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SEC 3.01 Commissions and expenses. (1) The aggregate amount of
underwriters’ and sellers’ discounts, commissions and other compensa-
tion shall be reasonable, and except for issuers specified in sub. (2), is
presumed reasonable if it 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 securities. If the aggregate amount of un-
derwriters’ and sellers’ discounts, commissions and other compensation
does not exceed 10% of the aggregate selling price of the securities, the
total of commissions and other offering expenses is not subject to limita-
tion.

(2) With respect to redeemable securities of investment companies
registered under the investment company act of 1940, the maximum
selling commission or discount is presumed reasonable if it does not ex-
ceed 9% of the selling price of the securities, including the percentage
amount of any redemption fee payable upon redemption of the securi-
ties.

(8) With respect to investment company shares or face amount certif-
icates sold pursuant to a contractual plan or program payable in install-
ments, the selling commission may be deemed unreasonable if more
than a pro rata portion of the total selling commission payable over the
period of the contract is payable in connection with any installment pay-
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ment, or if any charge or penalty is assessed for failure to make any in-
stallment payment.

History: Cr. Register, December, 1969, No. 168, eff. 1-1-70; r. and recr. Register, August,
1972, No. 200, eff. 9-1-72; am. (1), Register, December, 1982, No. 324, eff. 1-1-83.

SEC 3.02 Offering price. The offering price of any security shall be
fair and equitable to purchasers. With respect to common stock, unless
the offering is made pursuant to a firm commitment underwriting by a
broker-dealer involving common stock issued by a Wisconsin corpora-
tion 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.

(1) With respect to common stock of issuers not in the promotional or
developmental stage, the offering price may be deemed unfair or inequi-
table to purchasers unless:

(a) The price for the stock does not exceed 25 times the issuer’s net
earnings per share for the last 12 months, or does not exceed 25 times its
average annual net earnings per share for the last 3 years prior to the
proposed offering date, or does not exceed such other multiple of net
earnings as the commissioner may prescribe; or

(b) Information is filed with the commissioner showing there exists
an adequate public market for the stock, provided that a public market
will be presumed adequate if: there were at least 500 holders of the stock
at the beginning and end of the 6-month period preceding the date of the
filing; 200,000 shares of the stock are publicly outstanding (exclusive of
shares held by officers, directors, or 5% shareholders) ; 2 broker-dealers
regularly make a market in the stock; one financial publication regularly
quotes the market price if the stock is not listed on a national securities
exchange; and trading of the issuer’s stock in the 6-month period pre-
ceding the date of the filing averaged at least 100 transactions or 5% of
the outstanding shares (not including shares held by officers, directors
or 5% shareholders) per month; or

(c) If no adequate public market exists, information satisfactory to
the commissioner is filed justifying the proposed offering price-earnings
ratio in relation to price-earnings ratios of companies comparable to the
issuer in terms of size, history of operations, industry and products, and
other relevant factors; such information may be contained in an under-
writer’s memorandum on the issuer prepared in connection with the
proposed offering.

(2) With respect to common stock of issuers in the promotional or
developmental stage as defined in sub. (3), the offering price shall be
reasonably related to the price paid for the stock by promoters or con-
trolling persons of the issuer in transactions effected prior to the public
offering, except as permitted under s. SEC 3.04.

(8) In this chapter, an issuer in the “promotional or developmental
stage” means an issuer that has no significant record of operations or
earnings prior to the public offering date.

History: Cr. Register, December, 1969, No. 168, eff. 1-1-70; am. (4), Register, August,

1972, No. 200, eff. 9-1-72; am. (intro), r. (1) and (2), cr. (1), renum. (4) to be (2) and am. r.
and recr. (3), Register, December, 1977, No. 264, eff. 1-1-78; am. (1) (b) and (c), and (3),
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Register, December, 1980, No. 300, eff. 1-1-81; am. (1) (a), Register, December, 1981, No.
312, eff. 1-1-82; am. (intro.), Register, Decembgr, 1982, No. 324, eff. 1-1-83.

SEC 3.03 Options and warrants. The amounts and kinds of options
and warrants to purchase securities issued or sold, other than ratably to
purchasers, in connection with a proposed offering of equity securities or
securities convertible into equity securities, as well as the amounts and
kinds of options and warrants issued or reserved for issuance at the date
of the public offering, shall be reasonable. Options and warrants are pre-
sumed reasonable if they satisfy the following conditions:

(1) With respect to stock options to employes for incentive purposes,
including employe stock purchase agreements extending for a period of
more jchan one year, the options are reasonable in number and method of
exercise.

(2) With respect to cptions or warrants to underwriters:

(a) The options or warrants are not granted to the underwriters until
the entire issue has been sold, and are not transferable except among the
partners or shareholders of the underwriter;

(b) The options or warrants are issued to managing underwriters
under a firm underwriting agreement, and are not transferable except
among the partners or shareholders of the underwriter;

(c) The exercise price of the options or warrants is at least equal to
the public offering price plus a step-up of the public offering price of
either 7% each year such options or warrants are outstanding, so that
the exercise price throughout the second year is 107%, throughout the
third year 114 %, throughout the fourth year 121%, and throughout the
fifth year 128%; or in the alternative, 20% at any time after one year
from the date of issuance; provided that an election as to either alterna-
tive must be made by the underwriters at the time that the options or
warrants are issued;

(d) The options or warrants are issued by a company which is in the
promotional or developmental stage, or which lacks a public market for
its stock, or other factors justify the issuance of options to obtain under-
writing services; provided that the direct commissions to the underwrit-
ers are lower than the usual and customary commissions in the absence
of the options or warrants;

(e) The prospectus used in connection with the offering fully dis-
closes the terms and the reason for the issuance of the options or war-
rants, and, if the reason relates to future advisory services to be per-
formed by the underwriter, a statement to that effect is placed in the
prospectus; and

(f) The value of the options or warrants shall be included in the com-
putation of underwriting commissions and discounts. The market value
of such options or warrants, if any, shall be used, and if no market value
exists, a presumed fair value of not less than 20% of the public offering
price of the stock to which the options or warrants relate shall be used,
unless evidence indicates that a different value exists.

(8) With respect to options or warrants issued to financing institu-
tions, other than underwriters, in connection with financing arrange-
ments made by the issuer:
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(a) The options or warrants are issued in connection with the issuance
of the evidence of indebtedness of the loan;

(b) The options or warrants expire not later than 2 years after the
final maturity date of the loan;

(¢) The options or warrants are issued as a result of bona fide negotia-
tions between the issuer and parties not affiliated with the issuer;

(d) The exercise price of the options or warrants is not less than the
fair market value of the stock subject thereto on the date the loan is
approved; and

(e) The number of shares issuable upon exercise of the options or war-
rants multiplied by the exercise price thereof does not exceed the princi-
pal amount of the loan.

(4) (a) Except as provided in par. (b), the total amount of options
and warrants issued or reserved for issuance at the date of the public
offering, excluding options and warrants issued to financing institu-
tions, other than underwriters, and excluding those issued to an entity
being acquired, does not exceed either 10% of the shares to be outstand-
ing upon completion of the offering or 10% of the shares outstanding
during the period the registration statement is effective. The number of
options and warrants reserved for issuance may be disregarded 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 statement is effective.

(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 financing institutions, other than underwriters, and excluding
those issued to an entity being acquired, 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 disre-
garded if the issuer states in the prospectus that the amount of out-
standing options and warrants shall not exceed the above amount dur-
ing the period the registration statement is effective.

(5) All options and warrants except those issued to financing institu-
tions shall be issued at not less than fair market value on the date of
issuance, and the exercise price shall not be subject to change by the
issuer except in accordance with anti-dilution provisions in effect on the
date of issuance.

History: Cr. Register, December, 1969, No. 168, eff. 1-1-70; am. (1) and (2) (intro. par.),
Register, August, 1972, No. 200, eff. 9-1-72; am. (1), (2) (intro), (2) (a) to (e), (3) (intro.),
(3) (a) to (d) and (4), Register, December, 1977, No. 264, eff. 1-1-78; am. (4), Register,
December, 1979, No. 288, eff. 1-1-80; am. (2} (c), (d) and (f) and (3) (d), Register, Decem-
ber, 1980, No. 300, eff. 1-1-81; am. (intro.) and (4), Register, December, 1981, No. 312, eff. 1-
1-82; am. (1), renum. (4) to be (4) (a) and am., cr. (4) (b), Register, December, 1982, No.
324, off. 1-1-83.

SEC 3.04 Promotional or cheap stock. (1) The offer or sale of
equity securities or securities convertible into equity securities may be
deemed unfair and inequitable to purchasers and to involve unreason-
able amounts of promoters’ profits or participations if unreasonable
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amounts of promotional or cheap stock have been issued or sold prior to
the offering. :

(2) In this section, “promotional or cheap stock” includes any equity
or convertible securities issued or sold at any time prior to the public
offering date by any issuer in the promotional or developmental stage on
that date, or within 2 years prior to the public offering date by any other
issuer, to any persons who were at the time of the sale or issuance or are
at the time of the public offering underwriters, promoters, finders, of-
ficers, directors, or controlling stockholders of the issuer, at a price lower
than or at a conversion rate or for a consideration not reasonably related
to the public offering price of the securities, in the absence of any public
market for the equity securities or any substantial change in the earn-
ings or financial position of the issuer.

(3) The issuance of promotional or cheap stock is presumed reason-
able if any of the following conditions are satisfied:

(a) The issuer was organized less than 2 years prior to the public of-
fering date and is in the promotional or developmental stage, the promo-
tional or cheap stock was issued at or shortly after the date of organiza-
tion, and the amount of promotional or cheap stock issued to persons
subject to this rule, when added to the n\lmber of shares of stock subject
to unexercised options and warrants issued to those persons, does not
exceed 25% of the amount of stock to be outstanding on completion of
the offering or outstanding during the period the registration statement
is effective.

(b) The amount of promotional or cheap stock issued to persons sub-
ject to this rule, when added to the amount of unexercised options and
warrants issued to those persons, does not exceed 10% of the amount of .

Next page is numbered 17
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stock to be outstanding on completion of the offering or outstanding
during the period the registration statement is effective.

(¢) The proposed offering price of the equity securities does not ex-
ceed the multiple of earnings prescribed in s. SEC 3.02 (1) (a) for each
of the last 2 years prior to the public offering date, after taking into
account the promotional or cheap stock issued.

(4) Whether or not the amount of promotional or cheap stock is pre-
sumed reasonable under sub. (3), the commissioner may require as a
condition of registration that all or any part of the promotional or cheap
stock be deposited in escrow pursuant to such conditions as the commis-
sioner may prescribe, including:

(a) Stock subject to the escrow agreement may not be released until
such time as the company has demonstrated by financial statements ex-
amined and reported by an independent certified public accountant,
that earnings per share, before extraordinary items, were 5% per year of
the public offering price per share for any 3 years ending after the public
offering, 2 of which must be consecutive; if within 5 years after the date
of the escrow agreement, the escrowed shares have not been released
from the escrow requirements, the owners of the escrowed shares shall
collectively elect to:

1. Return to the issuer and cancel a sufficient number of escrowed
shares to cause the issuer’s aggregate pro forma earnings per share for
the 5 years to have been 12% of the public offering price per share, in
which case the escrow agreement shall be terminated and the remaining
shares released from escrow; or

2. Submit to the commissioner a proposal for extension or modifica-
tion of the escrow agreement, provided that notice of the proposal is
given to all of the shareholders in such form as the commuissioner re-
quires and a hearing thereon may be called by the commissioner; the
burden of justifying an extension or modification of the escrow agree-
ment is on the owners of the escrowed shares; after notice and opportu-
nity for hearing, the commissioner may order extension or modification
of the escrow agreement upon such terms as are deemed fair and equita-
ble; if the escrow agreement is not so extended or modified, the owners
of the escrowed shares shall return shares to the issuer for cancellation
as specified in subd. 1.;

(b) Notwithstanding par. (a), shares in escrow may be:

1. Released if the public offering is terminated and no securities were
sold, or if the holders of % of the unescrowed shares join in petitioning
for release of the shares from escrow;

2. Transferred by will or pursuant to the laws of descent and distribu-
tion, without the consent of the commissioner, but shall remain in es-
crow; and

3. Transferred if the commissioner grants a request to permit the re-
lease, which request is in writing, states the reason and proposed consid-
eration for the transfer, and that the transferee shall agree to redeposit
the shares in escrow under the same terms;

(¢) The shares held under an escrow agreement pursuant to a public
offering shall not have any right, title, interest or participation in the
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assets of the issuer in the event of dissolution, liquidation, merger, con-
solidation, reorganization, sale of assets, exchanges or any transaction or
proceeding which contemplates or results in the distribution of the as-
sets of the issuer, until the holders of all unescrowed shares sold in the
offering have been paid, or had irrevocably set aside for them an amount
equal to the purchase price per share in the public offering, adjusted for
stock splits and stock dividends; subsequently, the escrowed shares shall
be entitled to receive an amount equal to the tangible consideration fur-
nishgil for the shares, and thereafter, all shareholders shall participate
ratably;

(d) Shares held under an escrow agreement shall continue to have all
voting rights to which those shares are entitled, provided any dividends
paid on the shares shall be paid to the escrow agent and held pursuant to
the terms of the agreement; may be used to satisfy the requirements of
par. (c); and if any shares held under an escrow agreement are returned
to the issuer for cancellation, all dividends paid on the shares and held in
escrow shall also be returned to the issuer;

(e) The escrow agreement shall include provisions to permit the com-
missioner, upon a finding of a violation of this chapter, and if necessary
for the protection of security holders and in the public interest, after
prior notice and opportunity for hearing, to order the return of escrowed
shares to the issuer for cancellation in whole or in part; and

(f) The terms and conditions of the escrow agreement may be termi-
nated, revoked, modified, or released only upon the written consent of
the commissioner.

History: Cr. Register, December, 1969, No. 168, eff. 1-1-70; am. (2) and (4), Register,
August, 1972, No. 200, eff. 9-1-72; am. (1), (3) (¢) and (4), Register, December, 1977, No.

264, eff. 1-1-78; am. (2), (3) (a) and (b), (4) (intro.), (a) 2., (b} (intro.), (d) and (e),
Register, December, 1980, No. 300, eff. 1-1-81.

SEC 3.05 Promoters’ investment. (1) The offer or sale of securities
of an issuer in the promotional or developmental stage may be deemed
unfair and inequitable to purchasers unless the fair value of the equity
investment of the officers, directors and promoters of the issuer, deter-
mined as of the offering date, equals at least 10% of the total equity
investment resulting from the sale of all the securities which are the sub-
ject of the proposed offering.

(2) In this section:

(a) The “fair value of the equity investment of the officers, directors
and promoters” means the total of all amounts paid to the issuer in cash
and the reasonable value of all tangible assets paid to the issuer, as de-
termined by independent appraisal or otherwise, and as adjusted by the
retained earnings of the issuer subsequent to the dates of such pay-
ments.

(b) “Total equity investment” means the total of the par or stated
value of all securities of the issuer outstanding or offered or proposed to
be offered, and the amounts of any additional capital (paid in and
other) and as adjusted by retained earnings.

History: Cr. Register, December, 1969, No. 168, eff. 1-1-70; am. (2) (a) and (3), Register,
August, 1972, No. 200, eff. 9-1-72; am. (1), (2) (a) and (6),r. (3), Register, December, 1977,
No. 264, eff. 1-1-78; am. (1), (2) (intro.) and (2) (a}, Register, December, 1980, No. 300, eff.
1-1-81.
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SEC 3.06 Preferred stock and debt securities. (1) The offer or sale
of preferred stock of an issuer may be deemed unfair and inequitable to
purchasers unless the net earnings of the issuer, for its last fiscal year
prior to the offering and for the average of its last 3 fiscal years prior to
the offering, are sufficient to cover the dividends on the preferred stock
proposed to be offered. Net earnings shall be determined exclusive of
non-recurring items and shall be adjusted for any preferred stock to be
redeemed with the proceeds of the offering, less applicable income tax
effects. The commissioner may waive the requirement under this sub-
section upon evidence of a sufficient future net earnings capability.

(2) The offer or sale of debt securities of an issuer may be deemed
unfair and inequitable to purchasers unless the net earnings of the is-
suer, for its last fiscal year prior to the offering and for the average of its
last 3 fiscal years prior to the offering, are sufficient to cover the interest
requirements on all debt securities issued subsequent to its last fiscal
year (including the securities proposed to be offered). Net earnings
shall be determined before income taxes, depreciation and extraordi-
nary items, and shall be adjusted for any debt securities to be redeemed
with the proceeds of the offering. The commissioner may waive the fore-
going requirement upon evidence of a sufficient future net earnings ca-
pability.

(3) If the issuer has made or proposes to make any material acquisi-
tions subsequent to the last year specified in sub. (1) or (2), the earn-
ings for the year shall be restated on a pro forma basis to reflect the
acquisitions.

(4) The offer or sale of preferred stock or debentures by an issuer in
the promotional or developmental stage is deemed unfair and inequita-
ble to puz;chasers unless justified by the issuer or registrant under sub.
(1) or (2).

(5) This rule does not apply to the offer or sale of:
(a) Debt securities by a nonprofit issuer under s. 551.23 (15), Stats.;

(b) Securities issued pursuant to a voluntary or involuntary corporate
reorganization; or

(¢) Securities of an issuer whose financial structure or the issuance of
whose securities is regulated by a federal or state governmental author-
ity.

(6) The offer or sale of debt securities may be deemed unfair and
inequitable to purchasers if the issuer offers to repurchase the securities
at the request of the holder prior to maturity (except pursuant to sink-
ing fund provisions or optional rédemption provisions on specified
dates) unless made in compliance with the following provisions:

(a) Threshold test. Subject to par. (b), an issuer may repurchase its
debt securities at the request of the holders if its aggregate net earnings
for the 3 preceding years and in the year immediately preceding the year
of repurchase equalled or exceeded its aggregate fixed charges, as evi-
denced by a written statement of an independent certified public ac-
countant, in connection with the annual examination of the issuer’s fi-
nancial statements, filed with the commissioner, as to whether or not the
accountant has obtained knowledge of any failure of the issuer to meet
this test. In this paragraph:
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1. “Net earnings” means income before income taxes, extraordinary
items and interest expense.

2. “Fixed charges” means interest on all debt, and dividends on other
fixed obligation securities such as preferred stock.

(b) Conditions of repurchase. 1. Order of repurchase. Subject to the
limitation in subdiv. 2., securities shall be repurchased on a first-come,
first-served basis, except that no repurchases may be made from any
person controlling, controlled by, or under common control with the is-
suer until all other pending requests for repurchase have been satisfied.

2. Limit on repurchases from one person. The issuer may not, in any 6-
month period, repurchase from any person, including all joint, common
and beneficial owners with the person, more than one percent of the
publicly-held debt securities outstanding at the time repurchase is made
until all other pending requests for repurchase of one percent or less
have been satisfied. This limitation does not apply to the repurchase of
securities held as of August 2, 1973, by persons who as of that date held
more than one percent of the outstanding debt securities.

3. Limit on total repurchases. a. Repurchases shall not reduce the is-
suer’s current assets, exclusive of excess inventory, to an amount less
than its current liabilities, nor reduce its total assets to an amount less
than its total liabilities, excluding shareholder’s equity. In this subsec-
tion, “excess inventory”’ means invertory in excess of a 4-month supply
based on sales of the preceding year.

b. If the issuer is engaged in a business for which generally accepted
accounting practices do not provide or permit the use of a classified bal-
ance sheet, current assets means total assets less property and equip-
ment, net of depreciation; unamortized debt expense; and other assets
not acquired in the normal course of business and expected to be liqui-
dated after 1 year from the balance sheet date; and current liabilities
means total liabilities less non-current maturities of long-term debt and
shareholder’s equity.

4. Reports. Within 30 days after the end of each month during which
repurchases are made, the issuer shall file with the commissioner a bal-
ance sheet (which may be unaudited) as of the beginning of the month
during which repurchases were made, and a statement as to the total
amount of repurchases made during the month; the total amount of re-
purchase requests which were not met; and the name, address and
amount of repurchase from every person controlling, in control of, or
under common control with, the issuer. If the issuer prepares monthly
financial statements, the reports may be made quarterly covering the
preceding 3 months and shall be filed within 30 days after the end of the
quarter.

(¢) Cover page of prospectus. The cover page of the prospectus relat-
ing to the securities shall include the following statement in bold face
type: “THESE SECURITIES MAY BE REDEEMED PRIOR TO MA-
TURITY AT THE REQUEST OF THE HOLDER ONLY UNDER
CERTAIN RESTRICTED CONDITIONS, SEE PAGE .7 On the
page referred in the statement, the limitations set forth in this subsec-
tion, the amount of the debt securities redeemed in each of the preced-
ing 3 vears, the ratio of net earnings to fixed charges in each of the pre-
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pec}irilg 3 years, and the average ratio for those 3 years, shall be described
in full.

(d) Subscription agreement. Any subscription agreement relating to
the debt securities shall include the following statement in bold face
type: “THESE SECURITIES MAY BE REDEEMED PRIOR TO MA-
TURITY AT THE REQUEST OF THE HOLDER ONLY UNDER
CERTAIN RESTRICTED CONDITIONS, SEE PAGE . A copy
of the subscription agreement shall be provided to each purchaser.

History: Cr. Register, December, 1969, No. 168, eff. 1-1-70; am. (2), Register, August,
1972, No. 200, eff. 9-1-72; r. and recr. (1) and (2), am. (3), (4) and (5), cr. (6), Register,
December, 1977, No. 264, eff. 1-1-78; am. (2), Register, September, 1978, No. 273, eff. 10-1-
78; am. (1), (2), (3), (6) (a), (b) 2., (b) 3.a, (b) 8.b, (b) 4., (c) and (d), Register, Decem-
ber, 1980, No. 300, eff. 1-1-81.

SEC 3.07 Voting rights. (1) If the issuer is a corporation having
more than one class of equity securities authorized or outstanding, the
offer or sale may be deemed unfair and inequitable to purchasers if the
class of equity securities offered or sold to the purchasers:

(a) Has no voting rights; or

(b) Has less than equal voting rights, in proportion to the number of
shares of each class outstanding, adjusted for any prior reclassification
of securities, on any matter, including election to the board of directors
of the issuer; unless preferential treatment as to dividends and liquida-
tion is provided with respect to the class of equity securities offered or
sold or the inequality in voting rights is otherwise justified.

(2) If the issuer is a corporation, the offer or sale of equity securities
may be deemed unfair and inequitable to purchasers if the issuer’s arti-
cles of incorporation, by-laws or other organizing instruments include
any of the following requirements:

(a) That more than a majority of the outstanding shares are required
to increase or decrease the size, or remove and replace members, of the
issuer’s board of directors;

(b) That more than two-thirds of the outstanding shares are required
to approve a merger, consolidation, or sale, lease or exchange of all, or
substantially all, the assets.

(3) If the issuer is a partnership, the offer or sale of its limited part-
nership interests may be deemed unfair and inequitable to purchasers
unless the partnership agreement provides that:

(a) The limited partners, by a vote of a majority of the outstanding
amount of limited partnership interests, shall have the right to remove
the general partner, to amend the partnership agreement, to compel or
refuse to approve the sale of all or substantially all the partnership’s
assets, to dissolve the partnership, and to continue its business with a
substituted general partner;

(b) The general partner shall cause a vote to be taken on any of the
matters referred to in this subsection upon the written request of 10% of
the outstanding amount of limited partnership interests;

(¢) Each limited partner has the right to a complete list of names,
addresses, and interests of all limited partners, upon written request to
the general partner, for any proper purpose;
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(d) The partnership agreement shall not be amended in any material
respect affecting the rights or interests of the limited partners except by
the affirmative vote of not less than a majority of the outstanding
amount of limited partnership interests; and

(e) All contracts whereby services or goods are to be furnished to the
partnership by the general partners or any entity directly or indirectly
controlled by the general partner shall provide that the contract may be
modified only by a vote of a majority of the outstanding limited partner-
ship interests, and shall allow termination of the contract without pen-
alty upon 60 days notice by a vote of the majority of the outstanding
limited partnership interests; or unless the partnership agreement in-
cludes appropriate alternative provisions or the lack of limited partners’
rights is otherwise justified.

History: Cr. Register, December, 1969, No. 168, eff. 1-1-70; r. and recr. Register, August,
1972, No. 200, eff. 9-1-72; am. (intro.) and (2), Register, December, 1977, No. 264, eff. 1-1-78;
ren. (2) tobe (8) and cr. (2), Register, December, 1979, No. 288, eff. 1-1-80; am. (1) (intro.),
(3) (b), (c) and (e), Register, December, 1980, No. 300, eff. 1-1-81.

SEC 3.08 Capitalization. The offer or sale of debt securities shall be
in an amount which, upon completion of the offering, is reasonable in
proportion to the amount of equity of the issuer, with reasonableness to
be determined in relation to the prevailing debt-equity ratios for compa-
rable companies in the issuer’s industry.

History: Cr. Register, December, 1969, No. 168, eff. 1-1-70; r. and recr. Register, Decem-
ber, 1977, No. 264, eff. 1-1-78.

SEC 3.09 Open-end investment companies. The offer or sale of re-
deemable securities of an open-end management investment company,
as defined in the investment company act of 1940, may be deemed unfair
and inequitable to the purchasers thereof unless its prospectus, advisory
contract, or organizational instruments include provisions satisfying the
following requirements:

(1) The investments of the company shall be restricted in the follow-
ing respects:

(a) No diversified investment company may purchase the securities
of any issuer, excluding government securities, if by reason thereof the
value of its investment in all securities of that issuer will exceed 5% of
the value of its total assets.

(b) No investment company may purchase any securities of the
classes specified in this subsection, if by reason thereof the value of its
aggregate investment in those classes of securities will exceed: 10% of its
total assets in securities of issuers which the company is restricted from
selling to the public without registration under the Securities Act of
1933; 5% of its total assets in securities of unseasoned issuers, including
their predecessors, which have been in operation for less than 3 years,
and equity securities of issuers which are not readily marketable; or 5%
olfl' its total assets in puts, calls, straddles, spreads, and any combination
thereof.

(c) No investment company may invest any part of its total assets in
real estate or interests in real estate, excluding readily marketable secur-
ities; commodities or commodity futures contracts; or interests in oil,
gas, or other mineral exploration or development programs.
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(d) The fundamental investment policies of the company shall be
stated in the prospectus in reasonable detail and shall not be materially
changed in any respect unless authorized by the vote of a majority of the
outstanding voting securities of the company.

(2) The policy stated or followed by any investment company of en-
gaging in any material respect in any of the following or related specula-
tive activities, whether individually or in combination, and the relatively
greater risks or costs involved in those activities, shall be disclosed or
clearly referred to in bold face type on the cover of the prospectus or on a
prospectus supplement satisfactory in form to the commissioner:

(a) Borrowing money for investment in securities, excluding borrow-
ing for temporary purposes;

(b) Purchasing securities for short-term trading;

(¢) Purchasing restricted securities as specified in this section;

(d) Purchasing put or call options or combinations thereof; or

(e) Short selling of securities, excluding short selling against the box.

(8) The net assets of an investment company, upon completion of the
initial public offering of its securities or within a period of 2 years after
the commencement thereof or such additional period as the commis-
sioner may permit, shall not be less than one million.

(4) All payments by an investment company upon redemption of se-
curities of which it is the issuer shall be made in cash, except that the
payments in cash by a company which has filed an election pursuant to
rule 18f-1 under the Investment Company Act of 1940 may be limited to
the amount specified thereunder. The company shall give prompt writ-
ten notice to the commissioner prior to effecting any redemption in as-
sets other than cash in this state, specifying the manner in which the
redemption will be effected and the securities to be distributed upon
redemption. The redemption fee payable by any shareholder shall not
exceed 1% of the amount receivable upon redemption of his shares, ex-
cept that if the shares of a company are sold without sales commission,
the redemption fee shall not exceed 2% of the amount, subject to such
conditions as the commissioner may prescribe.

(5) An investment company shall not effect any brokerage transac-
tions in its portfolio securities with any broker-dealer affiliated directly
or indirectly with its investment adviser or manager, unless the transac-
tions, including the frequency thereof, the receipt of commissions pay-
able in connection therewith, and the selection of the affiliated broker-
dealer effecting the transactions, are not unfair or unreasonable to the
shareholders of the company. The commissioner may require the com-
pany to file periodic reports concerning all such brokerage transactions.

(6) Each registered investment company shall notify the commis-
sioner promptly when it is not in compliance with this section, and its
registration statements shall be subject to revocation or suspension.

History: Cr. Register, August, 1972, No. 200, eff. 9-1-72; renum. from SEC 8.11, am. (in-
tro.) and (3), Register, December, 1977, No. 264, eff. 1-1-78; r. (3), renum. (4) to (7) to be
(3) to (6), Register, December, 1979, No. 288, eff. 1-1-80; am. (1) (a), (b) and (c), (2)
(intro.) and (c¢), (4) to (6), Register, December, 1980, No. 300, eff. 1-1-81.
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SEC 3.10 Closed-end investment companies. The offer or sale of
securities of a closed-end management investment company, as defined
in the Investment Company Act of 1940, may be deemed unfair and in-
equitable to the purchasers thereof unless its prospectus, advisory con-
tract, or organizational instruments include provisions satisfying the
following requirements:

(1) The company shall not at the time of purchase, as to its total as-
sets:

{a) Invest more than 30% in restricted debt securities, unless permit-
ted by the commissioner upon proper justification;

(b) Invest more than 15% in non-liquid investments, including, but
not limited to, commodities, real estate, general and limited partnership
interests, oil and gas interests, options and warrants, puts, calls, strad-
dles, spreads, and restricted securities, except as provided in par. (a); or

(¢) Invest more than 10% in the securities of real estate investment
trusts or other investment companies, unless permitted by the commis-
sioner upon a showing that such investments involve no duplication of
management or advisory services.

(2) The company shall not invest in securities carrying more than
10% of the voting rights of any issuer;

(3) The company shall not invest in more than 10% of the equity
securities of any one issuer; ‘

. (4) The company shall not at any time, as to 75% of its total assets,
invest more than 5% in the securities of any one issuer, exclusive of gov-
ernment securities.

(5) The company shall not effect any brokerage transactions in its
portfolio securities with any broker-dealer affiliated directly or indi-
rectly with its investment adviser or manager, unless the transactions
(including the frequency thereof, the receipt of commissions payable in
connection therewith, and the selection of the affiliated broker-dealer
effecting the transactions) are not unfair and inequitable to sharehold-
ers.

(6) Subsections (1) to (5) notwithstanding, no closed-end invest-
ment company which engages in any of the following or related specula-
tive activities may be registered unless appropriate disclosure is made in
bold face type on the cover of both the preliminary and final prospec-
tuses, or on a prospectus supplement satisfactory in form to the commis-
sioner, as follows: “These securities may involve a high degree of risk
because the fund is authorized:

(a) To engage in short-term trading resulting in portfolio turnover
greater than 100% annually (see page )

(b) To leverage more than 10% of its total assets (see page ).

(c) To invest more than 5% of its assets in restricted securities exclu-
sive of debt securities (see page )

(d) To engage in short sales, excluding short sales against the box (see
page )
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(e) To invest more than 5% of its total assets in foreign securities as
to which the fund pays interest equalization tax (see page )

(f) In relation to 85% of its total assets, to invest more than 5% of
such assets in any one issuer (see page ___ ).”

History: Cr. Register, December, 1977, No. 264, eff. 1-1-78; r. (7), Register, December,
1979, No. 288, eff. 1-1-80; am. (5) and (6), Register, December, 1980, No. 300, eff. 1-1-81.

SEC 3.11 Real estate programs. (1) Except as provided in sub. (2),
the offer or sale of interests in a limited partnership which will engage in
real estate syndications may be deemed unfair and inequitable to
purchasers unless the offering complies with the provisions of the North
American Securities Administrators Association Statement of Policy
regarding real estate programs, adopted April 15, 1980, as amended
effective March 30, 1982, including comments therein. Copies of the
Statement of Policy are 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.

(2) (a) In addition to the provisions of subsection 1.B.14. of the
Statement of Policy relating to the definition of Investment in
Properties, in the case of a specified property program filed with the
Administrator prior to July 1, 1983 where the property is located in
Wisconsin and the sponsor has its principal office in Wisconsin, the
investment in properties consists of the amount of capital contributions
actually paid or allocated to the purchase, development, construction or
improvement of properties acquired by the program (including the
purchase of properties, working capital reserves allocable thereto and
})the;r cash payments such as interest and taxes but excluding front-end
ees).

(b) In addition to the provisions of subsection IIL.B. of the Statement
of Policy relating to Sales of Appropriate Persons, in the case of a
specified property program filed with the Administrator prior to July 1,
1983 where the property is located in Wisconsin and the sponsor has its
principal office in Wisconsin, participants shall have a minimum annual
gross income of $20,000 and a net worth of $20,000, or in the alternative,
a net worth of $75,000. Except for the minimum annual gross income
and net worth levels, all other provisions of subsection II.B.4. of the
Statement of Policy shall apply to specified property programs.

(¢) In addition to the provisions of subsection IV.C.1. of the
Statement of Policy relating to Investment In Properties, in the case of a
specified property program filed with the Administrator prior to July 1,
1983 where the property is located in Wisconsin and the sponsor has its
principal office in Wisconsin, all front-end fees may be paid to the
sponsor from the first installment so long as the front-end fees do not
exceed the permitted percentage the sponsor would be entitled to
receive if there were no installment payments.

(d) In addition to the provisions of section VIIL (C) of the Statement
of Policy relating to disclosure of Forecasts, the use of projections is
permitted as follows:

1. In the case of a specified property program filed with the
Administrator prior to July 1, 1983 where the property is located in
Wisconsin and the sponsor has its principal office in Wisconsin, the

Register, April, 1982, No. 316
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presentation of predicted future results of operations (“projections”) of
real estate programs shall be permitted but not required for a specified
property program investing primarily in improved property and shall be
prohibited for non-specified property programs or specified property
programs investing primarily in unimproved land. The front cover of the
prospectus must contain in boldface language one of the following
statements:

a. For specified property programs: “PROJECTIONS ARE
CONTAINED IN THIS PROSPECTUS (OFFERING CIRCULAR).
ANY PREDICTIONS AND REPRESENTINGS, WRITTEN OR
ORAL, WHICH DO NOT CONFORM TO THOSE CONTAINED IN
THE PROSPECTUS (OFFERING CIRCULAR) SHALL NOT BE
PERMITTED.” .

b. For non-specified property and unimproved land programs: “THE
USE OF PROJECTIONS IN THIS OFFERING IS PROHIBITED.
ANY REPRESENTATIONS TO THE CONTRARY AND ANY
PREDICTIONS, WRITTEN OR ORAL, AS TO THE AMOUNT OR
CERTAINTY OF ANY PRESENT OR FUTURE CASH BENEFIT
OR TAX CONSEQUENCE WHICH MAY FLOW FROM AN
INVESTMENT IN THIS PROGRAM ARE NOT PERMITTED.”

2. Projections for specified property programs filed with the
Administrator prior to July 1, 1983 shall be included in the prospectus,
offering circular or sales material of the program only if they comply
with the following requirements:

a. General. Projections shall be realistic in their predictions and shall
clearly identify the assumptions made with respect to all material
features of the presentation. Projections shall be compiled by an
independent certified public accountant and that person or firm shall be
identified in the prospectus or offering circular as being responsible for
the compilation of the projections. The general partners shall state their
opinion in the prospectus or offering circular of the most probable
projected resale result. No projections shall be permitted in any sales
literature which do not appear in the prospectus or offering circular. If
any projections are included in the sales literature, all projections must
be presented.

b. Material information. Projections shall include the standards set
forth in sections VIIL.C.1.b. (1) to (3) and (5) to (9) of the Statement
of Policy, the required occupancy rate in order to meet debt service and
all expenses, and rental revenue shall also be predicted based on
occupancy rates 10% below the break-even occupancy rate.

c. Presentation. Projections shall include all the standards set forth in
sections VIIL.C.1.c. (1) to (4) of the Statement of Policy and the
following: The presentation of projections proposed in accordance with
these standards shall be coupled with a summary of predicted results in
the event of a material adverse change in one or more significant
economic factors. These factors include the effect on partnership cash
flow and rate of return of revenues of rental projects at rates 10% to
15% less than expected and the effect of a level of operating expenses
10% to 15% greater than anticipated in the primary projections. A
break-even point with repect to occupancy and expenses should be
disclosed together with other relevant financial ratios.

Register, April, 1982, No. 316
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d. Additional Disclosures and Limitations. Projections shall include
all standards set forth in VIII.C.1.d. (1) to (4) of the Statement of Pol-
icy with the word “projections” substituted for the word “forecasts’ and
the word “projected” substituted for the word “forecasted.”

e. Unimproved land. Projections shall not be allowed for unimproved
land. Instead, a table of deferred payments specifying the various hold-
ing costs, such as interest, taxes, and insurance shall be inserted. How-
ever, where the program intends to develop and sell the land as its pri-
mary business, a detailed cash flow statement showing the timing of
expenditures and anticipated revenues shall be required. In addition,
the consequences of a delayed selling program shall be shown.

History: Cr. Register, December, 1977, No. 264, eff. 1-1-78; am. Register, December, 1980,
No. 300, eff. 1-1-81; renum. to be (1) and am., cr. (2}, Register, April, 1982, No. 318, eff. 5-1-
82.

SEC 3.12 Oil and gas programs. (1) Except as provided in sub. (2),
the offer or sale of interests in a limited partnership which will engage in
oil or gas well drilling and exploration activities or the purchase of pro-
duction 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 Administrators Association Guidelines for the Reg-
istration of Qil and Gas Programs, adopted September 22, 1976, as
amended October 12, 1977 and October 31, 1979. Copies of the Guide-
lines are available from the commissioner’s 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 offices of the Wis-
consin secretary of state and the revisor of statutes.

(2) (a) In addition to the provisions of subsection V.B.1. (a) (3) of
the North American Securities Administrators Association Guidelines
for the Registration of Oil and Gas Programs (“NASAA Oil and Gas
Program Registration Guidelines™), 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
presumed reasonable only if the aggregate of the costs contributed by
the sponsor constitute 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 presumed reasonable for the sponsor to receive as com-
pensation 25% of the program revenues plus the same percentage of rev-
enues that the sponsor’s contributed costs bear to the program’s total
costs.

(b) In addition to the provisions of subsection V.B.2. (a) of the
NASAA 0il and Gas Program Registration Guidelines, sponsor compen-
sation determined on a carried interest or net profits interest basis shall
be presumed reasonable only if:

1. With respect to compensation determined on a carried interest ba-
sis for sponsors that bear at least 10% of all program costs as defined in
subd. 3., the sponsor receives as compensation not more than 25% of
program revenues plus the same percentage of revenues that the spon-
sor’s contributed costs bear to the program’s total costs;

2. With respect to compensation determined on a net profits interest
basis for sponsors who bear less than 10% of all program costs as defined
in subd. 3., the sponsor receives as compensation not more than 15% of

Register, December, 1982, No. 324
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the cash actually distributed by the program, plus the same percentage
of cash ﬂciat the sponsor’s contributed costs bear to the program’s total
costs; an

3. For purposes of this paragraph, “program costs” are defined as all
costs incurred by a program, including those costs paid from capital con-
tributions, assessments, borrowings and reinvested revenues, but ex-
cluding organizational and offering expenses and management fees
where the total of such expenses and fees do not exceed 15% of initial
program subscription proceeds.

(¢) In addition to the provisions of subsection VL.A.1. (4) (i) of the
NASAA Oil and Gas Program Registration Guidelines, sponsor compen-
sation that includes overriding royalty interests in program wells pay-
able to the sponsor, any affiliate or their respective employes, shall be
presumed reasonable if the total compensation, including the overriding
royalties, does not exceed the presumed reasonable percentages permit-
ted by the sponsor compensation provisions in either the NASAA Qil
and Gas Program Registration Guidelines or in any alternative provi-
sion in sub. (2). However, an overriding royalty interest paid to a geolo-
gist 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 rovalty is not greater than the per-
centage customarily charged or received by unaffiliated geologists ren-
dering similar services for comparable prospects in arm’s-length trans-
actions 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 overriding royalties other than those payable to landowners
or sublessors.

History: Cr. Register, December, 1977, No. 264, eff. 1-1-78; am. Register, December, 1980,

No. 300, eff. 1-1-81; renum. to be (1) and am., cr. (2), Register, December, 1982, No. 324, eff.
1-1-83.

SEC 3.13 Cattle feeding programs. The offer or sale of interestsin a
limited partnership which will engage in cattle feeding operations may
be deemed unfair and inequitable unless the offering complies with the
provisions of the North American Securities Administrators Association
Guidelines for the Registration of Publicly Offered Caitle Feeding Pro-
grams, adopted September 17, 1980. Copies of the Guidelines are avail-
able from the commissioner’s office for a prepaid fee of $4. The Guide-
lines are published in Volume 1 of the Commerce Clearing House Blue
Sky Law Reporter and are on file at the offices of the Wisconsin secre-
tary of state and the revisor of statutes.

History: Cr. Register, December, 1980, No. 300, eff. 1-1-81.

SEC 3.14 Debt securities issued by a church or congregation. The
offer or sale of debt securities issued by a church or congregation, the
proceeds of which are to be utilized to finance or refinance the purchase,
construction or improvement of buildings or related facilities (including
the underlying property) of the issuer may be deemed unfair and ineq-
uitable to purchasers unless the offering complies with the provisions of
the North American Securities Administrators Association Guidelines
for Offerings of Church Bonds, adopted October, 1979. Copies of the
Guidelines are available from the commissioner’s office for a prepaid fee

Register, December, 1982, No. 324
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of $4. The Guidelines are published in Volume 1 of the Commerce Clear-
ing House Blue Sky Law Reporter and are on file at the offices of the
Wisconsin secretary of state and the revisor of statutes.

History: Cr. Register, December, 1980, No. 300, eff. 1-1-81.

SEC 3.15 Finance company debt securities. The offer or sale by a
finance company of its debt securities may be deemed unfair and inequi-
table to purchasers unless the offering complies with the provisions of
the Central Securities Administrators Council Statement of Policy on
Finance Company Debt Securities, adopted August 12, 1976. Copies of
the Statement of Policy are 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.

History: Cr. Register, December, 1980, No. 300, eff. 1-1-81.

SEC 3.16 Loans to company officials. The offer or sale of securities
by an issuer may be deemed unfair and inequitable to purchasers if the
issuer or its affiliates have made, or may make, loans or forebearances
that fail to comply with the Central Securities Administrators Council
Statement of Policy on Loans to Company Officials, as amended April
22, 1978. Copies of the Statement of Policy are available from the com-
missioner’s office for a prepaid fee of $4. The Statement of Policy is pub-
lished in Volume 1 of the Commerce Clearing House Blue Sky Law Re-
porter and is on file at the offices of the Wisconsin secretary of state and
the revisor of statutes.

History: Cr. Register, December, 1980, No. 300, eff. 1-1-81.

SEC 3.17 Real estate investment trusts. The offer or sale of securi-
ties of a corporation, trust or association, other than a real estate syndi-
cation, engaged primarily in investing in equity interests in real estate,
including fee ownership and leasehold interests, or in loans secured by
real estate, or both, may be deemed unfair and inequitable to purchasers
unless the offering complies with the provisions of the North American
Securities Administrators Association Statement of Policy on Real Es-
tate Investment Trusts, adopted April 28, 1981. Copies of the Statement
of Policy are 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.

History: Cr. Register, December, 1981, No. 312, eff. 1-1-82.

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 be deemed unfair and in-
equitable to purchasers unless 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 Policy are 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.

History: Cr. Register, December, 1982, No. 324, eff. 1-1-83.
Register, December, 1882, No. 324
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SEC 3.20 Other causes for denial, suspension or revocation. (1)
The enumeration of causes stated in ss. SEC 3.01 to 3.17, is not exclu-
sive, and the commissioner may issue a stop order denying effectiveness
to, or suspending or revoking the effectiveness of, any registration state-
ment for any cause stated in s. 551.28 (1), Stats., whether similar to or
different from the causes enumerated in these sections, when necessary
or appropriate in the public interest and for the protection of purchas-
ers.

(2) The commissioner may issue a stop order denying effectiveness to,
or suspending or revoking the effectiveness of, any registration state-
ment filed pursuant to s. 551.26, Stats., if the sale of securities pursuant
to the registration statement is or would be in violation of the securities
act of 1933 or the investment company act of 1940.

History: Renum. from SEC 3.10 and 8.12 and am. Register, December, 1977, No. 264, eff.
1-1-78; renum. from SEC 3.13 and am. Register, December, 1980, No. 300, eff. 1-1-81; renum.
from SEC 3.17 and am. (1), Register, December, 1981, No. 312, eff. 1-1-82.

SEC 3.21 Registration by coordination. A registration statement
under s. 551.25, Stats., shall be submitted on Form U-1, shall contain the
following information and be accompanied by the following documents,
in addition to the information specified in ss. 551.25(2) and 551.27(2),
Stats., and the consent to service of process on Form U-2 required by s.
551.65(1), Stats.:

(1) (a) Copies of the articles of incorporation and by-laws or
equivalents currently in effect, any agreements with or among under-
writers, any instrument governing the issuance of the security to be reg-
istered, a specimen of the security and, if the security to be registered is
anote, bond, debenture or other evidence of indebtedness, a trust inden-
ture meeting the requirements of s. SEC 3.24, unless the security is a
face amount certificate registered under the investment company act of
1940 or unless the requirement to furnish a trust indenture relating to
the securities is waived by the commissioner for good cause shown; and

(b) Any other information or copies of any documents required to be
filed under form U-1. :

(2) A registration statement filed by coordination relating to the se-
curities of an open-end management company, unit investment trust or
face amount certificate company, as defined in the investment company
act of 1940, shall provide for an indefinite amount of securities to be
registered.

History: Renum. from SEC 2.04 and am. Register, December, 1977, No. 264, eff. 1-1-78;
am. (intro.), Register, December, 1979, No. 288, eff 1-1-80; cr. (3), Register, December,
1980, No. 300, eff. 1-1-81; renum. (1) to be (1) (a) and am., renum. (2) and (3) tobe (1) (b)
and (2), Register, December, 1982, No. 324, eff. 1-1-83.

SEC 3.22 Registration by qualification. (1) A registration state-
ment under s. 551.26, Stats., shall be submitted on Form U-1, shall con-
tain the following information and be accompanied by the following doc-
uments, in addition to the information specified in s. 551.27 (2), Stats.,
and the consent to service of process on Form U-2 required by s. 551.65

(1), Stats.:

(a) With respect to the issuer and any significant subsidiary: its
name, address, and form of organization; the state or foreign jurisdiction
and date of its organization; a description of the business done or in-
Register, December, 1982, No. 324
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tended to be done by the issuer, and the location and history of its busi-
ness; a description of its physical properties and equipment; and a state-
ment of the general competitive conditions in the industry or business in
which it is or will be engaged;

(b) With respect to every director and officer of the issuer, or person
occupying a similar status or performing similar functions: the person’s
name, address and principal occupation for the past 5 years; the amount
of securities of the issuer held by the person, of record or beneficially, as
of a specified date within 30 days of the filing of the registration state-
ment; the amount of the securities covered by the registration statement
to which the person has indicated an intention to subscribe; and a
description of any material interest in any material transaction with the
issuer or any significant subsidiary effected within the past 3 years or
proposed to be effected;

(c) With respect to persons covered by par. (b), the remuneration
paid directly or indirectly during the past 12 months, and estimated to
be paid during the next 12 months if materially different, by the issuer
(together with all predecessors, parents, subsidiaries and affiliates) to
all those persons in the aggregate; and the name of each such person
receiving remuneration in excess of $50,000, and the amount of remu-
neration for each;

(d) With respect to any person owning of record, or beneficially if
known, 10% or more of the outstanding shares of any class of equity
security of the issuer: the information specified in par. (b) other than
the person’s occupation;

(e) With respect to every promoter if the issuer was organized within
the past 3 years: the information specified in par. (b), any amount paid
to the person within that period or intended to be paid to the person,
and the consideration for any such payment;

(f) With respect to any person on whose behalf any part of the offer-
ing is to be made in a nonissuer distribution: the person’s name and ad-
dress; the amount of securities of the issuer held by the person as of the
date of the filing of the registration statement; a description of any ma-
terial interest in any material transaction with the issuer or any signifi-
cant subsidiary effected within the past 3 years or proposed to be ef-
fected; and a statement of the person’s reasons for making the offering;

(g) The capitalization (on both a current and a pro forma basis) of
the issuer and the debt of any subsidiary (if the debt is held by other
than the issuer) , including a description of each security outstanding or
being registered or otherwise offered, and a statement of the amount
and kind of consideration (whether in the form of cash, physical assets,
services, patents, goodwill, or anything else) for which the issuer or any
subsidiary has issued any of its securities within the past 2 years or is
obligated to issue any of its securities;

(h) The kind of securities and the amount to be offered (which, in the
case of redeemable securities of an open-end management company,
unit investment trust and face amount certificate company, as defined
in the investment company act of 1940, shall be indefinite); the pro-
posed offering price or the method by which it is to be computed; and
variation therefrom at which any proportion of the offering is to be made
to any person or class of persons other than the underwriters, with a
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specification of any such person or class; the basis upon which the offer-
ing is to be made if otherwise than for cash; the estimated aggregate
underwriting and selling discounts or commissions and finders’ fees (in-
cluding separately cash, securities, contracts, or anything else of value to
accrue to the underwriters or fmders in connection with the offering) or,
if the selling discounts or commissions are variable, the basis of eter-
mining them and their maximum and minimum amounts; the estimated
amounts of other selling expenses, including legal, engineering, and ac-
counting charges; the name and address of every underwriter and every
recipient of a finder’s fee; a copy of any underwriting or selling group
agreement pursuant to which the distribution is to be made, or the pro-
posed form of any such agreement whose terms have not yet been deter-
mined; and a description of the plan of distribution of any securities
which are to be offered otherwise than through an underwriter;

(i) The estimated cash proceeds to be received by the issuer from the
offering; the purposes for which the proceeds are to be used by the is-
suer; the amount to be used for each purpose; the order or priority in
which the proceeds will be used for the purposes stated; the amounts of
any funds to be raised from other sources to achieve the purposes stated;
the sources of any such funds; and, if any part of the proceeds is to be
used to acquire any property (including goodwill) otherwise than in the
ordinary course of business, the names and addresses of the vendors, the
purchase price, the names of any persons who have received commis-
sions in connection with the acquisition, and the amounts of any such
commissions and any other expense in connection with the acquisition
(including the cost of borrowing money to finance the acquisition);

(j) A description of any stock options or other security options out-
standing, or to be created in connection with the offering, together with
the amount of any such options held or to be held by every person re-
quired to be named in sub. (1) (b), (d), (e), (f), or (h) and by any
person who holds or will hold 10% or more in the aggregate of any such
options;

(k) The dates of, parties to, and general effect concisely stated of,
every management or other material contract made or to be made other-
wise than in the ordinary course of business if it is to be performed in
whole or in part at or after the filing of the registration statement or was
made within the past 2 years, together with a copy of every such con-
tract; and a description of any pending litigation or proceeding to which
the issuer is a party and which materially affects its business or assets
(including any such litigation or proceeding known to be contemplated
by governmental authorities);

(1) A copy of any prospectus, pamphlet, circular, form letter, adver-
tisement or other sales literature intended as of the effective date to be
used in connection with the offering;

(m) A specimen or copy of the security being registered; a copy of the
issuer’s articles of incorporation and bylaws, or equivalents, as currently
in effect; and if the security to be registered is a note, bond, debenture or
other evidence of indebtedness, a trust indenture meeting the require-
ments of s. SEC 3.24, unless the security is a face amount certificate
registered under the investment company act of 1840 or unless the re-
quirement to furnish a trust indenture relating to the securities is
waived by the commissioner for good cause shown;
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(n) A signed or conformed copy of an opinion of counsel as to the
legality of the security being registered, stating whether the security
when sold will be legally issued, fully paid, and nonassessable; and, if a
debt security, a binding obligation of the issuer; and if the issuer is a
partnership, association or trust, whether the purchasers will be liable
for the obligations of the issuer; and that the offer and sale of the secur-
ity being registered is exempt from registration under the securities act
of 1933, if that is the case, specifying the basis for the exemption;

(o) The written consent of any independent accountant, engineer, ap-
praiser, or other person whose profession gives authority to a statement
made by him or her, if any such person is named as having prepared or
certified a report or valuation (other than a public and official docu-
ment or statement) which is used in connection with the registration
statement;

(p) A balance sheet of the issuer as of the end of its most recent fiscal
year, and a comparative statement of income and changes in financial
position and analysis of surplus for each of the 3 most recent fiscal years
(or for the period of the issuer’s and any predecessor’s existence if less
than 3 years) , all meeting the requirements of s. SEC 7.06; provided that
if the date of any of the financial statements specified in this paragraph
is more than 120 days (180 days with respect to a corporation organized
and operated not for private profit but exclusively for religious, educa-
tional, benevolent or charitable purposes) prior to the date of effective-
ness of the registration statement, the statements shall be updated
(which may be done without audit) to within the 120-day or 180-day
requirement specified in this paragraph; and provided that if any part of
the proceeds of the offering is to be applied to the purchase of any busi-
ness, the same financial statements shall be filed which would be re-
quired if that business were the registrant; and

(q) Such additional information as the commissioner may require.

(2) The commissioner may permit the omission of the filing of any
information or document specified in sub. (1) if the commissioner de-
termines that the information or document is not required for the pro-
tection of investors.

(3) Any information specified in sub. (1) may be included in a pro-
spectus meeting the requirements of s. SEC 3.23, if a cross-reference
table is filed showing where the information appears in the prospectus.

History: Renum. from SEC 2.05, am. (1) (c) and {g) and (3), and r. and recr. (1) (p),
Register, December, 1977, No. 264, eff. 1-1-78; emerg. am. (1) (h), eff. 6-19-78; am. (1) (h),
Register, September, 1978, No. 273, eff. 10-1-78; am. (1) (intro.), Register, December, 1979,
No. 288, eff. 1-1-80; am. (1) (b) to (g), (») to (p), (2) and (3), Register, December, 1980,
No. 300, eff. 1-1-81; am. (1) (¢) and (m), Register, December, 1982, No. 324, eff. 1-1-83.

SEC 3.23 Prospectus requirements. (1) As a condition of registra-
tion, a prospectus, offering circular, or similar document meeting the
requirements of subs. (2), (3) and (4) shall be sent or given to each
person to whom an offer is made by or for the account of the issuer or
any other person on whose behalf the offering is made, or by any under-
writer or broker-dealer who is offering part of an unsold allotment or
subscription as a participant in the distribution. The document shall be
sent or given either before or concurrently with the earlier of any of the
following:
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(a) Any written offer made to the person, otherwise than by means of
public advertisement;

(b) Confirmation of any sale to the person;
(c) Payment pursuant to any sale to the person; or
(d) Delivery of the security pursuant to any sale to the person.

(2) The outside front cover of the prospectus, unless otherwise per-
mitted by the commissioner, shall meet the requirements of any form
under the securities act of 1933 or shall contain substantially the follow-
ing information:

(a) Name and location of issuer and its type of organization;
(b) Designation of securities offered;

(c) Per share or unit and aggregate public offering price, underwriting
or selling commissions and discounts and net proceeds to offeror;

(d) Name of managing underwriter or broker-dealer or statement
that the securities are being offered by the issuer;

(e) A statement describing the anticipated secondary market for the
securities being offered, including the identity of anticipated market
makers;

(f) Date of prospectus;
(g) The following statement in bold-face type:

THE REGISTRATION OF THESE SECURITIES BY THE WIS-
CONSIN COMMISSIONER OF SECURITIES DOES NOT SIG-
NIFY THAT THE COMMISSIONER HAS APPROVED OR REC-
OMMENDED THESE SECURITIES, NOR HAS THE
COMMISSIONER PASSED UPON THE ACCURACY OR ADE-
QUACY OF THIS PROSPECTUS. ANY REPRESENTATION TO
THE CONTRARY IS A CRIMINAL OFFENSE;

(h) If the offering is exempt under section (3) (a) (11) of the Securi-
ties Act of 1933, the following statement in bold-face type:

THESE SECURITIES ARE OFFERED ONLY TO BONA FIDE
RESIDENTS OF THE STATE OF WISCONSIN PURCHASING
FOR INVESTMENT AND NOT FOR RESALE.; and

(i) Such other information as the commissioner may permit or re-
quire.

(3) The prospectus shall contain a full disclosure of all material facts
relating to the issuer and the offering and sale of the registered securi-
ties. A prospectus meeting the requirements of form S-1 under the Se-
curities Act of 1933 is deemed to satisfy the requirements of this subsec-
tion.

(4) Unless otherwise permitted by the commissioner, the body of the
prospectus and all notes to financial statements and other tabular data
included therein shall be in roman or gothic type at least as large and as
legible as 10-point modern type, except that financial statements and
other tabular data, including tabular data in notes, may be in roman or
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gothic type at least as large and as legible as 8-point modern type. All
such type shall be leaded at least 2 points.

(5) At the end of each period of not more than one year from the
effectiveness of the registration statement, or in the event of any mate-
rial change relating to the issuer or the securities subsequent to the filing
of a prospectus, an amended prospectus shall be filed reflecting any such
changes, and a current disclosure of all material facts relating to the
issuer and the securities, including financial statements. No further so-
licitations or sales of the securities may be made thereafter until such -
amended prospectus has been filed with the commissioner.

History: Cr. Register, December, 1969, No. 168, eff. 1-1-70; renum. from. SEC 2.086, r. and
recr. (1), . (2), renum. (3) and (4) to be (2) and (3), renum. (2) (e) to (h) tobe (2) (f) to
(1), cr. (2) (e) and (4), Register, December, 1977, No. 264, eff. 1-1-78; am. (1) (a) to (d) and
(5) (3), Register, December, 1980, No. 300, eff. 1-1-81.

SEC 3.24 Trust indenture requirements. Trust indentures required
under ch. 551, Stats., and chs. SEC 1 to 9, shall meet the requirements of
the trust indenture act of 1939, whether or not exempt under that act,
unless the commissioner otherwise permits or requires.

History: Cr. Register, December, 1969, No. 168, eff. 1-1-70; cr. (3), Register, August, 1972.
No. 200, eff. 9-1-72; renum. from SEC 2.07, am. (1) and r. (2) and (8), Register, December,
1977, No. 264, eff. 1-1-78.

SEC 3.25 Registration proceedings. (1) If any information is rea-
sonably required by the commissioner prior to the effective date of a
registration statement filed under s. 551.25 or 551.26, Stats., in connec-
tion with the examination of such registration statement, the registra-
tion statement is deemed filed when the information so required is filed
with the commissioner.

(2) Any registration statement which a registrant fails to complete or
withdraw within one year from the date of filing shall be deemed materi-
ally incomplete under s. 551.28 (1) (a), Stats., and the commissioner
may issue a stop order denying effectiveness to such registration state-
ment.

(3) The commissioner may institute a proceeding under s. 551.28,
Stats., and may issue a stop order suspending or revoking the effective-
ness of any registration statement filed under s. 551.25 or 551.26, Stats.,
at any time during the period that the registration statement is effective
and within one year thereafter.

History: Cr. Register, December, 1969, No. 168, eff. 1-1-70; r. and recr. Register, August,

1972, No. 200, eff. 9-1-72; renum. from SEC 2.11 and SEC 3.08, Register, December, 1977, No.
264, eff. 1-1-78.

SEC 3.26 Amendment of registration statements. (1) All applica-
tions for amendment of a registration statement shall be filed in the
form prescribed by the commissioner.

(2) A registration statement relating to securities issued by a finance
company licensed under s. 138.09, Stats., may be amended after its ef-
fective date so as to increase the specified amount of securities proposed
to be offered in this state.

History: Cr. Register, December, 1969, No. 168, eff. 1-1-70; renum. from SEC 2.10, am_
(2), Register, December, 1977, No. 264, eff. 1-1-78; am. (2), Register, September, 1978, No.
278, eff. 10-1-78; am. (1), Register, December, 1979, No. 288, eff. 1-1-80.
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SEC 3.27 Extension of registration statements. (1) Application for
an extension of the offering period of a registration statement, except
one relating to redeemable securities of an investment company regis-
tered under the Investment Company Act of 1940, or securities of a fi-
nance company licensed under s. 138.09, Stats., shall be filed in the form
prescribed by the commissioner not less than 30 days prior to the end of
one year from the effective date of the registration statement or an order
of extension, whichever is most recent. The application shall be accom-
panied by a prospectus updated in accordance with s. SEC 3.23 (5), a
balance sheet of the issuer as of the end of its most recent fiscal year, and
a comparative statement of income and changes in financial position
and analysis of surplus for each of the 3 most recent fiscal years (or for
the period of the issuer’s and any predecessor’s existence if less than 3
years), all meeting the requirements of s. SEC 7.06, provided that if the
date of any of the above financial statements is more than 120 days (180
days with respect to a corporation organized and operated not for pri-
vate profit but exclusively for religious, educational, benevolent or char-
itable purposes) prior to the date of the extension of the registration
statement, the statements shall be updated (which may be done without
audit) to within the 120-day or 180-day requirement above. Any exten-
sion of the offering period of a registration statement shall be by order of
the commissioner, subject to such conditions as may be prescribed.

(2) A registration statement relating to redeemable securities of an
investment company registered under the investment company act of
1940, or securities of a finance company licensed under s. 138.09, Stats.,
is deemed to include an application for the continuous offering of the
securities. The offering period of the registration statement is automati-
cally extended until it is permitted to be withdrawn or the commissioner
issues a stop order suspending or revoking its effectiveness pursuant to
8. 551.28, Stats., if the issuer files the reports required under s. SEC 3.28
(2), and files with the commissioner not less than annually during the
offering period, within 120 days of the end of its fiscal year, a prospectus
updated in accordance with s. SEC 3.23 (5) , a balance sheet of the issuer
as of the end of the fiscal year, and a statement of income and change in
financial position and analysis of surplus of the issuer for the fiscal year
meeting the requirements of s. SEC 7.06.

Histery: Cr. Register, December, 1969, No. 168, eff. 1-1-70; r. and recr. Register, August,
1972, No. 200, eff. 9-1-72; am. Register, October, 1974, No. 226, eff. 11-1-74; renum. from SEC
2.08, am. (1) and (2), Register, December, 1977, No. 264, eff. 1-1-78; emerg. am. eff. 6-19-78;
am. Register, September, 1978, No. 273, eff. 10-1-78; am. (1) and (2), Register, December,
1980, No. 300, eff. 1-1-81.

SEC 3.28 Periodic reports. (1) Each issuer or registrant of securities
registered under s. 551.25 or 551.26, Stats., ezcept an issuer or registrant
specified in sub. (2), shall file with the commissioner promptly after
each 90-day period in which securities have been sold during the effec-
tiveness of the registration statement, a report on the appropriate form
designated in s. SEC 9.01 (1), specifying the number of shares or units
of securities sold in this state pursuant to the registration statement and
the aggregate selling price thereof, unless the issuer or registrant has
paid the maximum filing fee for the registration statement.

(2) Every open-end management company, unit investment trust,
and face amount certificate company, as defined in the investment com-
pany act of 1940, having an effective registration statement under this
chapter relating to an indefinite amount of its redeemable securities
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shall, within 2 months after the end of any fiscal year during which the
registration statement was effective, and within 2 months after the reg-
istration is terminated, file form RS-IC reporting the amount of securi-
ties sold in this state during the fiscal year (or portion thereof if filed
after termination), and shall pay the additional fee for the securities
computed in accordance with s. 551.52 (1) (b), Stats., and s. SEC 7.01
(8) . Failure to file form RS-IC and pay the proper additional fee shall be
cause for issuance of a stop order pursuant to s. 551.28 (1), Stats.

(3) Each finance company licensed under s. 138.09, Stats., issuing se-
curities registered in this state shall file with the commissioner within 45
days following the end of each calendar quarter, a report on a form pre-
scribed by the commissioner specifying the number of shares or units of
securities sold in this state or the aggregate selling price thereof during
the quarter.

(4) Each issuer or registrant of securities registered under s. 551.26,
Stats., shall file with the commissioner such additional reports of sales
and financial statements as may be specified by order, and shall furnish
the commissioner with written notice within 30 days after the happening
of any material event affecting the issuer or the securities registered.

History: Cr. Register, December, 1969, No. 168, eff. 1-1-70; am. (2), Register, October,
1974, No. 226, eff. 11-1-74; renum. from SEC 2.08, and am. (1) and (2), Register, December,
1977, No. 264, eff. 1-1-78; emerg. renum. (2) and (3) to be (3) and (4), cr. (2) and am. (3),
eff. 6-19-78; renum. (2) and (3) to be (3) and (4) and am. (3), cr. (2), Register, September,
1978, No. 273, eff. 10-1-78; am. (1), Register, December, 1979, No. 288, eff. 1-1-80; am. (1),
Register, December, 1981, No. 312, eff. 1-1-82.
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