
CERT IFICATE 

STATE OF WISCONSIN ) 
OFFICE OF THE ) ss. RECEIVED COMMISSIONER OF SECURITIES) 

TO ALL TO WHOM THESE PRESENT SHALL COME, GREETINGS: 
DEe 2 191:15 
z.;,tSJ~ . 

Revleor of .:6L;":.",;; 
Bureau 

1.:~~'~~I. 

I, Ulice Payne, Jr., Commissioner of the State of Wisconsin Office 

of the Commissioner of Securities and custodian of the official records 

of said agency, do hereby certify that the annexed rules relating to 

the operation of Chapters 551 and 553, Stats., with respeet to 

securities and franchise registration exemptions7 securities 

registration standards, requirements and procedures; securities 

broker-dealer and agency licensing requirements and procedures; and 

securities and franchise examination fees, were duly approved and 

adopted by this agency on December 2, 1985. 

I further certify that said copy has been compared by me with the 

original on file in this agency and that the same is a true copy 

thereof, and of the whole of such original. 

(SEAL) 

IN TESTIMONY WHEREOF, I have hereunto set 
my hand and affixed the official seal of 
the Office of the Commissioner of 
Securities in the City of Madison, this 
2nd day of December, 1985. 
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ORDER OF THE .OFFICE OF THE 
COMMISSIONER OF SECURITIES 

STATE OF WISCONSIN 
ADOPTING, AMENDING AND REPEALING RULES 

To repeal SEe 2.01(10) and 4.07(1) (e)l to renumber SEe 
2.01(11) and 4.07(1) (d) and (e), to amend SEC 2.01 (1) (a)3., 
2 .02 ( 3) (b), 2.02 ( 10) (f) 4 ., 3.01 ( 1), 3.03 ( 5), 3.09 ( 1) (b) and 
(e), 3.09(2) (intro.) and (2)(b), 3.16(2)(a), 3.18,3.23(3), 
3.27(1) and (2), 4.03(1)(r), 4.05(7), 4.07(1)(a), 7.01(2)(e) 
and ( d), 7. 0 1 ( 5) (b), 31.0 1 ( 2) (b), 3 2 .0 2, 3 2 .0 5 ( 1) (b), 3 2 .11 , 
35.01(1) (a) and (e) and 35.02(1) (b) 1 to repeal and reereate 
SEC 4.07 (1) (b) and 32.05(1) (e) 1 and to ereate SEC 4.01(8), 
4.04(10), 9.01(1) (b)14. and 32.05(1) (d), relating to 
seeur ities and franehise reg istrat ion exempt ions 1 secur ities 
registration standards, requirements and proeeduresl 
securities broker-dealer and agent lieensing requirements and 
proeeduresl and securities and franehise examination fees. 



Pursuant to authority vested in the Office of the Commissioner of 
Securities by sees. 551.63 (1) and (2), 551.23 (3) (d), 551.23 (18), 
551.27(10), (11) and (12),551.31(4),551.32(7),551.33(1) and (2), 
551.52(3), 551.63(1), 553.25, 553.27(3), 553.53, 553.58(1) and 
553.72(3), Wis. Stats., the Wisconsin Commissioner of Securities 
repea1s,amends and adopts ru1es interpreting ihose sections as fo11ows: 

SECTION 1. SEC 2.01(1) (a)3. is amended to read: 

SEC 2.01(1) (a)3. A notice of the proposed offering is 

fi1ed with the commissioner prior to the offering, inc1uding 

a trust indenture meeting the requirements of s.SEC 3.24, an 

officia1 statement or a prospectus meeting the requirements 

of s. SEC 3.23 that contains financia1 statements for the 

enterprise meeting the requirements of s. SEC 3.22(1) (p) and 

subject to the standards in s. SEC 3.06(2), and additiona1 

information as the commissioner may require, and the 

commissioner does not by order deny the exemption within 20 

days of the date the notice is filed. ~ne-finaneiar 

B~a~emen~-reqtlirement-in-this-subdivision-ig-no~-a~~rieabre 

an-irrevoeab!e-re~~er-of-eredi~-from-a-bank-in'favor"of 

no!derg-of-~ne-reventle-ob!iga~iong-~roviding-for-payment· of 

B~a~ing-~na~~-aõ:i:·õ-payment:· 'of~'debe-Ber'i'iee-wir:l:-no~ 

even~-of-a-fi!ing-of-a-petition-tn-bank:'rttptcy-wtth~t'espeet-to-



efte-eftee~~~iee,-O~-~~7-efte-ieeee~-of-e~ed±e-w±ii-~~ev±6e--rO~ 

re~mb~r~emefte--eo--ftoi~ere--or-efte-reve~~e-ob%i~~eio~s-ift-ehe 

evefte-eftey-~re-re~~ire~-by-er~er-or-6-B7S7--b~n~~~peey--ee~re 

ee-~ie~or~e-6e-6-~rerere~ee-6~Y-~6ymene-or-6-debe-se~viee,-or 

6--eemBi~aeie~--er--i7--a~d--~~7t--aftd--Se~ei~~--eh~e--b7-efte 

e~reree6b~i~ey--er--ehe--ieeeer--er--ered~e--wo~±d---ftoe---be 

maeer~a±±y--a~reeeed--by--efte--r~±in~-er-6-~eeieioft-~~der-ehe 

B7S7-Ban~r~~eey-eede-wieft-ree~eee-ee-efte--enee~~ri8e--er--any 

~ereen--eb±~~aee~--ee--re~mb~ree--ehe--b6n~-rer-~6ymeftee-made 

~~r8~ane-ee-ehe-±eeeer-er-ere~ie7 

ANALYSIS: This amendment deletes the 
last portion of the rule as unnecessary 
because the stricken language was 
included in amendments to sec. 
551.22 (1) (b), Wis. Stats. , in 1983 
Wisconsin Act 216. The statute change 
made the registration exemption under 
sec. 551.22(1), Wis. Stats., available on 
a self-executing basis for revenue bonds 
covered by sub. (b) if the requirements 
stated therein were met--the identical 
requirements in the stricken language of 
this rule. Thus, because both the 
statute and stricken language in the rule 
cover the sarne situation, and since the 
statutory exemption is "automatic", a 
filing subject to the stricken language 
of the rule need never take place. 

SECTION 2. SEC 2.01(10) is repealed. 

ANALYSIS: This rule is repealed because 
the September 30, 1984 
"sunset"/expiration date for the rule 
specified therein has passed. 
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SECTION 3. SEC 2.01(11) is renumbered SEC 2.01(10). 

ANALYSIS: 
provision 
of section 
in SECTION 

The renumbering of this ru1e 
is necessary due to the repeal 
SEC 2.01(10), Wis. Adm. Code, 
2. 

SECTION 4. SEC 2.02(3) (b) is amended to read: 

SEC 2.02 (3) (b) With respeet to a security qua1ifying 

under s. 551.23(3) (d), Stats., the issuer or an app1icant 

fi1es with the commissioner prior to the offering a notice of 

the proposed sale, inc1uding: the prospectus used in the most 

reeent offering of the securities proposed to be sold; a copy 

of the issuer's artic1es of incorporation and by-1aws. or 

eguiya1ents, as current1y in effect; any information 

specified in ss. SEC 3.22 and 3.23, and not contained in the 

fi1ed prospectus; the trust indenture, if any, under which 

the securities proposed to be sold are issued; the 

information concerning the public market for the security 

specified in s. SEC 3.02(1) (b); a balanee sheet of the issuer 

as of the end of the last fisca1 year of the issuer preceding 

the date of fi1ing and statements of income and changes in 

financia1 position and analysis of surp1us for such fisca1 

year meeting the requirements of s. SEC 7.06; an undertaking 

to fi1e with the commissioner within 120 days (180 days with 
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respeet to a corporation organized and operated not for 

private profit but exclusively for religious, educational, 

benevolent or charitable purpose) after the end of each 

fiscal year of the issuer comparable financial statements of 

the issuer for each such fiscal year; and an undertaking to 

furnish the commissioner with a written report within 30 days 

after the happening of any material event affecting the 

issuer or the securities proposed to be sold. The exemption, 

unIess disallowed by order of the commissioner within 10 

days, is effective so long as the information required to be 

furnished is kept current. 

ANALYSIS: This amendment adds to the 
information package required to be filed 
by an applicant for secondary trading 
authorization under the rule, the 
issuer's articles and by-laws (or 
equivalents if the issuer is not a 
corporation). The amendment corrects an 
inadvertent omission in the rule in that 
an issuer's articles of incorporation and 
by-laws are specified as part of the 
informational package required to be 
filed in applications for secondary 
trading authorization under this rulets 
companion prOV1Slon in section SEC 
2.02(3) (a), Wis. Adm. Code. 

SECTION 5. SEC 2.02(10) (f)4. is amended to read: 

SEC 2.02(10) (f)4. Tft8ea~~ffiefte Any provision of the plan 

proyiding for installment payments for shares issued upon 
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exercise are La not permitted except as authorized by a 

majarity of the disinterested independent outside directQLa 

of the issue r; 

~: This SECTION is an amendment 
to one of the administrative rule 
requirements for issuance of an Order of 
Exemption for a stock option plan. The 
amendment provides an absolute waiver 
from the prohibition against installment 
payments for shares issued on exercise of 
options issued under a stock option plan 
if the installment payment provision of 
the plan is authorized by a majority of 
the disinterested independent outside 
members of the board of directors of the 
issuer. The waiver makes this rule 
consistent with the regulatory treatment 
provided under section SEC 
3.16 (1) (b) 2.a., Wis. Adm. Code, that 
deals with an analogous situation in a 
registration filing context--the presence 
of loans to officers or controlling 
persons of an issuer. In that 
registration rule, a waiverfrom the 
general prohibition against loans to such 
persons is accorded if the loan 
transaction is authorized or subsequently 
ratified by a majority of the issuer's 
disinterested independent outside 
directors. 

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

SEC 3.01 COMMISSIONS AND EXPENSES. (1) The aggregate 

arnount of underwriters' and sellers' discounts, commissions 

and other compensation shall be reasonable, and except for 

issuers specified in sub. (2), is presumed reasonable if it 
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does not exceed 10% of the aggregate se11ing price of the 

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

payable in connection with the offering and sales of the 

securities, the total of commissions and other expenses does 

not exceed 15% of the aggregate selling price of the 

securities. ir For corporate eguity offerings of le ss than 

$5 millioo in aggregate proceeds. if the aggregate arnount of 

underwriters' and sellers' discounts, commissions and other 

compensation does not exceed :la%- l..2l. of the aggregate selling 

price of the securities, the total of commissions and other 

offering expenses is not subject to limitation. 

ANALYSIS: This amendment increases the 
presumed-reasonable sales compensation 
level to 12% from its current 10% level 
for offerings aggregating le ss than $5 
million. The purpose of the amendment is 
to reduce the disadvantage that "small" 
securities offerings (determined for 
purposes of the rule as $5 million or 
less) are placed yis-a-vis large 
offerings. In large securities 
offerings, a maximum 10% broker-de~ler 
sales compensation rate as applied to the 
offering proceeds is generally adequate 
in total dollar terrns to compensate a 
broker-dealer for the risk and effort in 
underwriting/selling the offering. 
However, for offerings under $5 million, 
the maximum 10% rate does not provide 
sufficient compensation in total dollar 
terrns. 

As aresult of comments received in two 
comment letters, this SECTION is revised 
to clarify the intent of the amendments 
that they apply only to corporate equity 
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offerings. 
adding the 
before the 
6 of the 
rule. 

This clarification is done by 
language "corporat~ equity" 

language "offeringsof" in line 
public cornrnent draft of the 

The purpose of the principal arnendment in 
this SECTION increasing the presurned 
reasonable .sales cornrnission 
level--narnely, to reduce the disadvantage 
that "small" securities offerings are 
placed yis-a-vis large offerings -- was 
derived from the remarks of various 
cornrnentators on the regulatory impact 
certain securities law regulations have 
on small business capital formation. 
Those cornrnents were reflected in the 
March, 1982 Report of the Wisconsin 
Comrnissioner of Securities Citizen's 
Advisory Committee on the Raising of 
Venture Capital in Wisconsin. Similar 
rernarks have been made by other 
comrnentators. 

The context in which those cornments 
regarding "reducing the disadvantage 
faced by small offerings" have been 
raised, however, is incident to 
discussions of the irnpact of securities 
registration requirernents on corporate 
eguity offerings. This was exernplified 
by the 1982 Citizens Advisory Committee 
Report language which, on page four 
thereof, referred to corporate equity 
offerings in discussing the irnpact of 
administrative rule lirnitations on 
cornrnissions and offering expenses. Also, 
the cornrnissions and offering expenses 
rule provision was just one of several 
rule provisions discussed in the 1982 
Advisory Committee Report--the others 
included options and warrants, 
prornotional stock and promoters 
investrnent--all of which cornrnents based 
their applicability on corporate equity 
offerings. Additionally, common stock 
offerings by corporations is the context 
in which the rnajority of small businesses 
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raise capital and is thus the context in 
which facilitating capital formation by 
such entities is sought to be furthered. 
No comments have ever been raised that 
the commissions and offering expenses 
limitation in the context of limited 
partnership offerings or corporate debt 
offerings is too restrictive. Thus, 
application of the proposed rule revision 
in s. SEC 3.01(1) to other types of 
securities offerings--such as corporate 
debt offerings or limited partnership 
offerings--would be unintended, 
unnecessary and inappropriate. 

Also, it is to be noted that .s. SEC 
3.01(1) is not intended to be applicable 
in the context of limited partnership 
offerings because those offerings are 
subject to separate and distinct 
regulatory guidelines that include 
coverage of commissions and offering 
expenses (see for example SEC 3.11 
regarding real estate limited 
partnerships, SEC 3.12 regarding oil and 
gas limited partnerships, SEC 3.13 
regarding cattle feeding limited 
partnerships, SEC 3.18 regarding 
commodity pool limited partnerships and 
SEC 3.19 regarding equipment leasing 
limited partnerships.) 

SECTION 7. SEC 3.03(5) is amended to read: 

SEC 3.03(5) All options and warrants except those issued 

to financing institutions shall be issued at not less than 

85% of 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 effeet 

on the date of issuance. 
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ANALYSIS: The amendment updates this 
options-and-warrants registration rule to 
refleet general eorporate industry 
practice over the last several years in 
the strueturing for tax reasons of stock 
option plans as so-ea11ed "non-statutory" 
options rather than "ineentive stock 
options" within the meaning of seetion 
422A of the Interna1 Revenue Code. The 
federa1 tax treatment of ineentive stock 
options (whieh require under Seetion 422A 
for a 100% of fair market value exereise 
price) is 1ess favorab1e to a 
eorporation/emp1oyer than is a 
non-statutory option (whieh genera11y 
provides for an 85% of fair market va1ue 
exereise price) , beeause the 
eorporation/emp1oyer is not entit1ed to a 
tax deduetion with respeet to the grant 
or exe re ise of an ineenti ve stock option, 
nor with respeet to any disposition of 
such shares after eertain holding 
periods. Consequent1y, issuers in 
registration app1ieations are 
inereasing1y using the non-statutory 
option plans that provide for an 85% of 
fair market va1ue exereise price. The 
amendment will bring the ru1e into 
conformanee with eurrent practice and 
make Wiseonsin's options and warrants 
registration ru1e eonsistent with the 
registration ru1es of most other states 
on this issue. 

SECTION 8. SEC 3.09(1) (b) and (e) are amended to reaq: 

SEC 3.09(1) (b) ~No investment company, other than an 

investment company that inyests mare than 80% of its assets 

in debt securities, may purehase any securities of the 

elasses speeified in this sUbseetion, if by reason thereof 
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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; 10% of its total assets in the 

securities of one or more realestate investment trusts or in 

one or more investment companies: 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 

marketablej-er .2. An investment company may not invest in 

options. financial futures or stock index futures, otherthan 

hedging positions or positions that are covered by cash or 

securities, if as aresult thereof, more than 5% of its ee~8~ 

assets i8--pHe87--e8~~87---8ef8õ6ie87---8preaõ87---88Õ---88Y 

eembi8aeieft-eflefee~ would be so invested. 

(c) No investment company may invest any part of 

its total assets in real estate or interests in real estate, 

excluding readily marketable securities; commodities--er~ 

otber than preclous metals not to exceed 10% of the 

investment company 's total assetsl cornmodity futures 

contracts or options thereon other than as perrnitted by 

investment companies gualifying for an exemption from the 
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definition of commodity pool operator under 17 CFR 4.5 

(c) (2) (i); or interests in commodity pools or oil, gas or 

other mineraI exploration or development programs. 

ANALYSIS: The SECTION makes several 
amendments particularized below to these 
two rules that limit an investment 
company from investing more than a 
specified percentage of its assets in 
certain listed categories of securities. 
The amendments update the rules to 
reflect new developments in industry 
practice and the emergence of new 
securities products that have become 
available for purchase in the marketplace 
by investment companies since this rule 
was last amended in 1980. (1) Paragraph 
(b) is divided into two sections, (b)l. 
and (b)2., to provide that the 
exclusionary language added for an 
investment company that invests more than 
80% of its assets in debt securities 
applies only to sub. 1.; (2) Language is 
added excluding applicability of the 
investment restrictions in (b)l for any 
investment company that invests more than 
80% of its assets in debt securities. 
Where an investment company has more than 
80% of its assets invested in debt 
securities, the asset investment 
limitations in (b)l. have a de minimis 
impact since collectively such 
investments cannot exceed 20% of the 
total assets of the investment company; 
(3) Language is added permitting an 
investment company subject to the rule to 
invest a maximum of 10% of its assets in 
one or more real estate investment trusts 
or investment companies. The amendment 
recognizes current industry practice that 
involves some investment companies having 
their assets invested in the securities 
of other investment companies. The 
amendment places a 10% limitation in 
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order to reduee substantially the 
duplieation-of-management-fees effeet 
that is present in a so-ealled nfund of 
fundsn-type investment philosophy used by 
any investment company; (4) Language is 
provided whieh adds options, finaneial 
futures and stock index futures to the 
list of investments subJeet to a 
5%-of-total-assets limitation; (5) 
Language is added in par. (e) modifying 
the prohibition against investment in 
eommodities to permit investment in 
preeious metals not to exeeed 10% of the 
investment eompany's total assets. The 
amendment reflects eurrent investment 
praetiees by a speeialty eategory of 
investment company whose investment 
portfolio is direeted primarily toward 
the equity securities eorporations 
involved in the mining/extraetion of 
preeious metals where the investment 
company ineludes in its portfolio 
preeious metals or coins that are legal 
tender in the eountry of the eoin's 
orJ.gl.n; (6) Language is added in par. 
(e) modifying the prohlbition against 
l.nvesting in eommodity futures 
eontraets. Theoriginal amended language 
in the public eomment draft of the 
proposed rules was modified as diseussed 
in the following paragraphs as aresult 
of public eomment letters reeeived. 
Investments in e ommodity futures 
eontraets would, however, be subjeet to 
the 5% limitation eontained in (1) (b)2. 
(7) Language is ineluded in par. (e) 
adding interests in eommodity pools to 
the list of pr6hibited investments 
speeified therein. 

As aresult of public eomment letters 
reeeived relating to the eomment draft 
form of the amendments in new subd. 
(1) (b)2., the language of the subdivision 
was modified in the following respeets: 
(i) the referenee to puts and ealls was 
deleted as being redundant in light of 
the addition of the term noptions n in the 
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eomment draft form of the rule, beeause 
puts and ea11s are mere1y types of 
options; (ii) the referenee to straddles 
and spreads was de1eted beeause they are 
1nvestment strategies, not securities; 
(iii) exclusionary 1anguage is added with 
respeet to the 5% 1imitation in subd. 
(1) (b)2. (whieh is intended to 1imit an 
investment eompanyls "risk" position with 
respeet to those securities to a maximum 
of 5% of its assets) that would exe1ude 
hedging positions or position that are 
covered by eash or seeuriti~s. Positions 
in those instruments that are "hedged" or 
"covered" are proper1y exe1uded from the 
"at risk" limitations (as was simi1ar1y 
done in the eomment draft form of 
amendments to SEC 3.09(1) (e) that 
exeluded hedging transactions from the 
prohibition therein in investing in 
eommodity futures eontraets). 

As aresult of public eomment 1etters 
reeeived, the amendment to s. SEC 
3.09(1) (e) regarding investment in 
eommodity futures eontraets is revised. 
The language of the amendment in the form 
sent out for public eomment in Ju1y, 1985 
provided that the eurrent abso1ute 
prohibition on the investment in. 
eommodity futures eontraets wou1d not 
apply where eommodity futures eontraet 
investments are used for hedging 
purposes. The amendment as revised has 
language added that eross-referenees 
re1evant administrative rule provisions 
under the federal Commodity Exchange Aet 
as administered by the federal Commodity 
Futures Trading Commission ("CFTC"), 
where investment company purehases of 
eommodity futures eontraets for hedging 
purposes is a1ready extensively treated. 
The revision is neeessary to make the 
Wiseonsin ru1e requirements for 
investments in eommodity futures 
eontraets for hedging purposes consistent 
with the CFTCl s regu1ations on this 
subJeet. The eross-refereneing of the 
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CFTC provision is consistent with the use 
elsewhere in the Wisconsin Uniform 
Securities Lawand Code of 
cross-references to substantive 
provisions in federal law, such as in s. 
551.23(8) referring to "investment 
companyas defined under 15 USC 80a-3," 
or in s. 551.60(5) authorizing the 
Commissioner to "take such action as is 
authorized under 7 USC l3a-2." 

CFTC Regulation 4.5(c) (2) (i) requires 
investment companies using financial 
futures to represent that the use of 
commodity futures or commodity options 
contracts will be solely for bonafide 
hedging purposes within the meaning and 
intent of Section 1.3(z) (1) of the CFTCls 
regulations. That section goes on to 
provide . that with respect to certain 
anticipatory or long hedge strategies, an 
alternative test may be employed to 
determine whether the investment 
companyls use of futures contracts come 
within the meaning of the bona fide 
hedging purposes limitations. 

SECTION 9. SEC 3.09(2) (Intro.), is amended to read: 

SEC 3.09(2) The policy stated or followed by any 

investment company, other than one that invests 80% or more 

of its assets in debt securities, of engaging in any material 

respect in any of the following or related speculative 

activities, whether individually or in combination, and the 

relatively greater risks or costs involved in those 
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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: 

ANALYSIS: This amendment excludes an 
investment company that invests 80% or 
more of its assets in debt securities 
from the prospectus-cover-page-disclosure 
requirements of the rule. The amendment 
is made for the same reason discussed in 
the ANALYSIS to SECTION 8 describing a 
similar amendment made to SEC 3.09(1) (b), 
Wis. Adm. Code. Namely, where an 
investment company has 80% or more of its 
assets invested in debt securities, the 
asset investment limitations have a da 
minimis impact since collectively such 
investments cannot exceed 20% of the 
total assets of the investment company. 

SECTION 10. SEC 3.09(2) (b) is amended to read: 

SEC 3.09(2) (b) Purchasing securities for short-term 

trading~, __ ~o~t~h~e~r~~tuhüa~nL-~s~edc~u~r~l~·t~l~·e~s~ __ .i~s~s~u~e~d __ ~b~y __ ~t~h~e~~Uw.uS~. 

government. 

ANALYSIS: This amendment eliminates the 
prospectus-cover-page-disclosure 
requirement under the rule where an 
investment company's investment practice 
involving purchasing securities for 
short-term trading is limited to 
securitiesissued by the U.S. 
government. The amendment is based on 
the breadth .and depth of the trading 
market for U.S. government securities 
which provides liquidity for such 
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securities on a short-term basis that is 
not present for the securities of private 
sector or municipal issuers. 

SECTION 11. SEC 3.16(2) (a) is amended to read: 

SEC 3.16(2) (a) If the issuer has engaged in transactions 

subject to the provisions of sub. (1) with officials of the 

issuer, its controlling persons or affiliates, the disclosure 

document fo r the of fe ring shall c.i.I±8e-3:e5e--a:B:---ma~e'f-:i8% 

contain a description of each of those 

transactions that are material. including any resolution of 

issues subJect to the provisions of sub. (1). 

ANALYSIS: This amendment clarifies that 
if the issuer in a registration 
application under the Wisconsin Uniform 
Securities Law has transactions that 
trigger application of the 
conflict-of-interest registration 
standards in SEC 3.16, Wis. Adm. Code, 
the disclosure document for the offering 
must containa descriptlon of each of 
those transactions that are material, 
including a description of any resolution 
of issues subject to the provisions of 
sub. (1). 

SECTION 12. SEC 3.18 is amended to read: 

SEC 3.18 COMMODITY POOL PROGRAMS. The offer or sale of 

interests in a limited partnership which will engage in the 
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buying and selling of and frad ing in, commodity futures 

contracts, options thereon, commodity forward contracts or 

similar instruments, may be deemed unfair and inequitable to 

purchasers unIess the offering complies with the provisions 

of the eeftefe%-Seeöf~~~es-Aem~ft~8~faeefS-eeHftei%-Seaeemeft~-e~ 

North American Securities Administrators Association 

Statement of policy on Registration of Commodity Pool 

Programs, adopted September 21, 1983. 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 offiees of the Wisconsin 

secretary of state and the revisor of statutes. 

ANALYSIS: This amendment substitutes for 
the registration policy previously used 
by this agency for review of applications 
for registration in Wisconsin of 
commodity pool programs, the statement of 
policy on Registration of Commodity Pool 
Programs, adopted September 21, 1983 by 
vote of members of the North American 
Securities Administrators Association, 
Inc. ("NASAA"), including Wisconsin, at 
the NASAA 1983 Fall Conferenee. 

SECTION 13. SEe 3.23(3) is amended to read: 

SEC 3.23(3) The prospectus shall contain 
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disclosure of all material facts relating to the issuer and 

the offering and sale of the registered securities. A 

prospectus meeting the requirements of form S-l under the 

securities act of 1933 that receives full reyiew by the U.S. 

securities and exchange commission is deemed to satisfy the 

requirements of this subsection. 

ANALYSIS: This amendmentprovides that 
an S-l prospectus under the federal 
Securities Aet of 1933 will presumptively 
meet the wfull disclosuren requirement in 
the rule only if the prospeetus receives 
a ~ull review as to the adequaey of the 
diselosures by the staff of the U.S. 
Securities and Exchange Commiss~on 
("SEC"). The amendment is necessary due 
to the review policy announeed by the SEC 
in October, 1980 that it would no longer 
conduct a nfull review n of all 
registration statements for adequacy of 
diselosure. Rather, full review of 
registration statements would only take 
place on a seleetive basis. An applieant 
whose registration statement will not be 
reeeiving full review is advised by 
letter from the SEC Corporate Finance 
Division within 5 days from the date the 
registration statement is filed that the 
applieant's registration statement will 
reeeive either a "limited review" or nno 
review" • 

The policy of the rule in its current 
form when it was initially promulgated in 
1970 was premised on the faet that all 
S-I registration statements under the 
federal Securities Aet of 1933 were 
subJeet to, and reeeived, a full review 
by the SEC staff for diselosure 
adequaey. Where full review by the SEe 
of an S-I registratlon statement for 
diselosure adequacy does not take place, 
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it is not appropriate for investor 
protection reasons to accord by rule a 
presumption of disclosure adequacy. 

SECTION 14. SEC 3.27(1) and (2) are amended to read: 

SEC. 3.27 EXTENSION OF REGISTRATION STATEMENTS. (1) 

Application for an extension of the offering period of a 

registrat10n statement, except onerelating to redeemable 

securities ef--aft-~ftves~meft~-eem~afty-~e~is~e~ed-~fi6e~ issued 

by an open-end management company or a face amount 

certificate companyas defined in the investment company act 

of 1940, or securities of a finance 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 reeent. The 

application shall be accompanied by a prospectus updated in 

accordance with s. SEC 3.23(5), a balanee sheet of the issuer 

as of the end of its most reeent fiscal year, and a 

comparative statement of income and changes in financial 

position and analysis of surpIus for each of the 3 most 

reeent 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 

19 



(180 days with respeet to a corporation organized and 

operated not for pr1vate profit but exclusively for 

re11gious, educational, benevolent or charitable 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 extension of the offering period of a 

registration staternent shall be by order of the commissioner, 

subject to such conditions as may be prescribed. 

(2) A registration staternent relating to redeemable 

securities ef~-eft-~ftVe8emefte-eempefty-pe~~8eepe6-~ft6er issued 

by an open-end management company or a face arnount 

certificate companyas defined in 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 staternent is automatically extended until 

it is permitted to be withdrawn or the commissioner issues a 

stop order suspending or revoking its effectiveness pursuant 

to s. 551.28, Stats., if the issuer files the reports 

required under s. SEC 3.28(1), and files with the 

cornrnissioner not less than annually during the offering 

period, within 120 days of the end of its fiscal year, a 
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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 surpIus of the issuer for the fiscal year 

meeting the requirements of s. SEC 7.06. 

ANALYSIS: The amendments to these two 
rules are necessary to reflect statutory 
changes made to sec. 551.52(1) (b), Wis. 
Stats., in 1983 Act 216, effective 
July 1, 1985 •. The statutory changes 
specified the types of investment 
companies registered under the Investment 
Company Act of 1940 that the indefinite 
registration procedure wou1d be avai1ab1e 
for--namely, open-end management 
companies and face amount certificate 
companies. Consequently, the amendment 
to sub. (2) specifies those entities for 
purposes of the rule regarding extension 
of registration statements. The 
amendment to sub. (1) is necessa ry to 
make the language of that ru1e consistent 
with sub. (2). 

SECTION 15. SEC 4.01(8) is created to read: 

SEC 4.01(8) A securities agent 1icense 1S effective to 

authorize the licensee to effectuate transactions only in the 

types or categories of securities that the 1icensee has been 

qua1ified to sell by passing the examinations specified in 

sub. (3). 
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ANALYSIS: This SECTION restricts; 
pursuant to the Commissioner's authority 
under sec. 551.32(7), Wis. Stats., the 
effectiveness of a securities agent 
1icense, to authorize effectuating 
transactions only in those types or 
categories of securities which the agent 
has been qua1ified by examination to 
sell. Th1S ru1e is consistent with 
section SEC 4.01(3), Wis. Adm. Code, 
which exempts an app1icant for an initia1 
1icense as an agent from the requirement 
to pass certain general securities 
business examinations where the 
app1icant's proposed securities 
activities wi11 be restricted and the 
app1icant passes each examination 
enumerated in section SEC 4.01(3) (b) to 
(d), Wis. Adm. COde, that re1ates to the 
app1icant's proposed securities 
activities. 

SECTION 16. SEC 4.03(1) (r) is amended to read: 

SEC 4.03(1) (r) A register relating to each offering 

part1cipated in by the broker-dea1er under the registration 

exemption provisions of s. 551.23(10), (11) and (19), Stats., 

or made pursuant to an order of exemption issued under s. 

551.23(18), Stats., 1im1ting the number of offers or sa1es 

permitted in Wisconsin, containing the following informationL 

1. As to offers made under s. 551.23(11). Stats •• or offers 

made pursuant to an order of exemption issued under s. 

551.23(18), Stats., that limits offers, the name and address 

of each offeree of the broker-dea1er, the date the offer was 

made, the control number on any offering circular or other 
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advertising material given to the offeree, the names of all 

persons making the offer, and the date of any sale as a 

result of the offer.: and 2. As to offerings made under s. 

551.23(10) and (19), Stats., or made pursuant to an order of 

exemption issued under s. 551.23(18), Stats., that 1imits 

sales, the name and address of eaeh purehaser, the date the 

sale was made, the eontro1 number on any offering eireular or 

other advertising material given to the purehaser and the 

names of all persons making the sale. 

ANALYSIS: This amendment makes the 
eontents of the required register 
consistent with the offer or sale 
1imitations speeifie to the re1evant 
exemptions. Thus, beeause s. 551.23(11), 
Stats., and the speeified orders of 
exemption under s. 551.23(18), Stats., 
1imit the number of offers whieh may be 
made in reliance on those exemptions, the 
register shou1d provide the information 
neeessary to verify compIianee with these 
limits. Simi1arly, beeause s. 551.23(10) 
and (19), as weIl as the speeified orders 
of exemption under s. 551.23(18), Stats., 
1imit the number of·sa1es whieh may be 
made in reliance on those exemptions, the 
register shou1d provide the information 
neeessary to verify compIianee with these 
1imits. 

SECTION 17. SEC 4.04(10) is ereated to read: 

SEC 4.04(10) Eaeh broker-dea1er sha11 file annua11y with 

the eommissioner not 1ater than November 30, areport 

23 



identifying eaeh of its braneh offiees loeated in this state 

on Form BDBrO(WI) designated by the eommissioner in s. SEC 

9.01(1) (b). 

ANALYSIS: This SECTION establishing a 
filing requirement relating to a 
broker-dealer's Wiseonsin braneh offiees 
does not require any new o~ additional 
information to be filed by a lieensed 
broker-dealer beyond that whieh is 
eurrently filed. This is beeause the 
identieal information relating to 
Wiseonsin braneh offiees is eurrently 
provided annually by lieensed 
broker-dealers on the farms used under 
the annual lieense renewal proeedure in 
s. SEC 4.07, Wis. Adm. Code. The 
amendment is neeessitated by 
implementation in Wiseonsin of renewal of 
broker-dealerlieenses through the 
Central Registration Depository (CRD) 
diseussed in the ANALYSIS to SECTION 19. 
Information regarding braneh offiees 
loeated in Wiseonsin of lieensed 
broker-dealers will not be available 
under the CRD and, therefore, the 
separate notifieation and filing 
proeedure regarding Wiseonsin braneh 
office of broker-dealers is neeessary. 

SECTION 18. SEC 4.05(7) is amended to read: 

SEC 4.05(7) Every broker-dealer whose prineipal office 

is loeated in this state. other than a broker-dealer engaged 

solely in the offer and sale of either interests in direet 

participation programs or securities issued by open-end 

investment companies, faee amount eertifieate eompanies or 
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unit investment trusts registered under the investment 

company act of 1940, shall have at least one licensed person 

employed on a full-time basis at its principal office. 

ANALYSIS: This amendment creates an 
exclusion from the requirement in the 
rule that every broker-dealer whose 
principal office is located in this state 
must have at least one licensed person 
employed on a full-time basis at its 
principal offiee. The purpose of the 
rule is to assure that when a customer of 
a licensed broker-dealer needs immediate 
securities transaction services or advice 
~egarding the customerls account, there 
will be at least one licensed securities 
agent--at the broker-dealer's principal 
office if not at each branch 
office--during regular business hours to 
service the account. The exclusion is 
provided because customers of 
broker-dealers engaged solely in the 
offer or sale of either direct 
participation program securities or 
investment company securities--which 
broker-dealers are often small, 
one-office operations--do not have 
transactions that are timing-sensitive 
requiring immediate execution for 
buy/sale transactions in trading 
markets. For those "specialty· 
broker-dealers, the staffing requirement 
of the rule in its current form is a 
hardship and does not appear at this time 
to be necessary for investor protection 
purposes. Howevert the Commissioner of 
Securities office will monitor the 
after-effects of creating the exclusion 
under this rule to determine if any 
adverse effects on customers take place 
that would warrant re-evaluation of the 
appropriateness of the exclusion. 
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SECTION 19. SEC 4.07(1} (a) is amended to read: 

SEC 4.07 LICENSE PERIOD.. (I) (a) The license of any 

broker-dealer wnese-fteme-eemmeftees-wien-efty-er-efie-ieeeefs-A 

eftfeögft-B-e~~iEes-Mefeh-~i-reiiewing-efie-deee-er-issöeftee--er 

efte--i±eeftSe7--efie--iieeftse--er--eftY-Bfe~ef-deeief-whese-fteme 

eemmeftees-wieh-efty-er-efie-ieeeefs-B-efifeögh-r-e~~ifes-J~fte-~& 

reiiewing-efie-deee-er-isSHeftee-er-efie-iieeftSei-efie-iieeftse-er 

efty-ef6~ef-deeief--whese--name--e6mmenees--wieh--eny--er--efie 

Bf6~ef-deeief--whese-neme-eemmenees-wiefi-eny-er-efie-%eeeefs-P 

eftf6Hgh-S expires at midnight December 31 following the date 

of issuance of the license. 

ANALYSIS: This amendment establishes 
midnight on December 31 as the uniform 
expiration date for all broker-dealer 
licenses. The December 31 date 
coordinates with the license expiration 
and renewal dates established by the 
central Registration Depository (nCRD") 
of the National Association of Securities 
Dealers, Inc. ("NASD"), as developed 
under contract with the North American 
Securities Administrators Association, 
Inc. (nNASAA n). The Commissioner was 
given the authority to adopt the CRD in 
Chapter 53, Laws of 1981, effective 
January 1, 1982. Implementation of the 
CRD in Wisconsin began during August, 
1983. 
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read: 

The CRD eliminates duplieative filing and 
lieensing requirements for broker-dealers 
and their securities agents that do 
business in a number of states by 
providing for a single, central automated 
system for filing and proeessing 
lieensing applieation information and 
materials. Under the CRD, broker-dealer 
and agent applieants for lieense submit 
the required information to the NASD at 
its Washington, D.C. main offiee where 
the information is plaeed in a computer 
bank. Eaeh state that is a member of the 
CRD system is eonneeted with the central 
computer from whieh all lieensing 
information ean be examined and 
retrieved, thus eliminating the need for 
paperwork relating to lieense 
applieations. 

SECTION 20. SEC 4.07(1) (e) is repealed. 

ANALYSIS: This separate SECTION is 
ereated at the reeommendation of the 
Rules Clearinghouse to separately treat 
in thiS seetion the repeal of SEC 
4.07(1) (e), from the treatment of the 
repeal and reereation of SEC 4.07(1) (b) 
in SECTION 21. 

SECTION 21. SEC 4.07(1) (b) is repealed and reereated to 

SEC 4.07(1) (b) The lieense of an agent for a 

broker-dealer expires at midnight on Deeember 31 following 

the date of issuanee of the lieense. 
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ANALYSIS: This SECTION does the 
following: (1) eombines into one 
paragraph the two existing ru1e 
provisions in seetions SEC4.07 (1) (b) and 
(e), Wis. Adm. Code, relating to the 
1ieense expiration date for an agent of a 
broker-dea1er; and (2) estab1ishes 
midnight on Deeember 3~ as the uniform 
expiration date for the 1ieense of an 
agent of a broker-dealer. The Deeember 
31 date eoordinates with the uniform 
expiration date of a broker-dea1e~'s 
1ieense diseussed in the ANALYSIS to 
SECTION 19. 

SECTION 22. SEC 4.07(1) (d) and (e) are renumbered SEC 

4.07 (1) (e) and (d), respeetive1y. 

ANALYSIS: These paragraphs are 
renumbered beeause of the repea1 and 
reereation of paragraphs (b) and (e) of 
seetion SEC 4.07, WiS. Adm. Code, into a 
single paragraph (b) in SECTION 21. 

SECTION 23. SEC 7.01(2) (e) and (d) are amended to read: 

SEC 7.01(2) (e) App1ieation for opinion eonfirming an 

exemption or an exe1usion from a definition ••••••• ~59 S100. 

(d) Notice fi1ed under s. 551.22(10} or (14), Stats.,· 

or under s. 551.23(12), Stats., or under s. SEC 2.02(10} (b), 

o r (e) •••••••••••••••••••••••••••••••••••••••••••• $5& illJl... 

ANALYSIS: These amendments inerease to 
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$100 the eurrent $~O fee preseribed under 
par. (2) (e) for staff examination of 
applieations for issuanee of opinions 
eonfirming a registration exemption or a 
definitional exelusion, and the eurrent 
$50 fee preseribed under par. (2) (d) for 
staff review of filings made under the 
statute and rule provisions listed. The 
higher fees are needed to offset the 
effeets of inflation as weIl as the eosts 
to proeess and review these filings whieh 
have inereased S1nee these fees were last 
raised in 1977. 

SECTION 24. SEC 7.01(5) (b) is amended to read: 

SEC 7.01(5) (b) Issuanee of an interpretive opinion under s. 

551.64(5), Stats .................................. -$2!GG~. 

ANALYSIS: This amendment increases to 
$300 the eurrent $200 examination fee 
preseribed under par. (5) (b) for issuanee 
of an interpretive opinion. The higher 
fee is neeessary to offset the effeets of 
inflation as weIl as the eosts to proeess 
and review interpretive opinion requests 
whieh have inereased sinee this fee was 
last raised in 1977. 

SECTION 25. SEC 9.01(1) (b)14. is ereated to read: 

SEC 9.01(1) (b)14. BDBrO(WI). Broker-dealer Wiseonsin 

braneh office report. 

ANALYSIS: This SECTION 1dentifies the 
separate report required to be filed with 
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· the Wiseonsin Commissioner of 
offiee by.' Wiseonsin braneh 
lieensed broker-dealers under 
4.04(10), Wis. Adm. eode, 
SECTION 17. 

Seeur ities 
offiees of 

seetion SEC 
ereated in 

SECTION 26. SEC 31.01(2) (b) is amended to read: 

SEC 31.01(2) (b) Payment referred to in part (a) of this 

rule whieh is made in the form of a lump sum, installments, 

periodie royalties, profits, or eash flow, or is or may be 

refleeted in the price of goods, serviees, equipment, 

inventory or real estate sold or leased by the lieensor to 

the distributor or lieensee. 

ANALYSIS: This amendment provides that 
payments made under a lease arrangement, 
as weIl as those under a sales 
arrangement, ean be used for determining 
whether a "franehise fee" is present for 
purposes of the definition of that term 
in sub. (2). 

SECTION 27. SEC 32.02 is amended to read: 

SEC 32.02 PERIODIC REPORTS REOUIRED FOR 

FRANCHISORS. Franehisors, or their agents, 

EXEMPT 

or 

representatives offering to sell or selling franehises in 

this state under s. 553.22, Stats., or s. SEC 32.05(1) (e) 

shall file with the eommissioner within a period of 120 days 
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from the last date of each of their fiscal years a copy of 

their current offering circular prepared in the form required 

by s. SEC 32.06, or disclosure document prepared in the form 

required by 16 CFR Part 436, the Federal Trade Commission's 

disclosure requirements and prohibitions concerning 

franchising and business opportunity ventures. All periodic 

reports shall be signed by an officer or general partner of 

the franchisor in the manner prescribed by s. SEC 32.11. 

ANALYSIS: This amendment requires a user 
of the franchise registration exemption 
created in SECTION 28 to file the same 
periodic report information with the 
Commissioner as is required to be filed 
under the parallel registration exemption 
in sec. 553.22, Wis. Stats. 

SECTION 28. SEC 32.05(1) (b) is amended to read: 

SEC 32.05(1) (b) Any offer to sell or sale of a franchise 

which includes payment by a person for the right to 

participate in a distribution or marketing plan where such 

payment, computed on an annual basis, does not exceed ~~99 

~ in excess of the bona fide wholesale price for such 

product or service in wholesale transactions. 

ANALYSIS: The amendment increases to 
$250 from its current $100 level, the 
dollar threshold for use of this 
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registration exemption. Beeause the 
policy bas1s for the exemption is that in 
arrangements where only a nominal 
"franehise fee" is involved the 
registration proeess is not warranted, 
this amendment is neeessary to offset the 
effeets of inflation regarding what is 
considered "norninal" inasmueh as the $100 
threshold in the rule has not been 
inereased sinee 1972 when it was 
originally promulgated. 

SECTION 29. SEC 32.05(1) (e) is repealed and recreated 

to read: 

SEC 32.05(1) (e) Any offer to sell, or sale, of a 

franehise if all of the following eonditions are met: 

1. There is filed on behalf of the franchisor an 

irrevoeable guaranty of performance in the form required by 

the commissioner pursuant to whieh a corporation owning at 

least 80% of the franchisor absolutely and unconditionally 

guaranties the franchisor's performance of its obligations 

under the franchise agreements. 

2. The corporation acting as guarantor in subd. 1. has a 

net worth on a eonsolidated basis aeeording to its most 

reeent audited financial statement of not less than 

$5,000,000. 
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3. The franehisor either: a.has at least 25 franehisees 

eondueting the business of the franehise at 25 loeations in 

this state at all times during the 5-year period immediately 

preeeding the offer or sale; or b. has eondueted business 

whieh is the subJeet of the franehise eontinuously for not 

less than 5 years preeeding the offer or sale. 

4. The franehisor diseloses in writing the information 

required under s. SEC 32.01(3) to eaeh prospeetive franehisee 

at least 10 business days prior to the exeeution by the 

prospeetive franehisee of any binding franehise or other 

agreement or at least 10 business days prior to the reeeipt 

of any eonsideration, whiehever first oeeurs. 

5. There is filed, by or on behalf of the franehisor, at 

least 10 business days prior to the offer of a franehise in 

this state, a notice of the proposed offer or sale, ineluding 

any prospeetus, eireular or other material to be delivered to 

prospeetive franehisees and other information the 

eommissioner may require, and the eommissioner does not by 

order withdraw, deny or revoke the exemption within 10 

business days. 

ANAr,.YSIS: 
existing 

This SECTION replaees 
rule under 
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32.05(1) (c)--which was vague and 
unworkable--with a so-called "blue chip 
guarantor" exemption using the 
Commissioner's authority under sec. 
553.25, Wis. Stats. The new rule is a 
companion registration exemption to the 
so-called "blue chip franchisor" 
exemption in sec. 551.22, Wis. Stats., 
and is necessary to cover situations 
where the intent, but not the language, 
of the statute exemption applies. The 
rule accords an exemption on the basis 
that registration is not necessary 
because the rule exemption in subd •• 2. 
and 3. thereof has parallel net worth and 
number-of-operating franchisee 
requirements to those prescribed in (1) 
and (2) of the statutory exemption. 
Subdivision 4. of the rule exemption has 
the identical written-disclosure-to 
franchisee requirement as that 
established in (3) of the statutory 
exemption, and subd. 5. of the rule 
exemption establishes alO-business day 
notice filing requirement with the 
Commissioner of Securities office. 

SECTION 30. SEC 32.05(1) (d), 1S created to read: 

SEC 32.05 (1) (d) • Any offer to sell or sale of a 

franchise to any of the following: 

1. The franchisor of the franchise1 

2. A bank, trust company, credit union or savings and 

loan association purchasing a franchise for its own account. 

ANALYSIS: This amendment creates a 
registration exemption under the 
Commissioner's authority in sec. 553.25, 
Wis. Stats., to exempt from registrat10n 
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any offer or sale of a franehise where it 
is determined that registration of the 
franehise is not necessary for the 
protection of investors. The rule 
provides a registration exemption for the 
offerlsale of the franehise to the 
franchisor itself or to the listed 
financial institutions in subd. 2. of the 
rule. Registration is not necessary for 
the protection of those purchasers 
because: (1) with respeet to the 
franchisor as a purchaser, no one is more 
knowledgeable about the franehise than 
the franchisori and (2) with respeet to 
the designated financial institutions, 
they have the financial and investment 
expertise to adequately evaluate making 
an investment decision whether or not to 
purchase a franchise, and they have the 
bargaining power toenable them to 
negotiate the terrns and conditions of the 
sale of a franchise. The rule paral1els 
an equivalent so-called "exempt 
accountn/"institutional investor n 
securities registration exemption in sec. 
551.23(8), WiS. Stats., and also 
parallels a similar ru1e exemption under 
the franchise law in I11inois. 

SECTION 31. SEC 32.11 is amended to read: 

SEC 32.11 SIGNING OF APPLICATIONS. An application for 

registration under s. 553.26, Stats., a registration renewal 

staternent under s. 553.30, Stats., an application to arnend a 

registration staternent under s. 553.31, Stats.,--ef an 

application for an opinion confirming an exemption from 

registration under s. 553.22, Stats •• a notlce fi1ing under 

s. SEC 32.05(1) (c) or an app1ication for an order of 
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exemption under s. 553.25. Stats., shall be signed by an 

offieer or general partner of the applieant, as the ease may 

be, however, it may be signed by another person hOlding a 

power of attorney for such purposes from the applieant and, 

if signed on behalf of the applieant pursuant to such power 

of attorney, shall inelude, as an additional exhibit, a eopy 

of said power of attorney or a eopy of the eorporate 

resolution authorizing the person signing to aet on behalf of 

the applieant. 

read: 

ANALYSIS: This SECTION makes the 
following amendments: (I) Provides that 
the offieerigeneral partner 
s1gnature-of-applieation requirement 
applies to the filing for a registration 
exemption under s. SEC 32.05(1} (e) 
created in SECTION 29; (2) Correets an 
inadvertent omiss1on in the rule by 
requ1r1ng an application for issuanee of 
an order of exemption to be signed by an 
offieerIgeneral partner of the 
applieant. The amendment makes the 
signature requirement for exemption order 
applicants the same as that preseribed 
for all other applieants--whether for 
registration, registration amendment or 
renewal, or for an exemption opinion. 

SECTION 32. SEC 35.01(1} (a) and (e) are amended to 

SEC 35.01(1} (a) Applieation for opinion eonfirming 

exemption from registration under s. 553.22, 553.23 or 
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553.25, Stats., or a notice filing under s. SEe 32.05(1) (e) 

••.•.•.•..•..•.•.••.....••••.••..•...•••..••.•.•.. • $250. oo. 

SEC 35.01(1) (e) Applieation for interpretative opinion 

under ch. 553, Stats., •••••••••••••••••••• $S&.~~$300.00. 

ANALYSIS: SECTION makes the following 
amendments: (1) Preseribes under (1) (a) 
the same $250 examination fee for review 
of a franehise exemptionfi1ing under the 
ru1e ereated in SECTION 29 as that 
eurrently provided in the ru1e for review 
of a para1le1 registration exemption 
fi1ing under see. 553.22, Wis. Stats.1 
(2) Increases to $300 the interpretative 
opinion fee under Chapter 553, Stats., 
whieh has not been ehanged sinee 1972 
when th1s ru1e was original1y 
promulgated. The inerease refleets the 
higher staff and overhead eosts and 
expenses for reviewing and rendering 
interpretive opinions as weIl as the 
effeets of inflation sinee 1972, and 
makes the fee consistent with the $300 
interpretive 0p1n1on fee for Chapter 551 
matters as amended in SECTION 24. 

SECTION 33. SEC 35.02(1) (b) is amended to read: 

SEC 35.02(1) (b) All advertising required to be filed by 

a registrant or by any franehisor, person or app1ieant doing 

business within the state of Wiseonsin subjeet to the seope 

of the ehapter within the meaning of s. 553.59, Stats., and 

required to be filed by virtue of ss. 553.22(4) i or 553.26 
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and 553.53, Stats., shall be f iled with the commiss ione r in 

dup1icate not less than 5 days prior to the date of use 

thereof or such shorter period as the commissioner may 

permit, and shall not be used in this state until a-eepy 

eftefeei7-mafke6-W~eft-ariewaftee-fer-~8e-by--efte--eemm~8s±efter, 

fta8-beeft-feee~ve6-frem the comm1ssioner has allowed its use. 

ANALYSIS: This amendment changes the 
requirement that a registrant or 
franchisor who files advertising 
materials under the rule must wait unti1 
allowance for use from of the materials 
is received the Commissioner--usua11y 
through the U.S. mail. The change 
enables the staff to give verba1 
allowance for use of advertisements in 
circumstances warranting expedited 
treatment. The amendment makes the rule 
lan~uage as well as the advertising 
reV1ew procedure under the ru1e 
consistent with that in the companion 
advertising filing rule under Chapter 
551, Stats., in section SEC 7.02(2), Wis. 
Adm. Code. 

* * * * 
The rules and amendments contained in this Order sha11 

take effect as provided in sec. 227.026(1) (Intro.), Wis. 
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Stats., on the first day of the rnonthfollowing publication 
in the Wisconsin Adrn~nistrative Register. 

Dated this day of _________________ , 1985. 

(SEAL) 

ULICE PAYNE, JR. 
Cornrnissioner of Securities 

39 



WISCONSIN LEGISLATIVE COUNCIL rr:CRCl 
~ 

RULES CLEARINGHOUSE 

RONALD SKLANSKY 
DIRECTOR 

.' (Phone 266·1946) 

RICHARD SWEET 
ASSISTANT DIRECTOR 

. (Phone 266·2982) 

CLEARINGHOUSE REPORT 
TO AGENCY. 

ROOM 147 NORTH, STATE CAPITOL 
MADISON, WI 53702 
PHONE 608·266·1304 

BONNIE REESE 
EXECUTIVE SECRETARY 

[THIS REPORT HAS BEEN PREPARED PURSUANT TO S. 227.029, STATS., 
AS CREATED BY CH. 34, LAWS OF 1979. THIS IS A REPORT ON A RULE AS 
ORIGINALLY PROPOSED BY THE AGENCY; THE REPORT 1/IAY NOT REFLECT 
THE FINAL CONTENT OF THE RULE IN FINAL DRAFT fORM AS IT WILL BE 
SUBMITTED TO THE LEGISLATURE. THIS REPORT CONSTITUTES A REVI~A OF, 
BUT NOT APPROVAL OR DISAPPROVAL OF, THr SUBSTANTIVE CONTENT AND 
TECHNICAL ACCURACV OF THE RULE.] 

CLEARINGHOUSE RULE 85-120 
AN ORDER to repeal SEC 2.01 (10) and 4.07 (1) (e); to renumber SEC 2.01 
(11) and 4.07 (1) (d) and (e); to amend SEC 2.01 (1) (a) 3, 2.02 (3) (b) 
and (10) (f) 4, 3.01 (1), 3.03 (5), 3.09 (1) (b) and (e) and (2) (intro.) 
and (b), 3.16 (2) (a), 3.18, 3.23 (3), 3.27 (1) and (2), 4.03 (1) (r), 
4.05 (7), 4.07 (1) (a), 7.01 (2) (e) and (d) and (5) (b), 31.01 (2) (b), 
32.02, 32.05 (1) (b), 32.11, 35.01 (1) (a) and (e) and 35.02 (1) (b); to 
repeal and recreate SEC 4.07 (1) (b) and 32.05 (1) (e); and to ereate SEC 
4.01 (8), 4.04 (10), 9.01 (1) (b) 14 and 32.05 (1) (d), relating to 
securities and franehise registration exemptions; securities registration 
standards, requirements and procedures; securities broker-dealer and agent 
lieensing requirements and proeedures; and securities and franehise 
examination fees. 

Submitted by OFFICE OF THE COMMISSIONER OF SECURITIES. 
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lEGISlATIVE COWICIl RUlES ClEARINGHOUSE REPORT 

(Pursuant to s. 227.029, Stats.) 

1. REVIEW OF STATUTORY AUTHORITY (s. 227.029 (2) (a)] 

a. Rules appear to be within the ageney's statutory 
authority 

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

e. Conment attaehed )2(yes D no 

2. REVIEVI OF RUlES FOR FORM. STYLE AND PLACEMENT IN ADMINISTRATIVE 
CODE [s. 227.029 (2) (e)] . 

a. Rules sat1sfactory ~ 
b. Ru I es unsat1s faetory D 
e. Conment attaehed )( yes D no 

3. REVIEl4 OF RULES FOR CONFLICT WI.TH OR DUPLICATION OF EXISTING RULES 
[s. 227.029 (2) (d)] . 

JC a. Conflict or duplieation not noted 

b. Conflict or dup11eation noted D 
e. Comment attaehed D yes )(' no 

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

a. Referenees appear to be adequate )( 
b. Referenees appear to be inadequate o 
c. Comment a ttaehed D yes ~no 

5. REVlEW OF LANGUAGE OF RULES FOR CLARITY, GRAMMAR. PUNCTVATION 
AND PLAINNESS (s. 227.029 (2) (f)] 

a. Rules satisfactory 'Jj(' 
b. Rules unsatisfaetory D 
c. Comment attaehed '%.. yes D no 

6. REVlEW OF RUlES FOR POTENTTAL CONFLICTS HITH. AND CCl1PARABILITY 
TO, RELATEO FEDERAL REGULATlONS [s. 227.029 (2) (g)] 

a. No problems noted ~ 
b. Problems noted D 
e. Conment attaehed D yes }(no 

7. RE'IIEW OF RULES FOR PERMITACTION DEADLINE (s. 227.029 (2) (il) 

a. No problems noted ~ 
b. Problems noted D 
e. COllll1ent attaehed D yes (no 

WlCS 
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RULES CLEARINGHOUSE 
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DIRECTOR 
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RICHARD SWEET 
ASSISTANT DIRECTOR 
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ROOM 147 NORTH, STATE CAPITOl 
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CLEARINGHOUSE RULE 85-120 

COMMENTS 

PHONE 608·266·1304 

BONNIE REESE 
EXECUTIVE SECRET ARY 

August 30, 1985 

[NOTE: Allcitations to IIManual ll in the comments 
below are to the Administrative Rules Procedures 
Manual, prepared by the Revisor of Statutes Bureau 
and the Legislative Council, dated June 1984.] 

1. Statutory Authority 

The proposed rule appears to be within the statutory authority of the 
Commissioner of Securities. However, the following statutory provlslons 
were cited as rUle-making authority which do not specifically confer such 
authority: ss. 551.58 (1) and 553.22 (4), Stats. 

2. Form, St yle and Placement in Administralive Code 

a. It i s not necessary to repeat the code chapter des i gnat i on II SECII 
in listing the sections treated by the proposed order in the relating 
clause. [See Example, s. 1.02 (1), Manual.] 

b. SECTIONS 3 and 21 of the proposed rule are unnecessary. When a 
rule section is repealed, renumbering of all subsequent subdivisions is 
not necessary; a gap in the numerical order of the subdivisions of a rule 
can signal to the reader that a code provision has been repealed. 

c. SECTIaN 20 of the proposed rule attempts to include two rule 
sections which are affected by different treatments in the same SECTION of 
the draft. Whenever two rule sections are affected by different 
treatments, each should be treated separately, in numerica1 order, in 
separate SECTIONS of the draft. [See s. 1.04 (2) (b), Manual.] 
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d. The language being added to s. SEC 3.18 incorporates an outside 
standard by referenee. The analysis following SECTION 12 should indicate 
whether the AttorneyGeneral and Revisor of Statutes have given permission 
for the incorporation by referenee. [See s. 2.03 (1), Manual.] 

e. In two places in SECTION 16 of the proposed rule, "As" should be 
substituted for "as." 

f. In SECTION 28 of the proposed rule, a colon should follow 
"either." The letters "a." and "b." should be substituted for "(i)" and 
II (' ') " 11. 

5. Clarity, Grammar, Punctuation and Plainness 

a. In SECTION 6 of the proposed rule, the language establishing the 
reasonableness of commissions and other compensation is unclear. Is the re 
a distinction between "underwriter's and seller's discounts, commissions 
and other compensations" and "other expenses paid or payable in connection 
with the offering and sales of the securities"? It appears from the 
context that some expenses are included in the second term which are not 
included in the first; perhaps the distinction would be clearer if the re 
were a defi ni t i on of II compensa.t i on" and II offeri ng expenses." 

b. The analysis accompanying SECTION 7 of the proposed rule refers 
to a distinction between "incentive" and "non-statutory" options. This 
distinction does not appear in the rule as drafted. 

c. In SECTION 13 of the proposed rule, it is unclear whether a 
prospectus must be approved in some way by the Federal Securities and 
Exchange Commission in order to be deemed to satisfy the full disclosure 
requirements. 

d. The commissioner's use of a plain language analysis following 
each SECTION makes the proposed rule more understandable to the reader. 



Report Prepared by the 
Office of the Commissioner of Securities 

Relating to Amendments to the 
Rules of the Commissioner of Securities 

(a) 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 
ambiguous7 adopting or amending rules necessary to 
effectively regulate new circumstances or 
developments which have occurred in the industry 
and the marketplace that require regulatory 
treatmentl formally adopting and incorporating by 
referenee a securities registration guideline 
relating to commodity pool programs previously 
adopted by a national securities administrators 
association of which Wisconsin is a member. 

(2) Copies of the Comment Draft of the rule revisions 
containing an explanatory ANALYSIS to each amended 
section were distributed during July, 1985 to the 
entire mailing list for this agency's Wisconsin 
Securities Bulletin. The Sulletin mailing list 
includes the general pUblic, securities 
broker-dealer and investment adviser licensees, 
securities and franehise registrants, securities 
and franehise law practitioners, securities and 
franehise trade associates and regulatory bodies, 
and to other interested persons. A cover letter 
from the Commissioner that accompanied the Comment 
Draft requested written comments on the proposed 
revisions or testimony at the public hearing held 
at the State Capitol in Madison, Wisconsin. 

(3) During the public comment period and as aresult of 
the public hearing, five letters were received 
setting forth specific comments on the rules as 
proposed. 

(4) The public hearing on the rule revisions was held 
September 17, 1985 at 10:00 a.m. in Room4l5 
Northwest of the State Capitol. 

(i) 
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(5) At the public hearing, testimony was presented by 
five persons (other than staff), three of whom also 
submitted comment letters referred to in para. (3). 

(6) Several of the comments made in the comment letters 
and in hearing testimony resulted in changes and 
modifications to the rules as identified in sub. 
(c) of this Report. 

(7) It is appropriate in the public interest and for 
the protection of investors for the Wisconsin 
Commissioner of Securities to exercise his 
authority under sec. 551.63(2), Wis. Stats., for 
the purpose of cooperating with the securities 
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 the North American 
Securities Administrators Association, Inc. 
(nNASAAn ) in SECTION 12 of the Proposed Rules. 
Pursuant to the requirements of sec. 227.025, Wis. 
Stats., this agency requested and has since 
received on October 8, 1985, authorization from the 
Attorney General and the Revisor of Statutes to 
incorporate by reference the regulatory standard 
identified in SECTION 12. 

(8) It is appropriate in the public interest and for 
the protection of Wisconsin investors for the 
Commissioner to seek to exercise his rule-making 
authority under sections 551.63(1) and (2), 
551 • 23 ( 3 ) (d), 551. 23 ( 18), 551.27 (10), (Il) and 
(12),551.31(4),551.32(7),551.33(1), and (2), 
551.52(3), 553.22(4), 553.25, 553.27(3), 553.53, 
553.58 and 553.72(3), Wis. Stats., to amend, adopt 
and repeal the attached rules to carry out the 
purposes of Chapter 551, Wis. Stats., the Wisconsin 
Uniform Securities Lawand Chapter 553, Wis. 
Stats., the Wisconsin Franchise Investment Law. 

(b) statement Explaining Need for Ru1es 

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 cur'rently in 
effeet promu1gated under Chapter 551, Wis. Stats., the 
Wisconsin Uniform Securities Lawand Chapter 553, the 
Wisconsin Franchise Investment Law. Each SECTION in the 



rules that adopts, repeals or amends a ruIe is foliowed by a 
separate explanatory ANALYSIS which discllsses the nature of 
the revision as weIl as the rationale behind andfor the 
necessity for it. 

The principal areas of the revisions to the rules 
include: (1) amending certain securities and franehise 
registration exemptions7 (2) amending an existing securities 
registration policy (relating to open-end investment 
companies) and amending the securities registration standards 
dealing with commissions and expenses and with options/ 
warrants; (3) incorporating by referenee a securities, 
registration policy relating to commodity pool programs 
adopted by NASAA; (4) amending licensing rules toenable 
implementation of broker-dealer licensing through the Central 
Registration Depository; (5) amending numerous sections of 
the securities broker-dealer, agent and investment adviser 
licensing provisions dealing with recordkeeping andreporting 
requirements; (6) revising various of the examination fees 
prescribed for filings made under the securities lawand 
franehise law. 

(iii) 



(c) Explanation of Modifications Made as aResult of Public 
Comment Letters and Public Hearing Testimony 

As aresult of comments received in two comment letters, 
the proposed rule in SECTION 6 of the attached draft 
(relating to increasing the presumed-reasonable sales 
compensation level rule of SEC 3.01(1» is revised to clarify 
the intent of the amendments that th ey apply only to 
corporate equity offerings. This clarification is done by 
adding the language "corporate equity" before the language 
"offerings of n in line 6 of SECTION 6 of the public comment 
draft of the rule. 

The purpose of the principal amendment increasing the 
presumed reasonable sales commission level--namely, to reduce 
the disadvantage that "small" securities offerings are placed 
yis-a-vis large offerings -- wa,s derived from the remarks of 
variouscommentators on the regulatory impact certain 
securities law regulations have on small business capital 
formation. Those comments were reflected in the March, 1982 
Report of the Wisconsin Commissioner of Securities Citizen's 
Advisory Committee on the Raising of Venture Capital in 
Wisconsin. Similar remarks have been made by other 
commentators. 

The context in which those comments regarding nreducing 
the disadvantage faced by small offerings" have been raised, 
however, is incident to discussions of the impact of 
securities registration requirements on corporate equity 
offerings. This was exemplified by the 1982 Citizens 
Advisory Committee Report language which, on page four 
thereof, referred to corporate equity offerings in discussing 
the impact of administrative rule limitations on commissions 
and ottering expenses. Also, the commissions and offering 
expenses rule provision was just one of several rule 
provisions discussed in the 1982 Advisory Committee 
Report--the others included options and warrants, promotional 
stock and promoters investment--all of which comments based 
their applicability on corporate equity offerings. 
Additionally, common stock offerings by corporations is the 
context in which the majority of small businesses raise 
capital and is thus the context in which facilitating capital 
formation by such entities is sought to be furthered. No 
comments have ever been raised that the commissions and 
offering expenses limitation in the context of limited 
partnership otteringa or corporate debt offerings is too 
restrictive. Thus, application of the proposed rule revision 
in s. SEC 3.01(1) to other types of securities 

(iv) 



offerings--sueh as eorporate debt offerings or limited 
partnership offerings--would be unintended, unneeessary and 
inappropriate~ 

Also, it is to be not ed that s. SEC 3.01(1) is not 
intended to be applieable in the context of limited 
partnership offerings beeause those offerings are subjeet to 
separate and distinet regulatory guidelines that inelude 
eoverage of eommissions and offering expenses (see for 
example SEC 3.11 regarding real estate limited partnerships, 
SEC 3.12 regarding oil and gas limited partnerships, SEC 3.13 
regarding eattle feeding limited partnerships, SEC 3.18 
regarding eommodity pool limited partnerships and SEC 3.19 
regarding equipment leasing limited partnerships.) 

As aresult of pUblic eomment letters reeeived relating 
to theeomment draft form of the amendments in new subd. 
(1) {b)2., the language of the subdivision was modified in the 
following respeets: (i) the referenee to puts and ealls was 
deleted as being redundant in light of the addition of the 
term "options" in the eomment draft form of the rule, beeause 
puts and ealls are merely types of options; (ii) the 
referenee to straddles and spreads was deleted beeause they 
are investment strategies, not securities; (iii) exclusionary 
language is added with respeet to the 5% limitation in subd. 
(1) {b)2. (whieh is intended to limit an investment eompany's 
"risk" position with respeet to those securities to a maximum 
of 5% of its assets) that would exelude hedging positions or 
positions that are covered by eash or securities. Positions 
in those .instruments that are "hedged" or "covered" are 
properly exeluded from the "at risk" limitations (as was 
similarly done in the eomment draft form of amendments to SEC 
3.09(1) (e) that exeluded hedging transactions from the 
prohibition therein on investing in eommodity futures 
eontraets). 

As aresult of public eomment letters reeeived, the 
amendment to s. SEC 3.09(1) (e) regarding investment in 
eommodity futures eontraets is revised. The language of the 
amendment in the form sent out for public eomment in July, 
1985 provided that the eurrent absolute prohibition on the 
investment in eommodity futures eontraets would not apply 
where eommodity futures eontraet investments are used for 
hedging purposes. The amendment as revised has language 
added that eross-referenees relevant administrative rule 
provisions under the federal Commodity Exchange Aet as 
administered by the federal Commodity Futures Trading 
Commission ("CFTC"), where investment company purehases of 
eommodity futures eontraets for hedging purposes is already 
extensively treated. The revision is neeessary to make the 

(,v) 



Wisconsin rule requirements for investments in commodity 
futures contracts for hedging purposes consistent with the 
CFTC's regulations on this subject. The cross-referencing of 
the CFTC provision is consistent with the use elsewhere in 
the wisconsin Uniform Securities Lawand Code of 
cross-references to definitional provisions from federal law, 
such as in s. 551.23(8) referring to "investment companyas 
defined under 15 USC 80a-3,- or in s. 551.60(5) authorizing 
the Commissioner to "take such action as is authorized under 
7 USC l3a-2.-

CFTC Regulation 4.5(c) (2) (i) requires investment 
companies using financial futures to represent that the use 
of commodity futures orcommodity options contracts will be 
solely for bona fide hedging purposes within the meaning and 
intent of Section 1.3(z) (1) of the CFTC's regulations. That 
section goes on to provide that with respeet to certain 
anticipatory or long hedge strategies, an alternative test 
may be employed to determine whether the investment companyts 
use of futures contracts come within the meaning of the bona 
fide hedging purposes limitations. 

(vi) 



(d) List of Persons APtlearing or Registering at Public 
H..e..atin~_CQDgll.Q~d~CQIIlmis s i 0 n e r ..Qf_~Cllr it i e sUl i e e 
Payne, Jr. as Hearing Offieer 

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

James R. Fischer, Administrator of the Registration 
Division, appeared on behalf of the agency's staff 
to summarize the significant rule revisions , 
relating to securities registration matterso 

Alan E. Korpady, Administrator of the Franehise 
Investment Division, appeared on behalf of the 
agency's staff to summarize the rule revisions 
relating to franchise matterso 

Attorney Conrad Goodkind, 780 North Water Street, 
Milwaukee, Wisconsin 53202. 

Mr. Douglas Blass, Assistant General Counsel, 
Investment Company Institute, 1600 M street N.W., 
Washington, D. C. 20036 

Mr. William Gehl, Seeretary, Principal Preservation 
Tax-Exempt Fund, Inc., 215 North Main Street, 
"West Bend, Wisconsin 53095 

Attorney Joseph P. Hildebrandt, 1 South Pinckney 
Street, Madison, Wisconsin 53701 

Mr. Terry Nelson, Legal Assistant, 1 South Pinckney 
Street, Madison, Wisconsin 53701 

Comment Letters received: 

Comment letter dated September 4, 1985, received 
September 6, 1985 from National Development and 
Investment, Inc., 13555 Bishop's Court, Brookfield, 
Wisconsin, 

Comment letter dated September 16, 1985, received 
September 16, 1985 from Randall E. Schumann, 
General Counsel of the staff of the Wisconsin 
Commissioner of Securities Offiee. 

(vii) 



Comment 1etter dated September 16, 1985, received 
September 16, 1985 from Attorney Joseph 
Hildebrandt, 1 South Pinckney Street, Madison, 
\viscons in. 

Cornment 1etter dated September 16, 1985, received 
September 17, 1985 from the Investment Company 
Institute, 1600 M Street N.W., Washington, D.C. 

Comment 1etter dated September 17, 1985, received 
September 17, 1985 from Principal Preservation 
Tax-Exempt Fund, Inc., 215 North Main Street, West 
Bend, Wisconsin. 

(viii) 



(e) ResPQnse tQ Le~islative CQuneil/Rules Cleari~~ 
, t' RepQrt ReeQmmenaa lQnS 

(1) Aeeeptanee Qf reeommendatiQns in whQle: 

Under 2. Form, st yle and Plaeement in 
Administratiye Code 

CQnsistent with the Rules Clearinghouse 
eomment in para. a. regarding the "Relating 
Clause", the eode ehapter designation "SEC" 
was not repeated in listing the seetions 
treated by the rule-making order. 

Consistent with the Rules Clearinghouse 
comment in para. c. regarding SECTION 20 of 
the Initial comment draft of the rule 
revisions, the different treatments telating 
to tWQ rule prQvisiQns in that SECTION were 
placed intQ separate rules, SECTIONS 20 and 21 
of the rule-making Qrder. 

Consistent with the Rules Clearinghouse 
comment in para. d. regarding SECTION 12 
cQncerning s. SEC 3.18, the Attorney General 
and the Revisor of Statutes have been 
requested to authorize, and have authorized by 
letter dated October 31, 1985, the 
ineQrpQrating by referenee of an Qutside 
regulatQry standard. 

Consistent with the Rules Clearinghouse 
eomment in para. e. regarding SECTION 16, the 
word "as" was capitalized to read "As" at the 
beginning of both subd. 1. and 2. of that 
SECTION. 

CQnSlstent with the Rules Clearinghouse 
eomment in para. f. regarding SECTION 28, 
e 0 n e e r n i n 9 s. S EC 3 2 • 0 5 ( 1) (e) 3 ., a co 1 0 n wa s 
added following the wQrd "either", and the 
letters "a." and "b." were substituted for 
"(i)" and "(ii)". 

(2) Aeeeptanee Qf reeonunendatiQns in part: 

Under 1. statutory Authority 

The Rules Clearinghouse stated that all of the 
prQPosed rules appeared to be within the 

(ix) 



statutory authority of the Commissioner, and 
then stated that two of the statutory sections 
cited in the "Pursuant to" clause at the 
beginning of the RUle-Making Order did not 
specifically confer such authority. With 
regard to one of the sections that was cited 
by the Rules Clearinghouse--namely, s. 
551.58(l)--it appears that the Rules 
C1earinghouse misread the numbering because 
the Rule-Making Order specified s. 55l.58(l) 
among the list of statutes cited, not s. 
55~.58(1). Inasmuch as s. 553.58 is the 
section of the Wisconsin Franchise Investment 
Law providing general rUle-making authority, 
its inclusion in the Rule-Making Order is 
necessary and appropriate, consequent1y that 
section remains included in the proposed final 
form of the RUle-Making Order. Regarding the 
other statutory section identified by the 
Rules Clearinghouse as not according 
rUle-making authority (namely, s. 553.22(4» 
reference to that section was deleted from the 
"Pursuant to" clause of the Proposed fina1 
form of the RUle-Making Order. 

(3) Rejection of recommendations: 

In item para. b" of fQLID~_Sty]e and Placement 
in AdministratiQn~~~, the Rules 
Clearinghouse stated that SECTIONS 3 and 21 of 
the rUle-making code (which SECTIONS 
renumbered subdivisions following two rule 
provisions that were repealed) were 
unnecessary and recommended that the 
renumbering not be done. The reasons for the 
rejection of this recommendation are set forth 
in item (e) (4) below. 

In item para. a., of Clarity, Grammar, 
Punctuation and Plainness, the Rules 
Clearinghouse suggested that definitions of 
"compensation" and "offering expenses" be 
added to SECTION 6 of the rUle-making order. 
The reasonsfor the rejection of this 
recommendation are set forth in item (e) (4) 
below. 

(x) 



In item para. b. of Clarity. Grammar, 
punct~at~on and ~lainess, the Rules 
Clearlng ouse ralsed the concern that no 
distinction was made in the rule in SECTION 7 
between "ineentive" and "non-statutory" 
options. The reasons for rejeetion of this 
reeommendation are set for this item (e) (4) 
below. 

In item para. c. of ClaIl~~ammar, 
Punet~ion and Plainnesa, the Rules 
Clearinghouse, in stating it was unelear 
whether a prospeetus must be "approved" by the 
SEC to be deemed to satisfy the full 
diselosure requirements, inferred that 
elarifieation on that point should be added to 
the rule. The reasons for rejeetion of this 
inferred reeommendation are set forth in item 
(e) (4) below. 

(4) Reasons for not aceepting recommendations: 

The reason for rejeeting the recommendation in 
item (3) regarding renumbering rule provisions 
following rules that were repealed is that 
leaving gaps in the numbering sequence of the 
rules causes numerous questions from and 
eonfusion to users of the Rules of the 
Commissioner of Securities. Such questions 
and eonfusion have occurred in the past 
experience of the agency because in prior 
instances, whenever a gap in numbering has 
occurred in therules, readers of the rules 
think their copy of the rules is inaccurate or 
incomplete and telephone the staff to check 
the accuracy of their copy of the rules. 

Additionally, it has been this agency's 
practice in its annual rule revision for the 
last 6-7 years to renumber the rule 
subdivisions following repealed rules, and 
such renumbering practice has never been 
called intoquestion before. 

(xi) 



The reasons for rejecting the recommendation 
in item (3) sug~esting that separate 
definitions of compensation" and for 
"offering expenses" be added to SECTION 6 are 
as follows: (i) separate language is already 
contained in the rule indicating that the 
various kinds and types of sales compensation 
are to be considered separate and distinet 
from all other offering expenses--such as 
legal fees, accounting fees, printing expenses 
and state registration filing fees; (ii) it is 
understood by the securities industry 
brokerage members, securities issuers and 
securities law practitioners who utilize the 
rule what "other offer ing expenses" are; (iii) 
the curlent language of the rule has existed 
for 15 years without any question or confusion 
regarding what "other offering expenses" are. 

The reason for rejecting the recommendations 
in item (3) suggesting that a distinction be 
made in SECTION 7 between "incentive" and 
"non-statutory" options is that the rule is 
not meant to provide any distinction in 
treatment of the two kinds of stock options. 
Rather, the reduction in the fair market value 
percentage standard from 100% to 85% in the 
rule is intended to apply across-the-board to 
~ "options, whether "incentive" or 
"non-statutory ". 

The reasons for rejecting the recommendation 
in item (3) that language be added to SECTION 
13 regarding whether the federal Securities 
and Exchange Commission (SEC) "approves" a 
prospectus are: (i) the "full review" 
terminology used in SECTION 13 is a term of 
art and corresponds to the same terminology 
used by the SEC as stated in the ANALYSIS to 
SECTION 13 i (i i) it is illegal to state that 
any securities offering or disclosure document 
is napproved" by the SEC. 

(xii) 



(f) No final regulatory flexibility analysis is 
included on the basis that the Office of the 
WisconsinCommissioner of Securities has 
determined, after complying with s. 227.016(1) 
to (5), Wis. stats., that the proposed rules 
will not have a significant economicimpact on 
a substantial number of small businesses. 

(xiii) 
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Statement of Policy 

REGISTRATIQN OF COMMODITY POOL PROGRAMS . , 

Adopted on September 21, 1983, effective January I, 1984, by 

North American Securities Administrators Association, Inc. 

[~ 5335] 

) I. INTRODUCTION. A. Application. 1. The standards contained in these 
guidelines pertain to the offer and sale of securities by commodity pool limited 
partnerships or analogous corporate entities and are designed to establish uniform and 
consistent standards to be applied by the various state securities Aäministrlltors. The 
Guidelines do not purport to supplant existing or future rules and regulations 
promulgjlted by the Commodity Futures Trading Commission or the ,N'ationaIFutl,lres 
Associat~on with respeet to transactions in commodlties not involving the offer'aQq &alj! 
of a security by such programs. The Administrator may modify or waive' ~uch 
Guidelines if the object sought to be achieved thereby is accomplished by other, m~ans,~' 

2, Where the individual characteristics of' speeific Programs warrant modification 
from these standards, they will be accommodated, insofar as possible, while still being 
consistent with the spirit of these guidelines. 

3. Where applicable, the Administrator may require compliance with the 
jurisdiction's guidelines, for corporate securities and may not allow: ~,secl\dty .with 
different rights and privileges to be issued uniess there is justification therefor.;" 

4. When required,by the Admiriistrator, a Cro~s Re/f((rence Sheet shall be furnished 
with the application. '.' , 

, , \ " " 

B.Definitions. As usedin these guidelines, the following terms shall mean: 

1. Administrator-The official !>r,age~cyadministering the security laws,of a,statf,l. : 

2. Advisor-Any Person who for any,consideration, engages in the b\l,siness of 
advising others, either directly or indirectly, as to the value, purchase, or sale of 
Commodity Futures Contracts or commodity options~ , i 

3. Affjliate-An Affiliate of a Person means (a) any Person directly or indirectly 
owning, controlling or holding. with power to vote 10%'or',rriore of the outstanding 
voting' securities of such: Person; (b) any Person 10%0,. ritore of whose outstanding 
voting se,curities are directly or indi~ectly own~d,~on~roll~d orhe!d with powe~ to vote, 
by such Person; (c)any Person, dtrectly or mdtrectly; controlhng, controlled by, or 
under common control of such Person; (d) any offic~r, directoror parinero! sUch 
Person; or (e) if such Person ,is an officer, dire<;tor or partner,l!ony,rerson for which 
such Person ac ts in any such capacity. 

4. AuditeciFinl;lnf;ial State~e~tr-Financial statements, (balance ~h~,et;, st{lot6
L
ment of 

operations; stateI1\f,lnt of.chilnge~" ~Jl, ,financial position) prepared)~a~co~d~w;e, w,ith 
generally accepted accO\lnting prinGipJe~ and accompanied by ~n aupi,~9tS,. repor,t 
containing an opinion, acceptable to the Administrator, of an independent certified 

\ public accountanVor independentaccountant." ,'" "'''l\lF:' I 
/ ", • '" ' I, ,; J') , , 

S. Capital Contribution~Tqe,totaIJllvestment in.a Program by,il ;Participant or by 
all Participants, as tpe ca,se m/l.y.'~r: ' . " ,: t, . 
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6. Commodity Futures Contract-A eontract providing for the delivery or reeeipt at 
a future date of a specified amount and grade of a traded eommodity at a specified 
price and delivery point. 

7. Futures Broker-Any Person who engages in the business of effeeting transactions 
in Commodity Futures Contraets for the aeeount of others or for his own aeeount. 

8. Net Assets--The total assets, less total liabilities, of the Program determined on 
the basis of generally accepted aecounting principles. Net Assets shall include any 
unrealized profits or losses on open positions, and any other eredit or debit aeeruing to ) 
the Program but unpaid or not reeeived by the Program. 

9. Net Asset Value Per Unit-The Net Assets divided by the number of units 
outstanding. 

10. Net Profits--The sum of (a) the net of any profits and losses realized by all 
trades closed out during the period, and (b) the net of any unrealized profits and losses 
on open positions as of the end of the period, minus, (e) the net of any unrealized 
profits or losses on open positions as of the end of the preeeding period, (d) all expenses 
ineurred or aeerued during the period and (e) eumulative net realized, losses, if any, 
earried forward from preeeding periods. 

COMMENT: When computing incentive fees interest earned on funds of the Program, induding 
under Section IV,B.2" Net Profits shall not indude proceeds of the offering, held from time to time. 

11. Organizational and Offering Expenses--All expenses ineurred by the Program in 
connectian with and in preparing a Program for registration and subsequently offering 
and distributing it to the public, including, but not limited to, total underwriting and ) 
brokerage diseounts and commissions (including fees of the underwriter's attomeys), 
expenses for printing, engraving, mailing, salaries of employees while engaged in sales 
aetivity, charges of transfer agents, registrars, trustees, eserow holders, depositories, 
experts, expenses of qualifieation of the sale of its securities under federal and state 
law, including taxes and fees, aeeountants' and attomeys' fees. 

12. Participant-The holder of a Program interest. 

13. Person-Any natural Person, partnership, eorporation, association or other legal 
entity. 

14. Program-The limited partnership, joint venture or incorporated organization 
formed and operated for the purpose of investing in Commodity Futures Contraets. 

15. Program Broker-A Futures Broker that effeets trades in Commodity Futures 
Contraets for the aecount of a Program. 

16. Program Interest-A limited partnership or other unit representing ownership 
in a Program. 

17. Pyramiding-A method of using all or a part of an unrealized profit in a 
Commodity Futures Contraet positian to provide margi n for any additional 
Commodity Futures Contraets of the same or related eommodities. 

18. Sponsor-Any Person direetly or indirectly instrumental in organizing a ) 
Program or any Person who will manage or participate in the management of a , 
Program, including a Futures Broker who pays any portian of the Organizational 
Expenses of the Program, and the general partner(s) and any other Person who 

~5335 ©1983, Commeree Clearlng House, Inc. 
006--22 
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regularly performs or selects the Persons who perform services for the Program. 
Sponsor does not indude wholly independent third parties such as attomeys, 
accountants, and underwriters whose only compensation is for professional servkes 
rendered in connection with the offering of the units. The term "Sponsor" shall be 
deemed to indude its Affiliates. 

19. Valuation Date-The date as of which the Net Assets of the Program are 
determined. 

20. Valuation Period-A regular period of time between Valuation Dates. 

[~ 5336] 

II. REQUIREMENTS OF THE SPONSOR. A. Experience. Both the Sponsor 
and the Advisor must be able to demonstrate sufficient knowledge and experience to 
carry out the Program policies and objectives and to manage Program operations. 
Ordinarilya minimum of three years of relevant experience will be deemed sufficient. 

B. [Financial Condition.] The financial condition of the Sponsor must be 
commensurate with any financial obligations assumed in the operatian of the Program. 
At a minimum, the Net Worth of the general partner shall be the greater of: 

1. An amount equal to 5% of Capital Contributions in all existing Programs in which 
the Sponsor has potential liability as a general partner pius 5% of the total 
subscriptions in the Program bei ng offered, or 

2. 15% of the gross amount of the current offering in offerings of less than 
$2,500,000. If the offering exceeds $2,500,000, the Net Worth must be at least 10% of 
the gross amount of the offering, up to $1 millian of Net Worth, but in no case less than 
$50,000. Net worth of individual general partners shall be determined exdusive of 
home, furnishings and automobiles. Audited balance sheets of general partners shall be 
furnished except that in the event that an individual is a general partner, an 
unaudited balance sheet prepared by a certified public accountant and signed and 
sworn to by such individual general partner may be accepted for the purpose of 
determining required Net Worth, in the discretion of the Administrator. AIso, 
evaluation will be made of contingent liabilities to determine the appropriateness of 
their treatment in the computation of Net Worth. 

C. Investment in the Program. The Sponsor must make a permanent investment 
in the program equal to the lesser of 3% of the Participants' interest or $100,000 at the 
formatian of the Program. A minimum investment by the Sponsor of the lesser of 3% of 
Net Assets or $100,000 should be maintained during the existence of the Program. In 
appropriate cases, the Administrator may require the Sponsor to purchase for cash 
additional interests in the Program. 

D. Reports. The Sponsor shall submit to the Administrator any information 
required to be filed with the Administrator, induding, but not limited to, reports and 
statements required to be distributed to Participants. 

E. Tax Ruling or Opinion. If the Program is organized as a limited partnership, 
the Sponsor must abtain a favorable tax ruling from the Internai Revenue Service or 
an opinion of qualified tax counsel in a form acceptable to the Administrator 
concerning the tax status of a limited partnership. 

Blue Sky Law Reports 
019 21 

~5336 
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F. Liability and Indemnification. 1. The Sponsor shall not pass on to Participants 
the liability imposed on the Sponsor by law, except that the Program agreement may 
provide that a Sponsor shall bear no Iiability to the Program or to any Participant for 
any loss suffered by the Program which arises out of any action or inaction of the 
Sponsor if such course of conduct did not constitute negligence or misconduct of the 
Sponsor and if the Sponsor, in good faith, determined that such course of conduct was 
in the best interest of the Program. 

2. The Sponsor may be indemnified by the Program against expenses, including ) 
attomeys' fees, judgments and amounts paid in settlement, actually and reasonably 
incurred by the Sponsor in connection with the Program, provided such expenses were 
not the result of negligence or misconduct on the part of the Sponsor. 

3. Any exculpation under Section 1. or indemnification under Section 2. above, 
uniess ordered by a court, shall be made by the Program only as authorized in the 
specific case and only upon a determination by independent legal counsel in a written 
opinion that exculpation or indemnification of the Sponsor is proper in the 
circumstances because he has met the applicable standard of conduct set forth in 
Section 1. or 2. above. 

4. For purposes of this Section F, the Sponsor shall be deemed not to include 
Affiliates. 

COMMENT: Liability and indemnification are 
both to be qualified by a negligence standard. 
Affiliate indemnification should not be allowed 
except as set forth: 

I. In the situation where an Affiliate of a Sponsor 
is being sued for an act of the Sponsor solely because 
of their relationship, the Affiliate would reasonably 
be entitled to indemnification. 

2. In the situation in which an Affiliate is actually 
performing the duties of the Sponsor, the Affiliate 
shall be held to the same standard of conduct that 
the Sponsor would. The Affiliate would reasonably 
be entitled to the same indemnification provisions. 

5. The Program may not incur the cost of that portion of liability insurance which 
insures the Sponsor for any liability as to which the Sponsor is prohibited from being 
indemnified under this Section II.F. 

G. Additional Requirements. A Sponsor and Advisor must present evidence that it 
is or will be in complianee with applicable registration requirements under the 
Commodity Exchange Act as amended. 

[~ 5337] 

III. SUITABILlTY OF THE PARTICIPANT. A. Standards To Be 

) 

Imposed. In view of the limited transferability, the relative lack of liquidity, and the ) 
high risk of loss of many commodity pool Programs, suitability standards related to the 
risks to be undertaken will be required for the Participants, and must be set forth in 
both the prospectus and a written instrument to be executed by each Participant. 
Sponsors will be required to set forth in the prospectus the investment objectives of the 
Program, a description of the type of investor who could benefit from the Program and 
the suitability standards to be applied in marketing the Program. 

B. Sales to Appropriate Persons.l. The Sponsor and each Person selling limited ) 
partnership interest on behalf of the Sponsor shall make every reasonable effort to 
assure that interests are offered or sold only to Persons for whom the investment is 

~5336 ©1983, Commeree Clearlng House, Inc. 
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appropriate in light of the Program suitability standards set forth in the prospectus as 
required and each Person's investment objectives and financial situation. 

2. The Sponsor and his representatives shall ascertain that the Participant can 
reasonably benefit from the Program, and the following shall be evidence thereof: 

(a) The potential Participant has the capacity of understanding the fundamental 
aspects of the Program, which capacity may be adduced from the following: 

(1) nature of employment experience; (2) educational level achieved; (3) access to 
advice from qualified sources, such as, legal, accounting and tax advisory; (4) prior 
experience with investments of a similar nature. 

(b) The potential Participant apparently understands the following aspects of the 
Program bei ng sold: 

(1) the fundamental risks and possible financial hazards of the investment; (2) the 
lack of liquidity of the investment; (3) management and control by the Sponsor; (4) the 
tax consequences of the investment. 

3. The potential Participant is able to bear the economic risk of the investment. For 
purposes of determining the ability to bear the economic risk, unIess the Administrator 
approves a lower suitability standard, Participants shall have a minimum annual gross 
income of $30,000 and a Net Worth of $30,000, or in the alternative, a Net Worth of 
$75,000. In high risk offerings, higher suitability standards may be required. In the 
case of sales to fiduciary accounts, the suitability standards shall be met by the 
fiduciary or by the fiduciary account or by a donor who directly or indirectly supplies 
the funds to purchase the Program Interests. Net Worth shall be determined exclusive 
of home, home furnishings and automobiles. 

C. Maintenance of Suitability Records. The Sponsor and/or his representatives 
shall retain for at least six years all records necessary to substantiate that Program 
interests were sold only to purchasers for whom such securities were suitable. 
Administrators may require the Sponsor and/or his representative to obtain from the 
potential Participant a letter justifying the suitability of such investment. 

D. Minimum Investment. The minimum subscription shall not be less than $2,000 
and shall be paid in cash at the time of purchase. Assessments of any kind sh all be 
prohibited. 

[~ 5338] 

IV. FEES, COMPENSATION AND EXPENSES. A. Organizational and 
OHering Expenses. 1. All Organizational and OHering Expenses, including 
commissions, and any other compensation for sales of Program Interests sh all be 
reasonable. In no event sh all these expenses exceed 15% of the gross proceeds of the 
oHering, regardIess of the source of payment. 

2. No Sponsor shall directly or indirectly pay or award any commissions or other 
compensation to any Person engaged to sell Program interests or give investment 
advice to a potential Participant; provided, however, that this clause shall not prohibit 
the payment to a registered broker-dealer or other properly licensed Person of normal 
sales commissions for selling Program Interests. 

Blue Sky law Reports 
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COMMENT: Compensation paid to sales agents considered objectionable offering expense under 
from a percentage of commodity brokerage Section IV.A. 
commissions (trail commissions) will not be 

B. Compensation. 1. Management Fee. The aggregate annual expenses of every 
chariJ.cter paid or incurred by the Program, ineluding management and advisory fees 
based on the Net Assets of the Program but exeluding commodity brokerage 
commissions, incentive fees, legal, audit and extraordinary expenses, calculated at least 
quarterly on a basis consistently applied, shall be reasonable but in no event shall 
exceed one half of 1% of Net Assets per month (not to exceed 6% annually); provided 
the Sponsor shall not receive a management fee if it receives any portion of the 
brokerage commissions under Section IV.B.3. 

The Sponsor(s) sh all reimburse the Program quarterly for the amount by which such 
aggregate monthly expenses exceed the amounts herein provided, up to an amount not 
exceeding its management and advisory fees for the period for which reimbursement is 
made, prior to publication of the company's quarterly report and shall promptly notify 
the Administrator if the aggregate expense limitation is exceeded by reason of any 
extraordinary expenses. 

2. Incentive Fees. The Sponsor or Advisor will be entitled to an incentivefee not to 
exceed 15% of the Net Profits of the Program, calculated not more often than 
quarterly on the Valuation Date, over the highest previous Valuation Date. For 
purposes of this calculation, Program losses shall be carried forward but shall not be 
carried back. 

3. Brokerage Commissions. The Program shall seek the best priee and serviees 
available in its commodity futures brokerage transactions. A Sponsor shall not effect 
any transactions in Commodity Futures Contracts with any Futures Broker affiliated 
directly or indirectly with the Sponsor or with any Advisor providing the Sponsor with 
research information, recommendations or other serviees whieh might be of value to 
the Sponsor, uniess such transactions are effected at competitive rates. In no event will 
the Program be allowed to enter into any exelusive brokerage contract. If the Sponsor 
receives any portion of the brokerage commissions from Program operations, the 
Advisor may not be affiliated with the Sponsor. This prohibition may be waived by the 
Administrator if the Sponsor can demonstrate adequate safeguards against conflicts of 
interest between the Program Broker and Advisor. The Administrator may require the 
Program to file periodie reports concerning all brokerage transactions. 

The prospectus must elearly diselose, for each commodity on each exchange on whieh 
the Program is expected to trade, the round turn commission to be initially charged to 
the Program both as a dollar amount and as a percentage of the standard published 
scheduled rates of the Program Broker. Such round turn commission should inelude the 
exchange elearing or similar fees charged for each brokerage transaction. If the trading 
Advisor acts as trading Adivsor to other commodity pools, the prospectus should 
indicate whether the proposed rates for the Program are higher or lower than other 
pool s whieh are advised by the trading Advisor (together with any other information 
concerning brokerage charges to those other pools whieh the Sponsor deems relevant). 

4. Other Income. a. Any interest or other income earned by any portion of the 
Program assets shall accrue solely to the benefit of the Program. 

b. A Sponsor shall not take any action with respect to the assets or property of the 
Program which does not benefit the Program. Such a prohibited action, among others, 

Blue Sky Law Reports 
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would be the utilization of Program funds as compensating balances for the Sponsor's 
own benefit. 

S. Expenses of the Program. All expenses of the Program shall be billed directly to 
and paid by the Program. Reimbursements (other than for Organizational and 
Offering Expenses) to any Sponsor shall not b~' allowed, except for reimbursement of 
the actual cost to the Sponsor of legal and audit serviees used for or by the Program. 
Expenses incurred by the Sponsor in eonneetion with administration of the Program, 
including but not Iimited to salaries, rent, travel expenses and such other items 
generalIy falIing under the eategory of Sponsor's averhead, shalI not be charged to the 
Program. 

6. Only those items of eompensation permitted herein wilI be alIowed. Any variance 
must be adequately justified to the Administrator. 

[~ 5339] 

V. RIGHTS AND OBLIGATIONS OF PARTICIPANTS. A. Meetings. 
Meetings of the Participants may be called by the general partner or by Participants 
holding more than 10% of the then outstanding units for any matters for which the 
Participants may vote as set forth in a Iimited partnership agreement or charter' 
document. Such calI for a meeting shall be deemed to have been made upon reeeipt by 
the general partner of a written request from holders of the requisite percentage of 
units stating the purpose of the meeting. The general partner shall deposit in the 
United States Mails within 15 days after reeeipt of said request, written notice to all 
Participants of the meeting and the purpose of such meeting, whieh shalI be held on a 
date not less than 300r more than 60 days after the date of mailing of said notice at a ) 
reasonable time and place. 

B. Voting Rights of Limited Partners. The limited partnership agreement must 
provide that holders of a majority of the then outstanding units may, without the 
neeessity for concurrence by the general partner, vote to (a) amend the Iimited 
partnership agreement or charter document, (b) dissolve the Program, (e) remove the 
general partner and elect a new general partner, (d) elect a new general partner if the 
general partner elects to withdraw from the Program, and (e) eancel any contract for 
serviees with the Sponsor without penaIty upon 60 days written notiee. The general 
partner shall not withdraw from the partnership without 90 days prior notice thereof 
to the Partieipants. 

C. Access to Program Records. 1. The Sponsor shalI maintain at the principal 
office of the Program a list of the names and addresses of and interests owned by all 
Participants. Such list shalI be made available for the review by any Participant or his 
representative at reasonable times, and upon request, either in Person or by mail the 
Sponsor shalI furnish a eopy of such list to any Participant or his representative upon 
payment of the cost of reproduction and mailing. . 

2. The Participants and their representatives shalI be permitted access to all reeords 
of the Program, after adequate notice, at any reasonable time. The Sponsor shall 
maintain and preserve such re cord s for a perlod of not less than six years. 

) 

D. Annual and Periodie Reports. [Complianee with the provisions of CFTC 
regulations for Reporting to Pool Participants, 17 C.F.R, § 4.22 [CCR COMMODITY ) 
FUTURES LAW REPORTS ~ 2223B], wilI be considered sufficient to eomply with this 
Section D.] 

~5338 © 1984, Commerce Clearing House, Inc. 
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1. The partnership agreement shall provide for the transmittal to eaeh Participant 
of an annual report within 120 days after the elose of the fiseal year containing at least 
the following information: 

(a) A balanee sheet as of the end of the Program's fiseal year and statemel1ts of 
ineome, partners' .equity, and ehanges in financial positian for the year then ended, all 
of which shall be prepared in aeeordanee with generally accepted aeeounting principles 
and aeeompanied by an auditor's report containing an opinion (without material 
qualifieation) of an independent eertified public aeeountant or independent public 
aeeountant. 

(b) A statement showing the total fees, eompensation, brokerage commissions and 
expenses paid by the Program, segregated as to type, and stated both in aggregate 
dollar terms and as a percentage of Net Assets. . 

2. A Sponsor shall be required to furnish Participants with quarterly reports, which 
may be unaudited, containing the same informatian as in (a) and (b) above within 60 
days after the end of the quarter. 

3. A Sponsor shall provide to all Partieipants, not later than Mareh 15th of eaeh 
year, all informatian neeessary for the preparation of the Participants' ineome tax 
returns. 

4. The Sponsor shall ealculate the Net Assets of the fund dailyand shall make 
available upon the request of a Participant, the Net Asset Value Per Unit. 

E. Transferability of Program Interests. 1. Assignment of Program interests is 
permitted, provided that the opinion of the partnership's eounsel is given to the effeet 
(i) that such assignment is not a vialatian of the limited partnership laws in effeet in 
the jurisdietian of the Program's organization, (ii) that such assignment will not eause 
the Program to be taxable as a eorporation or an association rather than as a 
partnership under the policies of the Internai Revenue Service. No transfers may be 
made where, after the transfer, either the transferee or the transferor would hold less 
than the minimum number of units equivalerit to an initial minimum purehase, except 
for transfers by gift, inheritanee, intrafamily transfers, family dissolutions, and 
transfers to Affiliates. 

2. The assignment of Program interests may not be prohibited, but may be restricted 
only to the minimum extent required to preserve its tax status. 

F. Participant Liability. A Program shall be struetured so that a public investor 
eannot be exposed to liability in excess of the amount of the remainingO balanee of his 
capital aeeount exeluding partial redemptions, distributions eonsisting of a return of 
capital and aeeumulated profits. 

[115340] 

VI. DISCLOSURE AND MARKETING REQUIREMENTS. A. Minimum 
Program Capital. The minimum amount of funds to aetivate a Program shall be 
sufficient to aeeomplish the objeetives of the Program, ineluding "spreading the risk." 
Any minimum less than $500,000, after deduetion of all frant end charges, will be 
presumed to be inadequate to spread the risk of the public investors. Provision must be 
made for the return of 100% of paid subseriptions in the event that the established 
minimum to aetivate the Program is not reaehed. All funds reeeived prior to activatian 
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of the Program must be deposited with an independent custodian, trustee or escrow 
agent whose name and address sh all be disclosed in the prospectus. ) 

COMMENT: The purpose of this requirement is 
to assure the adequate diversification of the 
investments of the Program. 

B. Sales Literature. Sales literature, sales presentation (including' prepared 
presentations to prospective investors at group meetings) and advertising used in the ~) 
offer or sale of interests shall conform in all applicable respeets to requiretnents ·of 
filing, disclosure and adequacy currently imposed on sales literature, sales 
presentations and advertising usedjn the sale of corporate securities. 

C. Contents of the Prospectus. 1. Prospectus. A prospectus whieh is not part of a 
registration statement declared effective by the Securitiesand Exchange Commission 
pursuant to the Securities, Act of, 1933 shajl generally conform to the dis<;lo~ure 
requirements which would apply ifthe offerhlg:-vere' so'regis;~ered, , ' 

2. Confliets of rnterest and Transactions with Affiliates.'(a) Anyconflicts of interest 
bet\Yeen the Program and any Sponsor, A~vi~or, Futu,es Broker or any Affiliate 
thereof, must befully disclosed: ,', "':' ." " ','; , ." 'ii' 

\ (;I!; J')!! ,Ii, 

(b) Goods and serviees provided to the Program by the Sponsor must be provided'at 
rates and, terms at least ~s favorable as those whieh may be obt1).ined from t~ird parties 
in arm's-length negotlations. " , : ' 

(e) The Sponsor ,shall also be required to disclose the steps that will be takeQ to 
alleviate any real or potential conflict of interest. ' 

, " !, ' 

(d) If the Program pays higher than the minimum commissiot:llrates for commodity 
brokerage transactions, such,fact shall be set forth alol1~rwith,aJustif[cation., 

:' , " , " \)" ,-., ' ...• , ,\\";! 

(e) Prohibitions. Certain conflictsof interest) are" p,re~um~d • ~O' qe, ~aterialty 
sufficient to reIlder th~ proposed Program incapa,ble of acco~plishing,' its stated 
objectives~in the best int~r.est 9f the Pllrti~ipa~ts and, s~all, bec,~ntroIled 'asJQPows: . 

. (1) No loans maybe ~ade by' the P\"ogtaIri 'th the'Spohidr1ör any ot~e~ Per~on. ' 
. l 'lj (, 

(2) The funds of a Program shall not be commingled with the funds of any other 
Person. Funds used to satisfy marginreC:luirements'will not bc considered'co'mmingled. 

> • \' r! I t.l ~).' " _; _ I n' r; \ 

(3) No rebates or give ups may be received by ~he, Spopsor nor may the Sponsor 
participate in any reciptoci\! business arrailgemeilts \vhi~h courd 'eircumvent these 
guidelines.Furthtirmore, the, 'pr(>spe<;tus''ahd Program chartei' documeiits shall contain 
language prohibiting 'the abov~as weil' as langllage 'pi'6hibitihg reciprocal bushiess 
arrangements whieh would circumvent the restrictions against dealirig with Affiliales 
or other interested parties. 

'/1 

(4) A Program's chart~r ,qocument sha!l ,{>rohiqit the commodity tradi~g Advisor or 
any other Person acting in such capacity fromre-ceivingan advisory fee ir he shares or 
participates, directlyor indiretUy, in:,' ariy cõmniOdity brokerage conunissiö'rls 
generated by the Program." ; , ; ;1 ' ;' 

(5) The maximum pe~iod covered by ,any co~tract of the partnership with tlle 
Advisor·,or Sponsor shaU not exceed oheyear; The agreementmust be t~rmtn,llb(e 
without penalty upon 60 daysLwritten notice by the Program., 
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(6) Any other agreement, arrangement or transactions, proposed or eontemplated, 
may be restrieted in the diseretion of the Administrator if it would be considered unfair 
to the Participa~ts in the Program.' , '", 

(7) A Program shall not engage in Pyramiding. 

(8) All of the foregoing restrictions shall be disclosed in the prospectus and eontained 
in the partnership agreement or eharter document. 

3. Notifieation. Each Participant shall be notifiedwithinseven bosiness days {i'om 
the date of any deciine in the Net Asset Value Per Unit to less than 50% of the Net 
Asset Value on the last ,Valuation Date. Included in the notifiqlJJon shall be a 
deseription of the Participants' voting rights pu(~uant,to Seetion V;B. ' 

, ., • f 4 • 

4. Material Changes. Any material changes in the Program's basit investm~l:it 
policies or strueture shall require prior written a'pproval by a majority of units, held By 
Partieipants. A material changeshaJI includ~, specifically, any transfer or withdrawal 
of the Sponsor,s interest iil the Program." "I 

, . " ,,' . 

5. FinaneiaHnfurri1:ation ~equired on Applicatiön.The Sponsoror the Prograrn shall 
provide as an exhibit to the applieation or where indicated below shaU provide as part 
of theprospeetus, the following finaneiiil inforination and fin~neial stIilements: '; ,ii 

'. .' , .... i ' (', " ; l ~ \.' .'\. . . ," I 

" (a) Balanee Sheet of the Ptogram. A b'ä.lance sheet of the Program as of the end of its 
most reeent fiseal year,: prepared in'äeeordance, with generally accepted aeeounting 
prineiples and aeeompanied by an auditor's report withöut :material qUalifieiltion: by 
an independent eertified public aeeountant or an independent public aeeountant, and 
an unaudited balanee sheet as of a date note [not] more than 90 days prior to the date 
of filing. 

(b) Balanee Sheet of the Sponsor. (1) Corporate Sponsor. A balanee sheet of any 
eorporate Sponsor as of the end of its most reeent fiseal year, prepared in aeeordanee 
with generally accepted aeeounting prineiples and aeeompanied by an auditor's report 
without material qualifieation by an independent eertified public aeeountant or an 
independent public aeeountant and an unaudited balanee sheet as of a date not more 
than 90 days prior to the date of filing. Such statements shall be included in a 
prospeetus. 

(2) Individual Sponsor. A Statement of Finaneial Condition as of a time not more 
than 90 days prior to the date of filing an applieation. Such Statement of Finaneial 
Condition shall be prepared in aeeordanee with generally accepted aeeounting 
prineiples and reviewed and reported upon by an independent eertified public 
aeeountant or independent public aeeountant under the review standard s as set forth 
by the American Institute of Certified Public Aeeountants. A representation of the 
amount of such Net Worth must be included in the prospeetus. 

(e) Filing of Other Statements. The Administrator may, where eonsistent with the 
protection of investors, request additional finaneial statements of the Sponsor, Advisor, 
Program Broker or any Affiliate thereof, or permit the omission of one or more of the 
statements required under this seetion and the filing, and substitution thereof, of 
appropriate statements verifying finaneial information having com pa rabI e relevanee 
to an investor in determining whether he should invest in the Program. 
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VII. MISCELLANEOUS PROVISIONS. A. Fiduciary Duty. The Program 
agreement shall provide that the Sponsor shall have fiduciary responsibiIity for the 
safekeeping and use of all funds and assets of the Program, whether or not in his 
immediate possession or control, and that he shall not employ, or permit another to 
employ such funds 'or assets in any manner except for the exc1usive benefit of the 
Program. 

In addition, tht! Program shall n~t permit the Participant to contract away the 
fiduciary obligation owed to the Participant by the Sponsor under common law. 

B. Redemptions. The Program shall provide for the redemption of Program 
interests at least quarterly except that redemption need not be offered until six months 
after tne commencement of tradingo The Sponsor shall state the Valuation Date inthe 
prospectus. A Participant must notify the Sponsor in writingat leasf 10 days prior to 
the Valuation Dlite of his wish to redeem his Program Interests. The Sponsor must 
redeem such Program Interests at the Net Asset Value on the Valuation Date uniess 
the number of redemptions would be detrimental to the tax status of the Program; in 
which case, the Sponsor shall seleet by lot so many redemptions a~-will, in its judgment, 
Il()t impair the Program's status. Participants shall be notified in writing within 10 
days after the Valuation Date whether or not their Program Interests have been 
redeemed. Payment for the redeemed Program Interests shall be made with in 30 days 
after the Valuation Date. The Sponsor may provide that redemptions may be 
temporarily suspended if, in the Sponsor's judgment,. additioIllj.l redemptions w.o\lld 
impair the abiIity of the Program to meet its objectives.' . 

j 
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