specifying which 
examination must be taken by investment 
adviser and investment adviser representative 
applicants; (2) add a provision paralleling 
language in current section SEC 4.01(3), Wis. 
Adm. Code, that allows the Commissioner of 
Securities to require an applicant to retake 
and pass the examination if more than two 
years has elapsed since the applicant has 
passed the required examination. The re­
quirement to retake and successfully pass the 
examination does not apply if the applicant 
qualified under any of the waiver-of-examina­
tion provisions of section SEC 5.01(4), Wis. 
Adm. Code. 

SECTION 37. SEC 5.01(4) is amended to read: 

(4) The commissioner may waive, in whole or in part, 

the examination requirement for: 

a~~e-e*affiffia~feR~ who has successfully completed one or more 

of the following: 

1. One or more parts of the Chartered Financial 

Analysts' Examination; 

2. the Chartered Investment Counselor Examination; 
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3. the National Association of Securities Dealers, 

Inc. Series 1, 6 or 7 Examinationsi 

4. the Securities Exchange Commission Organization/ 

National Association of Securities Dealers, Inc. Non-Member 

General Securities Examination; or 

5. the New York Stock Exchange Test Series 5; 

(b) Any applicant for qualification as an investment 

adviser representative, if an undertaking satisfactory to 

the commissioner is submitted setting forth how the a~ene 

investment adviser representative will be adequately super-

vised, and the qualification of the representative is ap-

propriately limitedi 

(c) Any applicant who, within 2 years prior to the 

date the application is filed, has been licensed as an 

investment adviser or qualified as an investment adviser 

representative under ch. 551, Stats.i e~ 

(d) Any applicant who has been employed as a portfolio 

manager or securities analyst in the banking, insurance or 

securities industry for three years preceding the filing of 

the application for license or qualificationi or 

~ Any person by order of the commissioner under such 

conditions as the commissioner may prescribe. 

ANALYSIS: These amendments accomplish the 
following: (1) designate in par. (a) the 
examinations that will provide a waiveri (2) 
amend par. (c) to provide that the two year 
provision applies only where the applicant 
was licensed as an investment adviser or 
investment adviser representative; (3) create 
a new waiver provision in par. (d) for any 
person employed as a portfolio manager or 
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securities analyst in the banking, insurance 
or securities industries for the three years 
preceding the filing of the license applica­
tion. This new waiver provision is adopted 
because three years of employment experience 
in the designated positions and fields are 
deemed an appropriate substitute for an 
examination for investment adviser licensing 
purposes. The Commissioner will repeal the 
designation of any examination that is altered 
in the future where the examination will no 
longer provide substantially equivalent evi­
dence of knowledge of the securities business 
as would be accorded by passing the standard 
Wisconsin securities agents examination. 

SECTION 38. SEC 5.01(5) is amended to read: 

(5) Prior to issuance of a license as an investment 

adviser, at least one employe ef located at .the principal 

office of the investment adviser must be designated in the 

license application to act in a supervisory capacity and be 

qualified as an investment adviser representative for the 

investment adviser, and must pass a-w~~~~en-stl~e~v~se~y 

e*affi~na~~en-~~ese~~eee-ey-~fie-eeffiffi~ss~ene~ the Wisconsin 

Investment Adviser Representative Examination unIess the 

examination is waived under sub. (4). 

ANALYSIS: These amendments parallel changes 
made to the companion broker-dealer rule in 
SECTION 19 and accomplish the following: (1) 
clarify the current examination requirement 
of this rule by specifying which examination 
must be taken by the employe of the invest­
ment adviser who will be supervising the 
firmIs Wisconsin activities; and (2) estab­
li sh a requirement that the person designated 
by an investment adviser to supervise its 
Wisconsin activities must be located at the 
firmIs principal office because that office 
contains the firmIs primary records relating 
to customers and transactions. Additionally, 
the person who has supervisory responsibility 
will be able to more easily communicate with 
members of the firmIs management. 

SECTION 39. SEC 5.04(1) is amended to read: 

SEC 5.04 Reporting requirements. (1) Eaefi (a) Except 
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as provided in par. (b), eaeh investment adviser shall file 

annually with the eommissioner, within 60 days after the end 

balanee sheet with aeeompanying notes in the form preseribed 

in s. SEC 7.06, ineluding supporting sehedules. 

ANALYSIS: As aresult of a Rules Clearing­
house eomment, the renumbering and amending 
of this rule is done in a separate SECTION 
from the action taken with respeet to the 
eorresponding rule in SECTION 40. See the 
ANALYSIS to SECTION 40 for an explanation 
of the substantive ehanges to this rule and 
its eounterpart. 

SECTION 40. SEC 5.04(1) (b) is ereated to read: 

(b) The deadline established under par. (a) for an 

investment adviser to file its annual balanee sheet with the 

eommissioner shall be extended for an additional 30 days 

upon the investment adviser filing with the eommissioner 

before the deadline date a written request for an additional 

30 days within whieh to file its annual balanee sheet. 

ANALYSIS: The amendments to the annual fi­
naneial statement reporting requirement for 
investment advisers in SECTIONS 39 and 40 
parallel the amendments to the eompanion 
broker-dealer rule in SECTION 29. The amend­
ments are neeessary and appropriate for the 
same reasons diseussed in the ANALYSIS to 
that SECTION. In an amendment made as a 
result of public eomments reeeived, sub. (a) 
and (b) were ehanged to require that only 
balanee sheet information need be filed with 
the Commissioner, rather than an entire set 
of finaneial statements for the investment 
adviser. The reason for the ehange is 
beeause the Wiseonsin minimum net capital 
requirement ean be verified by balanee sheet 
information and does not require ineome 
statement data or other finaneial statement 
information. 
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SECTION 41. SEC 5.05(7) is amended to read: 

(7) Every licensed investment adviser must employ at 

its principal office at least one person designated to act 

in a supervisory capacity who is qualified as an investment 

adviser representative in this state and has satisfied the 

supervisory examination requirement in s. SEC 5.0l(5)7-W~sõ 

Aemõ-eeee; provided that if a licensed investment adviser is 

not in compIianee with the requirements of this paragraph, 

it has 90 days from the first date of noncompliance to meet 

the requirements of this paragraph. 

ANALYSIS: This amendment to the Rule of 
Conduct provision applicable to investment 
advisers parallelsthe amendment to the 
companion broker-dealer rule in SECTION 31. 
The amendment is necessary and appropriate 
for the same reasons discussed in the 
ANALYSIS to that SECTION. 

SECTION 42. SEC 5.08(2) is amended to read: 

(2) An application for withdrawal from the status of a 

qualified investment adviser representative shall be filed 

by the investment adviser which the person represents within 

~e 15 days of the termination of the representative's em­

ployment on Form IARepW prescribed by the commissioner. 

ANALYSIS: This amendment to the license 
withdrawal provision applicable to investment 
advisers parallels the amendment to the 
companion broker-dealer rule in SECTION 35. 
The amendment is necessary and appropriate 
for the same reasons discussed in the 
ANALYSIS to that SECTION. 

SECTION 43. SEC 7.01(7) is repealed and SEC 7.01(8) is 

renumbered SEC 7.01(7). 
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ANALYSIS: This SECTION that repea1s SEC 
7.01(7) is promu1gated in 1ieu of the 
amendment to SEC 7.01(7) proposed in the 
origina1 Comment Draft of the Ru1e Revi­
sion (whieh amendment proposed to in­
crease the fee for retrieva1 of a fi1e 
from State Reeords Center). The repea1 
is neeessary beeause of the reeent en­
aetment of Chapter 335 of the Laws of 
1981 that prohibits state ageneies from 
eharging a fee for retrieva1 of public 
reeords from storage. 

SECTION 44. SEC 7.01 (1) (e), (2) (a) and (e), (3) (b) and 

(5) (b) are amended to read: 

(ll(e) Fie1d examination pursuant to s. 

551.27(5), Stats. of an app1ieation for regis-

tration under s. 551.26, Stats ..•......••....••. $59 $75 per day 

per examiner. 

(2) (a) App1ieation for exemption from 

registration by order under ss. 551.22(17), 

551.23(11) or (18), Stats .•......•.•.....•.•.... $~ee $200. 

(2) (e) Notice fi1ed under s. 551.22 (8), 

Stats., or under s. 551.23 (3), (10), (11) or 

(15), Stats., or under s. SEC 6.057-W~s. 

Ae1.:fft.-8eae .....•................................ $--3:9 e $150. 

(3) (b) App1ieation for order waiving a 

1ieensing provision ...........................•. $~ee $150. 

(5) (b) Issuanee of an interpretive 

opinion under s. 551.64(5), Stats .......•....... $~e9 $200. 
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ANALYSIS: The amendments in this Seetion in­
ereasing eertain fees are neeessary to: (1) 
give reeognition to the faet that the fees 
being inereased relate to the examination s 
for those matters whieh require more exten­
sive staff time and effort than the fees not 
being revised; and to (2) refleet the effeets 
of inflation as weIl as inereased office 
eosts and expenses in eondueting examinations 
of those speeified registration, exemption 
and lieensing matters in the several years 
sinee those fees were last revised. The 
amendment to seetion SEC 7.01(1) (e), Wis. 
Adm. Code, that increases from $50 to $75 the 
per diem fee for field examination by a staff 
member in eonneetion with review of an appli­
eation for registration by qualifieation 
makes the fee under this paragraph eonsistent 
with the per diem fee established in rule 
seetion SEC 7.01(3) (d), Wis. Adm. Code, for 
field examinations by the Office of the 
Commissioner of Securities in eonneetion with 
lieensing matterso 

SECTION 45. SEC 32.02 is amended to read: 

SEC 32.02 Periodie report s for exempt franehisors. 

Franehisors, or their agents, or representatives offering to 

sell or selling franehises in this state under s. 553.22, 

Stats., shall file with the eommissioner with in a period of 

120 days from the last date of eaeh of their fiseal years a 

eurrent offering eireular prepared in the form required by 

s. SEC 32.06, Wis. Adm. Code, or disclosure doeument prepared 

in the form required by 16 CFR Part 436, the Federal Trade 
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cornrnission's disclosure requirements and prohibitions 

concerning franchising and business opportunity ventures. 

All periodic reports shall be signed by an offieer or general 

partner of the franchisor in the manner prescribed by s. SEC 

32.11. 

ANALYSIS: The amendments to this rule do the 
following: (1) delete for clarification 
purposes the undefined term "annual report" 
as the "periodic report" required to be filed 
under the rule and replace it with specific 
language which provides that either the 
franchisor's current offering circular or 
Federal Trade Commission disclosure document 
can ee utilized as the periodic report; (2) 
delete as unnecessary the specific references 
to "financial statements" because financial 
statements of the franchisor are automati­
cally included in the franchisor's current 
offering circular or FTC disclosure document; 
and (3) adds in the last sentence a require­
ment that the periodic report submitted under 
the rule must. be signed by an offieer or 
general partner of the franchisor, parallel­
ing an identical requirement under s. 32.ll~ 
Wis. Adm. Code, for registration applications, 
amendments and renewals submitted to the 
Office of the Cornrnissioner of Securities. 

SECTION 46. SEC 35.01(3) and (4) are created to read: 

(3) Certification of any document or entry under s. 553.75(4), 

Stats., ..................................... $20 pIus 

$1 per page. 

(4) Photocopying fee ................................. $.25 

per page for the first 10 pages and $.10 per 

page for any additional pages. 

ANALYSIS: These new rules establish fees for 
certain service s relating to matters under 
the Wisconsin Franchise Investment Law. The 
fees correspond to identical fees f9r similar 
services established in SEC 7.01, Wis. Adm. 

- 47 -



Code, relating to matters under the Wisconsin 
Uniform Securities Law. Due to the recent 
enactment of Chapter 315 of the Laws of 1981 
that acts to preclude state agencies from 
charging a fee for retrieval of files from 
the State Records Center, a subsection which 
provided for such a fee that had been in the 
original Comment Draft of the Rule Revision 
has been.deleted. Also see the ANALYSIS to 
SECTION 45 where a similar deletion was made 
of the file retrieval fee. 

SECTION 47. SEC 36.01 is amended to read: 

SEC 36.01 Administrative procedure. A~~ Chapter SEe 8 

shall be applicable ·toall hearings, proceedings, applications 

and filings under ch. 553, Stats'T-sfta~~-€e~~ew-ehe-p~eeedtlfeS 

ANALYSIS: The amendment, which incorporates 
by reference Chapter SEC 8, Wis. Adm. Code, 
will ensure that the administrative pro­
cedures used in all proceedings and filings 
under the Wisconsin Franchise Investment Law 
will parallel and be consistent with the 
administrative procedures already established 
in Chapter SEC 8, wis. Adrn. Code, for all 
matters and proceedings under the Wisconsin 
Uniform Securities Law. 

* * * * * 
The ru1es and amendments contained in this Order 

shall take effeet as provided in see. 227.026 (1), (Intro.), Wis. 
Stats., on the first day of the month following publication in 
the Wisconsin Administrative Register. 

Dated this tZdaay O.f. ~ ,1982. 

(SEAL) 

ICHARDR: MALHGREN 
Commissioner of Securities 
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ClEARINGHOUSE RULE 82-157 

COMMENTS 

[NOTE: All eitations to IIManual ll in the eomments 
below are to the Administrative Rules Proeedures 
Manual, prepared by the Revisor of Statutes Bureau 
and the Legislative Couneil, dated April 1982.J 

1. Statutory Authority 

Seetion 553.22, Stats., is 
However, there is no referenee in 
eommissioner. 

eited as authority for rule-making. 
that seetion to rule-making by the 

2. Form, St yle and Plaeement in Administrative Code 

a. An introduetory elause should be lneluded with the rule that 
enumerates the seetions treated by the proposed rule and the nature of the 
treatment. [See 5. 1.02 (1), Manual.] 

b. In several instanees, the proposed rule utilizes extensive 
subdivisions, as in proposed s. SEC 2.02 (10) (e). The ageney may wish to 
review the entire rule to avoid the use of unnecessary subdivisions. [See 
S. 1.03, Manual.] 

c. Acronyms sueh as IISECO II and liNASO" should either be avoided or 
clearly identified in the text of the rule. [See s. 1.01 (8), Manual.] 

d. It is not clear from the proposed rule or the material submitted' 
by the ageney whether the material ineluded in the IIComment ll sections will 
be part of the final rule when it is pUblished in the Wisconsin 
Administrative Code. This should be clarified. If it is to be ineluded, 
liNoteil shoul d be used. It it i s not to be i ncl uded, "Ana lys i Sll shoul d be 
used. 

't' 
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LEGISLATIVE COU1JCIL RULES CLEARlilGHCUSE REPORT 

(Pursuant to s. 227.029, Stats.) 

1. REVIE\I OF STATUTOIlY AUTHORITY [s. 227.029 (2) (a)] 

a. Rules appear to be wi thin the ageney' s statutory 
authori ty 

b. Rules appear to be unsupported by statutory authority, D 
either in whole or in part 

c. Comment attaebed ~ yes D no 

2. REVIE\'I OF RULES FOR FOR/·I, STYLE Arm PLACH1EtlT IN ADIIHlISTRATIVE 
CODE [s. 227.029 (2) (e)] 

a. Rules satisfactory D 
b. Rules unsatisfactory ~ 

e. Comment attached Bl yes D no 

3. REVml OF RULES FOR CONFLICT WITH OR DUPLI CATIOrl OF EXISTHlG RULES 
[s. 227.029 (2) (d)] 

a. Conflict or duplication not noted 19) 

b. Conflict or duplication noted D 
e. Comment attaehed D yes ~ no 

4. REVlHl OF RULES FOR ADEQUACY OF REFERENCES TO RELATED STATUTES, 
RULES AND FORMS [s. 227.029 (2) (e)] 

a. Referenees appear to be adequate [8J 

b. Referenees appear to be i nadequa te D 
e. Comment a ttaehed ~ yes D no 

5. RE'IIEH OF LAtlGUAGE OF RULES FOR CLARITY, GRAJ'1HAR, PUIICTUArION 
AND PLAItHlESS [s. 227.029 (2) (f)J 

a. Rules satisfaetory D 
b. Rules unsatisfactory 18l 
e. Comment attached l?3f yes D no 

6. REV I El·1 OF RULES FOR PDTEIITIAL COtIFLICTS \1ITH, AIID CDI'IPARABILITY 
TO, RELATEO FEDERAL REGULATlmiS [s. 227.029 (2) (g)J 

WLC$ 
" o' 

BR :'1/5 ;mek 
1/4/82 

a. 110 problems noted 

b. Probl ems noted 

c. Comment attached 

~ 

D 

D yes ~ no 
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e. There are several instances in the proposed and existing rules 
where, for example, sections and subsections do not litrackli properly. For 
instance, s. SEC 4.03 (3) (e) is not a listing of records, but appears to 
be an exception to the section created for branch offiees of certain 
broker-dealers. Any paragraph in s. SEC 4.03 (3) should logically follow 
from the introductiön in that subsection. [See, also s. SEe 2.02 (10) (e) 
2. f. and (i) 3.] 

f. IIBy-laws" in s. SEC 2.02 (3) (a) should be shown as one word. 

g. Several drafting errors occur in current language which is being 
amended by this rule. It is suggested that the agency use this rule to 
correet those errors. Examp 1 es of errors inc 1 ude: 

(1) The use of parentheses in s. SEC 2.01 (7) (d). 
[See s. 1.01 (6), Manual.] 

(2) The use of IJWis. Adm. Code ll after a citation 
to a rule section. [See the NOTE on page 12 of the 
Manual.] 

Addit i ona lly, "Wi s. Adm. Code" and parentheses shoul d not be us ed i n 
those provisions which are created by this rule. 

h. The rule improperly cites federal statutes and regulations. [See 
ss. SEC 2.02 (10) (e) (intro.) and 4.02 (1) for examples.] References to 
statutes should be to the U.S. code. References to regulations should be 
to the code of federal regulations. [See 5. 1.07 (3), Manual.] 

i. In several places, the rule is unnecessarily wordy. On page 5, 
line 9, "further" should be deleted. On page 5, lines 17 and 18, 1J0f 
subpar. a. through e. 1I should be deleted. On page 33, in three places, 
lI at least" should be substituted for Ila period of not less than. II 

j. It is inappropriate drafting st yle to create an entire paragraph 
by amending and underscoring. It is also inappropriate to repeal an 
entire paragraph by amending and striking-through. For example, SECTION 
11 of the rule should be two SECTIONS which begin as follows: 

SECTION 11. SEC 3.03 (4) is renumbered SEC 3.03 
(4) (a) and amended to read: 

SECTION 12. SEC 3.03 (4) (b) is created to read: 

k. In several places in the rule, two actions are inappropriately 
taken in the same SECTION. For example, SECTION 12 should be divided into 

.-
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two SECTraNS one whieh renumbers and amends s. SEC 3.12 and one whieh 
ereates s. SEC 3.12 (2)~ 

1. On page 38, line 14, 11(1)11 should be deleted. [See s. 1.07 (2), 
Manual.] 

m. The words ilSeetionII and 1I 0 f the Wis. Adm. Code ll should be deleted 
from the elause whieh begins eaeh SECTION. 

n. The aeti on taken i n SECTIaN 27 i s out of order i n the rul e. It 
should be plaeed between SECTIONS 29 and 30. [See s. 1.04 (1), Manual.] 

o. In s. SEC 3.12 (2) (e), 111. 11 and 112. II should be substituted for 
II (i) II and II (i i). II 

4. Adeguaey of Refereneesto Related Statutes, Rules and Forms 

If any provisions of the rule will require a new or revised form, a 
referenee to that form should be included in a NOTE to the provision of 
the rule. [See s. 1.09 (2), Manual and s. 227.024 (1) (f), Stats.] 

5. Clarity, Grammar, Punctuation and Plainness 

a. For purposes of clarity, the agency may wish to place the 
provision relating to caleulation of floating rate interest in a separate 
section. Also, it is not clear what the phrase ligiving effeet to interest 
rates in the marketplace ... 1I is inte'nded to mean. 

b. The intended scope of the exemption created in proposed s. SEC 
2.02 (10) (e) is not clearo In particular, the referenee to the federal 
rules lI as discussed ll in a securities and exchange commission release lacks 
clarity. 

c. Are the II conditions and limitations ll included in proposed s. SEC 
2.02 (10) (e) meant to be an exclusive listing, or merely examples? 

d. Section SEC 2.02 (10) (e) 3. gives the commissioner of securities 
the authority to II withdraw, deny or revoke the exemption within 10 days.1I 
Does this provision mean that the action must be taken within 10 days of 
the granting of an exemptibn or within 10 days of reeeiving notice from 
the issuer? This should be elarified. 

e. The frequent use of double negative statements in the proposed 
rule makes it difficult to understand the provisions. For example, s. SEC 
2.02 (10) (i) allows the commissioner to find the issuance of an order 
inappropriate for the protection of investors unless certain conditions 
are met. This provision eould be stated in the positive (Le., 1I ... may 
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find the issuanee of an order appropriate if:/I). [See, also s. SEe 3.02 
(1) (a).J 

f. Seetion SEC 3.02 (1) (a) purports to speeify mlnlmum priees for 
stoeks but requires that the priee does not exeeed, for example, the 
/leomposite priee-earnings ratio of the Standard and Poorls Corporation 500 
Stock Index./I The standards should be stated either as priees or as 
/lpriee-earnings ratios,/I not both as in the proposed rule. 

g. The referenees to /lGuidelines/l throughout s. SEC 3.12 should be 
more speeifie. 

h. It appears that the i nsert i on of a eomma after /leompensat i onll i n 
s. SEe 3.12 (2) (a) (page 21, line 20 of the proposed rule) eould elarify 
the meaning of a provision. Alternatively, the provision eould be drafted 
mare elearly in separate sentences. 

i. A definition of /loverriding royalty interests/l would aid in 
understanding s. SEe 3.12 (2) (e) and other related provisions. 

j. The reason for prohibiting any limitation in s. SEC 3.01 (1) is 
not elear. As the rule is eurrently dl~afted, there is a IIpresumption of 
reasonableness ll provision that· would appear to be a more flexible and 
appropriate reglllatory approaeh than an absolute bar to the eommissioner1s 
actions. Perhaps, if the amendment is to be retained, the "eOmment" 
seetion eould be l'evised to e1arify the need for the restrietion on the 
eommissionerls allthority. 

k. Is the phrase /Ian evidenee of indebtedness," as used in S. SEe 
3.21 (1) (a), correet? Is that a eategory under whieh eertain securities 
are registered? 

1. A1thollgh the amendment to S. SEC 4.04 (7) takes some of the 
mystery out of the seetion, it is une1ear now whether the referenee to 
/lits/l is intended to eover offiees outside of Wisconsin. This should be 
elarified. 

m. Is the amendment to S. SEC 4.05 (7) intended to require the 
presenee of a lieensed broker or only the employment of a lieensed broker? 
This shollld be elarified, as shollld other similar requirements proposed in 
the rule. [See proposed ss. SEC 4.01 (5), 5.01 (5) and 5.05 (7).J 

n. Use of the term /leither/l in S. SEC 5.01 (4) (a) is not 
teehnieally correet. The term eould be de1eted or the phrase Il one or more 
of the following/l or /lat least one of the following" could be substitllted . 

. ' 



-5-

o. The intended scope of the term "mattersl! used in s. SEC 36.01 is 
not clear. Is it, for example, intended to cover . all inquiries whether 
formal or not? 

p. Throughout the rule,' regulatory distinctions are made for 
Wiseonsin-based operations. The agency may wish to eonsider augmenting 
its "Commentsl! to elearly justify the differenee in treatment given to 
state operations. 

q. It is not clear why the current rules relating to examinations 
are being modified. The modifications of ss. SEC 4.01 (3) and 5.01 (4) 
create some uncertainties: 

(1) What authority will the commissioner have to 
accept other examinations which are not specified, 
especially in light of the repeal of s. SEe 4.01 
(4) (a)? 

(2) What will occur if the examinations specified 
are altered substantially in the future? 

(3) Who will determine the "passing grade" on the 
examination; and if it is determined by a national 
body, is this a proper delegation of authority? 
[See 68 OAG 48.J 

t' 



Report Prepared by the 
Office of the Commissioner of Securities 

Relating to Proposed Amendments to the 
Rules of the Commissioner of Securities 

(a) Proposed Findings of Fact 

(1) The Office of the Commissioner of Securities has made its 
annual review of its Administrative Rules promulgated under 
the Wisconsin Uniform Securities Lawand the Wisconsin 
Franchise Investment Law for the following purposes: 
making clarifications to existing rule provisions where 
language is vague or ambiguous; adopting or amending rules 
necessary to effectively regulate new circumstances or 
developments which have occurred in the industry and the 
marketplace that require regulatory treatment; formally 
adopting and incorporating by reference certain specific 
securities registration guidelines, and amendments to such 
guidelines, previously adopted by a national securities 
administrators association of which Wisconsin is a member. 

(2) Copies of the Comment Draft of the proposed rule revisions 
containing Explanatory Notes to each amended section were 
distributed in a mailing during July, 1982 (based on the 
OfficeIs mailing list of its Monthly Wisconsin Securities 
Bulletin), to the general public, securities licensees and 
registrants, franchise registrants, securities lawand 
franchise law practitioners, securities and franchise trade 
associations and regulatory bodies, and to other interested 
persons, soliciting written comments on the proposed revi­
sions or testimony at the public hearing that was held on 
September 10, 1982 in Room 318 Southwest of the State 
Capitol in Madison, Wisconsin. 

(3) During the comment period, eleven letters were received 
setting forth specific comments on the proposed revisions. 
At the public hearing, testimony was presented by three 
persons (other than staff) who set forth additional comments. 

(4) Several of the comments made in the comment letters and in 
hearing testimony resulted in changes and modifications to 
the Proposed Rules as identified in sub. (c) of this Analysis. 

(5) Pursuant to the provisions of sec. 227.05, Wis. Stats., 
authorization was requested and received from the Wisconsin 
Attorney General and the Revisor of Statutes to permit the 
incorporation by reference of a specific securities regis­
tration guideline adopted by a multi-state association of 
securities administrators of which Wisconsin is a member, 
and of a franchise disclosure form"of the Federal Trade 
Commission. 

(i) 



(6) It is appropriate in the public interest and for the pro­
tection of investors for the Wisconsin Commissioner of 
Securities to exercise his authority under see. 551.63(2), 
wis. Stats., for the purpose of cooperating with the secur­
ities administrators of other states in prescribing rules 
with a view to achieve uniformity in the form and content of 
registration statements, to propose to adopt and incorporate 
by reference the securities registration policy adopted by a 
multi-state securities administrators association of which 
Wisconsin is a member as set forth in Section 13 of the 
Proposed Rules. 

(7) It is appropriate in the public interest and for the pro­
tection of investors for the WisconsinCommissioner of 
Securities to exercise his authority under sees. 553.58 and 
551.63, Wis. Stats., for the purpose of cooperating with the 
administrators of franchise laws of other states and with 
the Federal Trade Commission in its regulation of the sale 
of franchises on a national basis, to propose to incorporate 
by reference in Section 45 of the Proposed Rules as the 
document to be used as the periodic report required by rule 
in Wisconsin to be filed by exempt franchisors, the disclo­
sure document form prescribed in 16 CFR Part 436 entitled 
The Federal Trade Commission Disclosure Requirements and 
Prohibitions Concerning Franchising and Business Opportunity 
Ventures. 

(8) It is appropriate in the public interest and for the pro­
tection of Wisconsin investors for the Commissioner to seek 
to exercise his rule-making authority under sees. 551.22(17), 
5 Sl. 23 (18), 551. 27 (8), 551. 28 (1) (e), 551. 32 ( 4) and ( 7) , 
5 Sl. 33 (1), ( 2) and (6), 5 Sl. 52 ( 3), 5 Sl. 63 (1) and (2), 
553.58(1) and 553.72(3), Wis. Stats., to propose to repeal, 
amend and adopt the proposed rules as attached to carry out 
the purposes of the Wisconsin Uniform Securities Lawand the 
Wisconsin Franchise Investment Law. 

(b) Statement Explaining Need for Proposed Rules 

The statutory rule-making procedures under Chapter 227 of the 
Wisconsin Statutes are being implemented in this matter for the 
purpose of making the agency's annual revision to the Rules of the 
Commissioner of Securities currently in effeet promulgated under 
Chapter 551, Wis. Stats., the Wisconsin Uniform Securities Law, and 
under Chapter 553, wis. Stats., the Wisconsin Franchise Investment 
Law. 

Many of the Chapters of the Rules of the Commissioner of Secur­
ities under those two Laws contain revisions, and ea ch Section in the 
proposed rules that adopts, repeals or amend~'a rule is fol1owed by a 
separate ANALYSIS which discusses the nature of the revision as weIl 
as the rationale behind andfor the necessity for it. 
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The principal areas of the revisions to the Rules under the 
Wisconsin Uniform Securities Law include: (1) adopting an amendment 
to the "blue chip" exemption rule to cover a new securities instru­
ment, "floating rate" dividend preferred stock (Section 1); (2) elim­
inating a notice-filing requirement to qualify for use of a private 
placement registration exemption (Section 3); (3) adopting a new 
registration Exemption Order procedure specifically directed toward 
offers and sales of debt securities by employers to employees (Section 
4); (4) adopting several amendments to the "presumed reasonable" 
securities registration requirements for corporate common stock 
offerings relating to commissions and expenses, offering price, and 
options and warrants (Sections 6 through 10); (5) amending an existing 
securities registration policy as adopted by national securities 
administrators association of which Wisconsin is a member, and adopting 
a securities registration policy previously adöpted by a multi-state 
securities administrators association of which Wisconsin is a member, 
(Sections12 and Il, respectivelY); (6) amending numerous sections of 
the securities broker-dealer, agent, investment adviser and investment 
adviser representative licensing provisions dealing with recordkeeping 
and reporting requirements, as weIl as rules of conduct and prohibited 
business practices, to implement recommendations by the Licensing & 
Regulation Division staff as aresult of its experience in conducting 
scores of field examinations of the offices of broker-dealers. 

The principal revision to the Rules under the Wisconsin Franchise 
Investment Law provides that the periodic report required to be sub­
mitted by an exempt franchisor can be either the Franchisor's current 
offering circular required under Ch. 553, Wis. Stats., or the Federal 
Trade Commission's Disclosure Document Form (Section 45). 

Copies of a Comment Draft of the Proposed Rule Revisions con­
taining an ANALYSIS to each amended section were distributed during 
July, 1982, (based on the mailing list for the agency's Monthly Wisconsin 
Securities Bulletin) to the general public, securities licensees and 
registrants, franchise registrants, securities lawand franchise law 
practitioners, securities and franchise trade associations and regu­
latory bodies, and to other interested persons soliciting written 
comments on the proposed revisions or testimony at the public hearing 
that was held on September 10, 1982, in Room 318 Southwest of the 
State Capitol in Madison, Wisconsin. During the comment period, 
eleven letters were received setting forth specific comments. At the 
public hearing, testimony was presented by three persons (other than 
staff) who set forth additional comments. Several of the comments 
presented in the letters and the public hearing testimony resulted in 
changes and modifications of the Proposed Rules as identified in sub. 
(c) of this Analysis. In addition, authorization was requested in 
writing by the Commissioner of Securities and was received from the 

.Wisconsin Attorney General and the Revisor of Statutes permitting the 
incorporation by reference of securities registration policies and 
guidelines adopted by a national association of securities law admin­
istrators, of which Wisconsin is a member, and of a franchise disclo­
sure form of the Federal Trade Commission. ' 
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(c) Explanation of Modifications Made as aResult of Public Comment 
Letters Received and Public Hearing Testimony 

--The proposal in SECTION 4 of the public comment draft 
relating to the Uniform Limited Offering Exemption ("ULOE") 
is being withdrawn from consideration at this time. The 
majority of the public comments and testimony received on 
the rules revisions was directed toward the ULOE and related 
to the following aspects: the scope of the application of 
the rule to kinds of offeringsi the scope of definitions as 
to parti es covered by the rulei and the scope of certain 
disqualification from use of the exemption provisions. Be­
cause of the substantive nature of the comments and their 
potential impact on a ULOE, the ULOE is being reconsidered 
in itsentirety. 

--The proposal in SECTION9 of the public comment draft 
relating to adding the composite price-earnings ratio of the 
Standard & Poorls 500 Stock Index as a presumed-reasonable 
registration test for the offering price of a security is 
being withdrawn because, on a historieal basis, its appli­
cation on a "lesser of" standard as set forth in the proposal 
would preclude registration applicants from using current 
twenty-five-times-earnings tests that are utilized by most 
first-time applicants. 

--The proposal in SECTION 13 of the public comment draft 
relating to a securities registration policy for equipment 
programs is being withdrawn. That proposed rule was based 
upon a Statement of Policy for the Registration of Equipment 
Programs that was bei ng considered for adoption by the North 
American Securities Administrators Association ("NASAA", a 
national securities administrators association of which 
Wisconsin is a member). The ANALYSIS for the proposed rule 
in the initial comment draft stated that the rule would be 
promulgated in final form in Wisconsin only if the Statement 
of Policy were adopted by vote of the NASAA membership 
(including the favorable of Wisconsin as a member) at the 

NASAA fall meeting in October of 1982. Because NASAA 
determined to resubmit the Statement of Policy for more 
public comment, the Statement of Policy was not adopted by 
the NASAA membership at its fall meeting and, consequently, 
the proposal is being withdrawn from this rule package. It 
is anticipated that the Statement of Policy on Equipment 
Programs will again be proposed for adoption by the Office 
of the Commissioner of Securities next year as part of its 
annual rule revision. 

--Page 21, lines 8 through 10 dealing with SEC 3.21(1) in 
SECTION 14. In arevision to that SECTION made as aresult 
of public comments recei ved to the .. rule as originally 
proposed, an exclusion from the trust indenture requirement 
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was inserted relating to face amount certificates registered 
under the Investment Company Act of 1940. The reason for the 
exclusion is because a face amount certificate company must 
comply with specific requirements under the 1940 Act that 
provide substantially equivalent investor protections to a 
trust indenture. Those protections include a requirement 
that sets forth the amount and type of property which is 
required to be maintained as reserves, and also requires 
that the property be maintained by a custodian pursuant to a 
custodian agreement meeting statutory requirements. 

--Page 24, lines 2 through 4 dealing with SEC 3.22(1) (m) 
in SECTION 16. An identical revision was made to this 
SECTIÖN as was made to SECTION 14 and discussed in the 
ANALYSIS therein (and the preceding paragraph above) , 
following public comments received suggesting that face 
amount certificates be excluded from the trust indenture 
requirement of the rule. 

--Page 29 lines 3 through 5 dealing with SEC 4.03(3) (e) in 
SECTION 25. In arevision to the SECTION as aresult of 
comments received to the initial rule revision draft, new 
language was added to extend the exclusionary language of 
the rule to broker-dealers engaged in the offer or sale of 
securities registered under the Investment Company Act of 
1940 by any of the designated entities. Because face 
amount certificates and unit investment trust securities 
(although not technically " redeemable securities") are 
regulated and distributed inmuch the same way as mutual 
fund shares, it does not appear necessary for the protection 
of the investing public to subject the branch offiees of 
broker-dealers (and agent s of those offiees) selling face­
amount certificate and unit investment trust securities to 
greater record-keeping requirements than those applicable to 
branch offiees of broker-dealers engaged solely in mutual 
fund securities sales distribution. 

--Page 31, lines 6 and 7 relating to SEC 4.035 in SECTION 
27. An identical revision was made to that SECTION as was 
made to SECTION 25 for the same reasons set forth in the 
ANALYSIS to that SECTION (and discussed in the preceding 
paragraph above) . 

--Page 36, line 4 relating to SEC 4.06(1) (h). In a re­
vision to the SECTION made as aresult of comments received 
to the initial rule revision draft, the time period referred 
to in the rule within which a margin agreement must be 
obtained from the customer was changed to 15 days from the 
30-day period that the comment draft of the rule initially 
proposed. The 15-day period was determined to be more 
appropriate than the 30-day period because the 15-day 
period corFesponds to the National.Association of Securities 
Dealers Rule of Fair Practice, Appendix E, Sec. 16(dt, which 
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requires a broker-dealer who establishes an options trading 
account (another type of high~risk investment account), to 
obtain a written options trading agreement from the customer 
within 15 days after the account has been approved for 
options trading, whether or not an options transaction has 
yet been effected. 

--Page 34, lines 3 through 5 dealing with SEC 5.04(1) in 
SECTION 39. In arevision to the SECTION made as aresult 
of comments received in the initial rule revision draft, 
subs. (a) and (b) were changed to require that only balanee 
sheet information need be filed with the Commissioner, 
rather than an entire set of financial statements for the 
investment adviser. The reasonforthe change is because 
the Wisconsin minimum net capital requirement can be veri­
fied by balanee sheet information and does not require 
income statement data or other financial statement infor­
mation. 

--Page 44 relating to SEC 7.01(7) in SECTION 43. That 
SECTION; which repeals SEC 7.01(7), is being promulgated in 
lieu of the amendment to SEC 7.01(7) proposed in the original 
Comment Draft of the Rule Revision (which amendment proposed 
tn increase the fee for retrieval of a file from State 
Records Center). The repeal is necessary because of the 
recent enactment of Chapter 335 of the Laws of 1981 that 
precludes state agencies from charging a fee for retrieval 
of public ~ecords from storage. 

--Page 47 relating to SEC 35.01 in SECTION 46. In a re­
vision made for the same reason as discussed above relating 
to SECTION 44, the provision that had been in the original 
Comment Draft of the Rule Revision which proposed to es- . 
tablish a fee for retrieval of files from State Records 
Center has been deleted due to the recent enactment of 
Chapter 335 of the Laws of 1981 that precludes state agencies 
from charging a fee for retrieval of public records from 
storage. 
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(d) List of Persons Appearing or Registering at Public Hearing 
Conducted by Commissioner of Securities Richard R. Malmgren 
as Hearing Offieer. 

--Attorney Conrad G. Goodkind, 780 North Water Street, Mil­
waukee, Wisconsin, representing the Wisconsin Association of 
Securities Dealers, Inc. and the Investment Company Institute. 

--Attorney Joseph P. Hildebrandt, One South Pinckney Street, 
Madison, Wisconsin 53703. 

--Mr. Paul E. Magnuson, 111 North Pinckney Street, Madison, 
Wisconsin 53703, of DiVall Real Estate Investment Corpor­
ation representing the Wisconsin Realtors Association. 

--Randall E. Schumann, General Counsel of the Office of the 
Commissioner of Securities, made an appearance on behalf of 
the agency's staff and submitted documents and information 
for the record. 

--Ronald J. Burtch, Administrator of the Licensing and Regula­
tion Division, and James R. Conohan, Administrator of the 
Franchise Investment Division, made appearances on behalf of 
the agency's staff relating to Rule revisions affecting 
their Divisions. 

--Comment letters received: 

letter dated August 25, 1982, received August 26, 1982 from 
Attorney Terry F. Peppard of the law firm Wendel, Pappas, 
Center, Lipman & Peppard, Suite 317, 222 West Washington 
Avenue, P.O. Box 2034, Madison, Wisconsin 53701. 

letter dated August 30, 1982, received September 2, 1982 
from Brian Shelly, Senior Legal Assistant on behalf of the 
National Corporation for Housing Partnerships, 1133 Fifteenth 
Street, N.W., Washington, D.C. 20005. 

memorandum dated August 31, 1982, from Janet K. Murphy of 
the Administration Division of the Office of the Commissioner 
of Securities, 111 West Wilson Street, Box 1768, Madison, 
Wisconsin 53701. 

letter dated September 3, 1982, received September 9, 1982 
from Kevin P. Howe, Vice President on behalf of Investors 
Diversified Services, Inc. IDS Tower, Minneapolis, Minnesota 
55402. 

letter dated September 7, 1982, received September 8, 1982 
~rom Attorney Fred Bunker Davis of ~he law firm Kutak Rock & 
Huie, 1650 Farnham Street, Omaha, Nebraska 68102. 
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letter dated and received September 10, 1982 from Attorney 
Joseph P. Hildebrandt of the law firm of Foley & Lardner, 1 
South Pinckney Street, Madison, Wisconsin, 53701. 

letter dated and received September 10, 1982 under the 
letterhead of the American Bar Association, 1155 East 60th 
Street, Chicago, Illinois 60637, signed by Attorney Joseph 
P. Hildebrandt, liaison from the State Regulation of Secur­
ities Committee to the Wisconsin Commissioner of Securities, 
clo Foley & Lardner, P.O. Box 1497, Madison, Wisconsin. 

letter dated September 9, 1982, received September 10, 1982 
from Attorney Conrad G. Goodkind of the law firm Quarles & 
Brady, 780 North Water Street, Milwaukee, Wisconsin 53202. 

letter dated September 9, 1982, received September 10, 1982 
from Jack Bloomfield, President, Wisconsin Association of 
Securities Dealers, Inc., 770 North Jefferson Street, 
Milwaukee, Wisconsin 53202. 

letter dated September 10, 1982, received September 15, 1982 
from Attorney Jerry Ogle on behalf of The Balcor Company, 
10024 Skokie Blvd., Skokie, Illinois 60077. 

letter dated September 22, 1982, received September 24, 1982 
from Brian Shelly, Senior Legal Assistant for the National 
Corporation for Housing Partnerships, 1133 Fifteenth Street, 
Washington, D.C. 20005. 

(viii) 



(e) Response to Legislative Couneil/Rules Clearinghouse Report 
Reeommendations 

(1) Aeeeptanee of reeommendations in whole: 

Under 1. Statutory Authority 

--Consistent with the Rules Clearinghouse eomment, the 
referenee to Seetion 553.22, Stats., that was inadvertently 
ineluded in the listing of statutory authority at the top of 
Page 1 was deleted. No rules were or are being sought to be 
promulgated in the rule revision paekage pursuant to seetion 
553.22, Stats. . 

Under 2. Form, St yle and Plaeement in Administrative Code 

--Consistent with the Rules Clearinghouse eomment in para. 
a., an introduetory elause is ineluded with the rule paekage 
that enumerates the seetions treated by the proposed re­
visions and the nature of the treatment. 

--Consistent with the Rules Clearinghouse eomment in para. 
b., the entire .rule revision paekage was reviewed to avoid 
the use of unneeessary subdivisions. 

--Consistent with the Rules Clearinghouse eomment in para. 
e., the aeronyms "SECO" and "NASD" were written out in their 
entirety to elearly identify them in rule seetions SEC 
4.01(3),4.01(5) and 5.01(4). 

--Consistent with the Rules Clearinghouse eomment in para. 
d., the term "ANALYSIS" is substituted for the term "COMMENT" 
throughout the rule revision beeause the explanatory material 
ineluded in the "COMMENT" portions of eaeh SECTION when the 
rule revision paekage was sent out for eomment is not 
intended to be part of the final rule when it is published. 

--Consistent with the Rules Clearinghouse eomment in para. 
f., the word "by-laws" in SEC 2.02(3) (a) was ehanged to read 
as one word. 

--Consistent with the Rules Clearinghouse eomment in para. 
g., the use of parentheses in SEC 2.01(7) (d) was eliminated. 
In addition, the use of "wis. Adm. Code" after a eitation to 
a rule seetion was deleted in all SECTIONS in whieh it had 
been present--namely, ss. SEC 2.02(3) (a), 2.02(10) (i), 
2.03(1), 3.21(1)(a), 3.22(1)(m), 4.05(7), 5.04(1)(a), 
5.05(7), 32.02 and 36.01. 

--Consistent with the Rules Clearinghouse eomment in para. 
h., the eitation to federal regulations was added in SEC 
4.02(1). 

--Consistent with the Rules Clearinghouse eomment in para. 
i., the language "at least" was substituted for the language 
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"a period of not less than" in lines 2, 6 and 9 of page 28, 
SECTION 23. 

--Consistent with the Rules Clearinghouse comment in para. 
j., the action taken in former SECTION Il of the rules that 
both renumbered and amended SEC 3.03(4) and created SEC 
3.03(4) (b), was separat~d into two SECTIONS (SECTIONS 9 and 
10) . 

--Consistent with the Rules Clearinghouse comment in para. 
k., SECTION 12 of the comment draft of the rule was divided 
into two SECTIONS--one which renumbers and amends SEC 3.12 
and one which creates SEC 3.12(2). 

--Consistent with the Rules Clearinghouse comment in para. 
1., the reference to "(I)" in SEC 4.04(1) (b) was deleted on 
page 33, line 1 of the rule in SECTION 29. 

--Consistent with the Rules Clearinghouse comment in para. 
m., the words "Seetion" and "of the Wis. Adm. Code." were 
deleted from the clause that begins each SECTION of the rule 
revision. 

--Consistent with the Rules Clearinghouse comment in para. 
n., the action taken in SECTION 27 of the Comment Draft of 
the rule revision is placed between SECTIONS 25 and 28. 

--Consistent with the Rules Clearinghouse comment in para. 
0., "1." and "2." were substituted for "(i)" and "(ii)" in 
SEC 3.12(2)(c). 

Under 3. Review of Rules for Conflict With or Duplication of 
Existing Rules 

--No comments were made by the Rules Clearinghouse. 

Under 4. Adequacy of References to Related Statutes, Rules 
and Forms 

--No provisions of the rule package being promulgated will 
require new or revised forms; consequently, no reference to 
any such form is included in the rule package. 

Under 5. Clarity, Grammar, Punctuation and Plainness 

--Cönsistent with the Rules Clearinghouse comment in para. 
a., the provision relating to calculation of· floating rate 
dividend in SEC 2.01(7) (d) was placed in a separate sentence. 
In addition, the phrase "giving effect to interest rates in 
the marketplace ... " was clarified by substituting the 
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language "with referenee to." 

--The Rules Clearinghouse eomments in paras. b., e. and d. 
relating to SEC2.02(10) (e) would have been implemented had 
the rule been adopted; however, the issue is rendered moot 
because the rule is being withdrawn as discussed in Item (e) 
of this Report. 

--The Rules Clearinghouse eomment in para. f., relating to 
SEC 3.02(1) (a) would have been implemented had the rule been 
adopted; however, the issue is rendered moot beeause the 
rule is being withdrawn as diseussed in Item (e) of this 
Report. 

--Consistent with the Rules Clearinghouse eomment in para. 
g., the referenees to "Guidelines" throughout SEC 3.12 was 
made more speeifie. 

--Consis'tent with the Rules Clearinghouse eomment in para. 
h., a eomma was inserted after the word "eompensation" in 
SEC 3.12(2) (a) (page 17, line 5 of the rule) to elarify the 
meaning of the provision. 

--Consistent with the Rules Clearinghouse eomment in para. 
j., the "ANALYSIS" following SEC 3.01(1) was revised to 
elarify the need for the new amendatory language. 

--Consistent with the Rules Clearinghouse eomment in para. 
k., language was added to clarify that the phrase " an 
evidenee of indebtedness" was properly ineluded in SEC 
3.21(1) (a), as one of several kinds of debt securities that 
would be subjeet to the trust indenture requirements of the 
rule. 

--Consistent with the Rul~s Clearinghouse eomment in para. 
1., language was added to SEC 4.04(7) to elarify that the 
seope of the rule eovers broker-dealer offiees loeated 
outside of Wiseonsin as weIl as within Wisconsin. 

--Consistent with the Rules Clearinghouse eomment in para. 
m., language was added in SEC 4.01(5) and in a related pro­
vision SEC 5.01(5), to elarify that eaeh rule provision is 
intended to require the presenee, not merely the employment, 
of a supervisory employee at the principal office of a 
lieensed broker-dealer or investment adviser. 

--Consistent with the Rules Clearinghouse eomment in para. 
n., the phrase "one or more of the following" was substi­
tuted for the term "either" in SEC 5.01(4) (a). 

--Consistent with the Rules Clearinghouse eomment in para. 
0., the seope of the term "matters" used in SEC 36.01 is 
elarified by adding the language "applieations or filings" 
to indieate that the seope of the rule is intended to eover 
items ~hat are a matter of reeord, not informal matterso 
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--Consistent with the Rules Clearinghouse comment in para. 
p., the "ANALYSIS" section was augmented to justify the 
different regulatory distinctions that are made for Wisconsin­
based operations. 

--Consistent with the Rules Clearinghouse comment in para. 
q., the ANALYSIS to the examination requirement for broker­
dealers and investment advisers in SEC 4.01(3) and 5.01(4) 
are elaborated upon to indicate that: the Commissioner will 
repeal the designation of any examinations that are altered 
sUbstantially in the future where the examinations will no 
longer provide substantial equivalent evidence of knowledge 
of the securities business as would be accorded by passing 
the standard Wisconsin securities agent s examination. 

(2) Acceptance of Recommertdations in Part: -- not applicable 

(3) Rejection of Recommendations 

--The Rules Clearinghouse comment in para. e., under Item 2. 
Form, St yle and Placement In Administrative Code. 

--The Rules Clearinghouse comment in para. e., under Item 5. 
Clarity, Grammar, Punctuation and Plainness. 

--The Rules Clearinghouse comment in para. i., under Item 5. 
Clarity, Grammar, Punctuation and Plainness. 

(4) Reasons For Not Accepting Recommendations 

--With respeet to the Rules Clearinghouse comment in para. 
e. of Item 2., no change is made to SEC 4.03(3) (e) because 
para. (e) contains a specific listing of records required to 
be maintained by the broker-dealer offiees designated and 
because the preamble language in SEC 4.03(3) establishes the 
necessary exclusionary language where it provides "Except as 
provided in para. (e). . .. " 

--With respeet to the Rules Clearinghouse comment in para. e. 
of Item 5., the provision is not changed to read in the 
positive for two reasons: (1) that type of language as is 
present in the proposed rule (using terminology such as 
"the Commissioner may find issuance of the order inappropriate 
unless" or "the offer or sale of securities may be deemed 
unfair to purchasers if") is used consistently throughout 
the Rules of the Commissioner of Securities--see SEC 2.01(5), 
SEC 2.02(10) (f), SEC 3.05(Intro.), SEC 3.06(Intro.), and 
SEC 3.10-3.18; (2) if the preamble language were put in 
the positive, it would unlawfully imply that the Commissioner 
was "permitting" or "approving" the securities or the 
securities transactions involved. See SEC 3.23(1) (g) which 
requires language to be included on.the front cover of the 
prospectus for every registered offering that makes it a 
criminal offense for anyone to represent that a registration 
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of a securities offering signifies that the Commissioner 
has approved or recommended the securities. 

--With respeet to the Ru1es C1earinghouse comment in para. i 
of item 5., a definition of "overriding roya1ty interest" is 
not separate1y needed in SEC 3.12(2) (e) because that term is 
a1ready defined and inc1uded in I.B.14. of the Guide1ines 
for the Registration of oi1 and Gas Programs adopted by the 
North American Securities Administrators Association, Inc. 
as incorporated by reference in SEC 3.12(1). Consequent1y,. 
any person referring to or uti1izing the provisions of SEC 
3.12(2) wou1d be doing so in conjunction with the Statement 
of Policy that contains in its Definitions section, the 
definition of "overriding roya1ty interest." 
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