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Chapter SEC 2

'REGISTRATION EXEMPTIONS

» SEC 2.01 Exempt securities SEC 2.03 Exemption proceedings
SEC 2.02 Exempt transactions

SEC 2.01 Exempt securities. (1) (a) Any revenue obligation payable
from payments to be made in respect of property or money used under a
lease, sale or loan arrangement by or for a nongovernmental industrial or
commercial enterprise, is exempted under s. 551.22 (1), Stats., if:

1. The enterprise is a public utility described under s. 551.22 (6),
Stats., having securities registered under section 12 of the securities ex-
change act of 1934, or is a wholly-owned subsidiary of one or more of such
utilities.

2. Any securities of the enterprise, or é.ny securities of an unconditional
guarantor of all payments under the lease, sale or loan arrangement, are
exempt under s. SEC 2.01 (7), or

3. A notice of the proposed offering is filed with the commissioner prior
{o the offering, including a trust indenture meeting the requirements of s.
SEC 8.24, an official statement or a prospectus meeting the requirements
of s. SEC '3.23 that contains financial statements for the enterprise meet-
ing the requirements of s. SEC 3.22 (1) (p) and subject to the standards
in s. SEC 3.06 (2), and additional 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. The financial statement
requirement in this subdivision is not applicable if the revenue obliga-
tions being offered are the subject of an irrevocable letter of credit from a
bank in favor of holders of the revenue obligations providing for pay-
ment of principal and interest on the revenue obligations, and the letter
of credit is accompanied by an opinion of counsel stating that: a.i. pay-
ment of debt service will not constitute a preference under the U.S. bank-
ruptey code in the event of a filing of a petition in bankruptcy with re-
spect to the enterprise, or ii. the letter of credit will provide for
reimbursement to holders of the revenue obligations in the event they are
required by order of a U.S. bankruptey court to disgorge as a preference
any payment of a debt service, or a combination of i. and ii.; and stating
that b. the enforceability of the letter of credit would not be materially
affected by the filing of a petition under the U.S. bankruptey code with
respect to the enterprise or any person obligated to reimburse the bank
for payments made pursuant to the letter of credit.

(b) Any guarantee of any security exempt under s. 551.22(1), Stats., is
exempted from s. 551.21, Stats.

(¢) For purposes of the registration exemption provision of s. 551.22
(1), Stats., requiring the financial statements of certain issuers to be pre-
pared accordmg to generally accepted accounting principles or guidelines
which the commissioner of securities designates by rule, a security is ex-
empted from registration thereunder if:
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1. The issuer’s annual financial statements for fiscal years commencing
on or after January 1, 1982, are prepared according to generally accepted
accounting principles as established by the National Council on Govern-
mental Accounting, Statement 1, “Governmental Aeccounting and Fi-
nancial Report Principles” (March 1979) or other rule-making body des-
ignated under rule 203 of The Professional Ethics Code of the American
Institute of Certified Public Accountants; or

2. The issuer’s annual financial statements relating to fiscal years end-
ing on or before December 31, 1985, are prepared according to generally
accepted accounting principles as provided in subd. 1., but where the
auditor’s opinion is qualified with respect to the fixed asset account
group; or

3. The issuer’s annual financial statements relating to fiscal years end-
ing on or before December 31, 1985, are prepared in compliance with
accounting guidelines or procedures mandated by state law or by rule of
any state agency, or recommended by any state agency.

(d) Determination of accounting principles or guidelines. Whether fi-
nancial statements meet the requirements of par. (¢), shall be conclu-
sively determined by the last available auditor’s opinion relating to the
issuer’s financial statements for a fiscal year ending not more than 21
months prior to the offering. The auditor’s opinion may be conclusively
relied upon by third parties for purposes of such determination. The
opinion shall meet the requirements of rule 2.02 of regulation S-X of the
UaS. sleicurities and exchange commission in 17 CFR H210.2-02 and pro-
vide that:

1. With respect to par. (¢) 1, the financial statements are prepared in
accordance with generally accepted accounting principles, or equivalent
language;

2. With respect to par. (¢) 2, the financial statements are prepared in
accordance with generally accepted accounting principles, but qualified
with respect to the fixed asset account group, or equivalent language;

3. With respect to par. (¢)3, the financial statements are prepared on
the basis of accounting guidelines-or procedures mandated by state law
or by rule of any state agency, or recommended by any state agency, or
equivalent language.

(2) For purposes of s. 551.22 (3), Stats., an issuer or a guarantor is
“subject to regulation in respect of the issuance or guarantee of its securi-
ties by a governmental authority’ if that governmental authority has
authority to regulate the issuer’s or guarantor’s business and the terms of
the particular securities to be offered and sold.

(3) (a) Any evidence of debt issued by a domestic non-profit corpora-
tion to persons other than its members is exempted under s. 551.22 (8),
Stats., if the issuer or a licensed broker-dealer files a notice of the pro-
posed issuance with the commissioner prior to the offering, including: a
trust indenture meeting the requirements of s. SEC 3.24, under which
the evidence of debt is proposed to be issued; a prospectus describing the
issuer, the trust indenture and the evidence of debt proposed to be issued,
which shall be given or sent to each person to whom an offer of such
evidence of debt is made at the time or times specified in s. SEC 3.23 (1);
and - such additional information as the commissioner may re-
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quire; and the commissioner does not by order deny or revoke the ex-
emption within 10 days. In addition, if the domestic non-profit corpora-
tion is or operates as a church, the offerlng shall meet the requirements
of s. SEC 3.14.

(b) A person does not become a “member” for purposes of s.
551.22(8), Stats., solely by reason of the purchase of the issuer’s securi-
ties.

(4) “Commercial paper” exempted under s. 551.22(9), Stats., means
any note, draft or bill of exchange, which:

(a) Evidences an obligation to pay cash within 9 months of the date of
issuance, exclusive of days of grace, any renewal of the paper which is
likewise limited, or any guarantee of the paper or the renewal;

(b) Is offered or sold through a broker-dealer, or an institution de-
scribed in s. 551.22 (3), Stats., or a state or any agency or political subdi-
vision thereof, whether the person is acting for itself or for the account of
a customer;

(c) Is not offered or sold to the general public by means of the pubh-
cation or circulation of any advertising; and

d) Is issued to finance liquid current assets (including inventories
and receivables) or current operating expenses.

(5) A notice filed under s. 551.22 (10), Stats., shall consist of a com-
plete description of the plan, including any advertising to be published,
circulated or used. The exemption may be denied if the plan is unfair or
inequitable to purchasers of securities thereunder. If the plan involves
purchases of the employer’s securities, a plan may be deemed unfair or
inequitable unless:

(a) The formula price at which employes may purchase shares is cal-
culated at least annually, and is not less than 85% of the fair market
value of the stock at the beginning of the one-year purchase period or
the end of the purchase period, whichever is lower, and shares purchased
are fully paid for at the end of each period, stock certificates are issued
and no fractional shares are issued;

(b) The issuer files an undertaking to deliver to all participating em-
ployes copies of the issuer’s annual financial statements;

(c) A participating employe has the right to withdraw from the plan
at any time without penalty;

(d) If there is no adequate public market for the issuer’s shares as
defined in s. SEC 3.02 (1) (b), the issuer offers to repurchase the shares
at a price determined by the same formula pursuant to which the shares
were purchased by the employe under the issuer’s plan, upon the hap-
pening of either of the following events:

1. The employe ceases to be employed by the issuer (or a subsidi-
ary), and a written request for repurchase is received by the issuer
within 180 days after termination of employment; or

2. The employe experiences severe financial hardship due to illness or
death in the immediate family, major uninsured casualty loss or other
unforeseen events, and delivers to the issuer a written irrevocable elec-
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tion to have the issuer repurchase the shares, including a statement in
reasonable detail as to the nature of the employe’s financial hardship,
and within 20 days the issuer’s board of directors does not determine
that no severe financial hardship exists.

(e) All funds contributed to the plan for the purchase of shares are
protected from claims of creditors of the issuer;

(f) Any withholding from an employe’s compensation is limited to not
more than 10% of the compensation each pay period;

(g) All shares issued under the plan have voting, dividend and liqui-
dation rights meeting the requirements of s. SEC 3.07; and

(h) If the securities to be purchased under the plan are not registered
under the securities act of 1933, the issuer files a satisfactory opinion of
counsel as to its exempt status under that act.

(6) Any security issued by a licensed broker-dealer to its officers,
partners or employes is exempted under s. 551.22 (14), Stats., if:

(a) The issuer files with the commissioner prior to the offering a no-
tice of the proposed issuance and such additional information as the
commissioner requires, and the commissioner does not by order disallow
the exemption within 10 days; or

(b) The security evidences a temporary subordinated borrowing by a
broker-dealer that is a member of a national securities exchange, which
is made in accordance with the rules of that exchange.

) (7) Any security that meets all of the following conditions is ex-
empted under s. 551.22(17), Stats.:

1 (a) If the issuer is not organized under the laws of the United States

" or a state, it has appointed a duly authorized agent in the United States
for service of process and has set forth the name and address of the agent
in its prospectus;

(b) A class of the issuer’s securities is required to be and is registered
under section 12 of the securities exchange act of 1934, and has been so
registered for the 3 years immediately preceding the offering date;

. (¢) Neither the issuer nor a significant subsidiary has had a material
default during the lesser of the last 7 years or the issuer’s existence in the
payment of (i) principal, interest, dividend, or sinking fund installment
on preferred stock or indebtedness for borrowed money, or (ii) rentals
under leases with terms of 3 years or more. A “material default” is a
failure to pay, the effect of which is to cause indebtedness to become due
prior to its stated maturity or to cause termination or reentry under a
lease prior to its stated expiration, if the indebtedness or the rental obli-
gation for the unexpired term exceeds 5% of the issuer’s (and its consol-
idated subsidiaries) total assets, or if the arrearage in required dividend
‘payments-on preferred stock is not cured within 30 days;

I (d) The issuer has had annual consolidated net income, before ex-
itraordinary items and the cumulative effect of accounting changes, as
ifollows: (i) at least one million dollars in 4 of its last 5 fiscal years includ-
iing its last fiscal year, and (ii) if the offering is of interest bearing or of
ifixed or floating rate dividend securities, at least 1% times its annual
iinterest and dividend expense, calculating net income before deduction
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for income taxes and depreciation and giving effect to the proposed of-
fering and the intended use of the proceeds for its last fiscal year. Float-
ing rate dividends shall be calculated with reference to interest rates in
the marketplace at the time of the offering. In this paragraph, “last fis-
cal year” means the most recent year for which audited financial state-
ments are available, if the statements cover a fiscal period ended not
more than 15 months from the commencement of the offering;

(e) If the offering is of stock or shares (other than preferred stock or
shares), and except as otherwise required by law, the securities have
voting rights at least equal to the securities of each of the issuer’s out-
standing classes of stock or shares (other than preferred stock or
shares), with respect to (i) the number of votes per share, and (ii) the
right to vote on the same general corporate decisions;

(f) If the offering is of stock or shares (other than preferred stock or
shares), the securities are owned beneficially or of record, on any date
within 6 months prior to the commencement of the offering, by at least
1,200 persons, and on that date there are at least 750,000 of the shares
outstanding with an aggregate market value, based on the average bid
price, of at least $3,750,000. In determining the number of persons who
are beneficial owners of the stock or shares, the issuer or a broker-dealer
may rely in good faith upon written information furnished by recerd
owners;

(g) Provided that, if the securities to be issued are listed, or approved
for listing upon notice of issuance, on the New York Stock Exchange,
Inc. or the American Stock Exchange, Inc., and the current original list-
ing standards of that exchange are satisfied as of the end of the issuer’s
most recent fiscal year, the conditions of clause (c¢) need be met for only
5 years and the annual net earnings requirement of clause (d) (i) shall
be $250,000;

(h) And provided further that, if the issuer of the securities is a fi-
nance company with liquid assets of at least 105% of its liabilities (other
than deferred income taxes, deferred investment tax credits, capital
stock and surplus) at the end of each of its last 5 fiscal years, the net
income requirement of clause (d) (ii), but before deduction for interest
expense, shall be 1% times its annual interest expense. “Finance com-
pany’” means a company engaged (directly or through consolidated sub-
sidiaries) , primarily in the business of wholesale, retail, installment,
mortgage, commercial, industrial or consumer financing, banking or fac-
toring. “Liquid assets” means cash, receivables payable on demand or
not more than 12 years following the close of the company’s last fiscal

year, and readily marketable securities, in each case less applicable .

reserves and unearned income.

(7m) An issuer meets the conditions in sub. (7) (b) to (d) if either
the issuer or the issuer and the issuer’s predecessor, taken together,
meet those conditions and if: (1) the succession was primarily for the
purpose of changing the state of incorporation of the predecessor or
forming a holding company and the assets and liabilities of the successor
at the time of succession were substantially the same as those of the
predecessor; or (ii) all predecessors met the conditions at the time of
succession and the issuer has continued to do so since the succession.
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(8) Any security issued or guaranteed as to both principal and inter-
est by an international bank of which the United States is a member is
exempted under s. 551.22 (17), Stats.

(9) Any government security, other than a revenue obligation and
other than a security issued or guaranteed by the United States or an.
agency or corporate instrumentality of the United States, is exempted
under s. 551.22 (17), Stats., if it is a security which matures within 16
months of date of issue and the issuer has levied a direct annual irrepeal-
able tax under Art. X1I, s. 3, Wis. Const. or otherwise pledged levied taxes
sufficient in amount to pay the interest on the securities as it falls due
and also to pay and discharge the principal on the securities at maturity.

(10) Until September 30, 1984, any government security, other than a
revenue obligation and other than a security issued or guaranteed by the
United States or an agency or corporate instrumentality of the United
States, is exempted under s. 551.22 (17), Stats., if it is a security which is
of investment quality rating as determined by the office of the commis-
sioner of banking for the state of Wisconsin or by the comptroller of the
currency by virtue of credit worthiness.

(11) (a) Any government security, other than a revenue obligation
and other than a security issued or guaranteed by the United States or
an agency or corporate instrumentality of the United States, is ex-
empted under s. 551.22 (17), Stats., if a notice of the proposed offering
containing the information in par. (b) is filed with the commissioner
prior to the offering and the commissioner does not by order deny the
exemption within 10 days of the date the notice is filed.

(b) A notice filed under par. (a) shall include the following informa-
tion:

1. The nature and cost of the project to be financed with the borrowed
funds;

2. A statement of any other funds which may be needed to complete
the project;

3. Reference to the statutory authority for issuance of the securities;

4. Whether the securities are general obligations of the issuer secured
by a constitutionally mandated irrepealable tax levy;

5. Equalized value and, if available, assessed value relating to the
property located in the geographical boundaries of the issuer for the pre-
ceding 5 years;

6. The issuer’s debt limit and the aggregate amount of existing consti-
tutional debt and unused borrowing margin;

7. The most recent U.S. census population and current estimated pop-
ulation within the geographic boundaries of the issuer;

8. The issuer’s net tax rate for the last 5 years based upon equalized
value and, if available, upon assessed value;

9. The dollar amount of tax levies of the issuer for the last 5 years;

10. A statement relating to any pending litigation which may have a
material adverse financial impact upon the issuer or upon the securities;
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11. The 5 largest employers in the relevant geographic area;
12. The 5 largest taxpayers in the issuer’s geographic boundaries;
13. The executive officers of the issuer;

14. The issuer’s financial statements for the preceding 3 years for
which such statements are available;

15. The issuer’s current general fund and debt service fund balances as
at the end of the month preceding the filing of the notice; and

16. Whether the securities will be accompanied at delivery by an opin-
ion of bond counsel to the effect that the securities are validly authorized
and issued and are exempt from present federal income taxes.

(¢) The requirements of par. (b) may be satisfied by an Offical State-
ment or other disclosure document relating to the securities being offered
containing at least the information required in par. (b).

(d) A notice filed under par. (a) shall be accompanied by:

1. A copy of any proposed resolution or resolutions of the governing
body of the issuer relating to the authorization and issuance of the securi-
ties;

2. An opinion of bond counsel, or counsel to the issuer, to the effect that
all appropriate steps to date necessary for the sale of the securities have
been duly taken;

3. A proposed form of the securities;

4. A copy of the notice of sale, if applicable, relating to the securities or
a reference to the same indicating where it may be located;

5. A consent to service of process and resolution relating to the same,
certified by the secretary or clerk of the issuer;

6. A copy of the disclosure document for the offering to be provided to
offerees containing the information required in par. (b);

7. A crossreference sheet indicating where each information item
listed in par. (b) can be found in the Official Statement or disclosure doc-
ument for the offering;

8. The fee prescribed by s. SEC 7.01 (2); and

9. Such additional information as the commissioner may require.

History: Cr. Register, December 1969, No. 168, eff. 1-1-70; r. and recr. Register, August,
1972, No. 200, eff. 9-1-72; cr. (6), Register, October, 1974, No. 226, eff. 11-1-74; r. (1), renum.
(6) to be (1) and am., renum. (2) to (5) to be (3) to (6), am. (3) and (4), r. and recr. (5), cr. (2)
and (7), Register, December, 1977, No. 264, eff. 1-1-78; am. (2), r. (3), renum. (4), (5) and (7)
tobe (3), (4) and (5), am. (3)(a), cr. (7) and (8), Register, September, 1978, No. 273, eff. 10-1-
78; emerg. am. (1) (a) 2., eff. 10-1-78; am. (1) (a) 2., Register, January, 1979, No. 277, eff. 2-1-
79; am. (7) (d) and (h), Register, December, 1979, No. 288, eff. 1-1-80; am. (1) (a) 1. to 3., (3)
(a), (4) (2) and (b), (5) (f), (6) (a) and (7) (a) and (d), Register, December, 1980, No. 300, eff.
1-1-81; am. (1) (a) 3. and (3) (a), er. (Tm), Register, December, 1981, No. 312, eff. 1-1-82;
emerg. cr. (1) (¢) and (d), (10), (11) and (12), eff. 5-1-82; er. (1) (¢) and (d), (9), (10) and (11),
Register, September, 1982, No. 321, eff. 10-1-82; am. (7) (d), Register, December, 1982, No.
324, eff. 1-1-83; am. (1)(a) 3., Register, December, 1983, No. 336, eff. 1-1-84.

SEC 2.02 Exempt transactions. (1), An “isolated nonissuer transaction”
within the meaning of s. 551.23 (1), Stats., includes:
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_ (a) Any sale of an outstanding security by or on behalf of a person not
in control of the issuer or controlled by the issuer or under common con-
trol with the issuer and not involving a distribution; but if the sale is
effected through a broker-dealer, the transaction is deemed isolated only
if all transactions in the security effected by or through the broker-dealer
are isolated; a transaction is presumed to be “isolated” if it is one of not
modre than 3 such transactions in this state during the prior 12 months;
an

(b) Any sale of an outstanding security by or on behalf of a person in
control of the issuer or controlled by the issuer or under common control
with the issuer if the sale is effected pursuant to brokers’ transactions in
accordance with section 4 (4) of the Securities Act of 1933 and rule 144
thereunder; or pursuant to any other transaction not effected through a
broker-dealer and not involving a distribution if the sale, including any
other sales by the person of securities of the same class during the prior
112 months, does not exceed 1% of the outstanding shares or units of that
class.

(2) In any nonissuer transaction effected by or through a licensed bro-
ker-dealer under s. 551.28 (2), Stats., pursuant to an unsolicited order or
offer to purchase, the broker-dealer shall obtain from the purchaser a
written acknowledgment that the purchase was unsolicited, or the confir-
mation delivered to the purchaser or a memorandum delivered in connec-
tion therewith shall confirm that the purchase was unsolicited by the
broker-dealer or any agent of the broker-dealer. This exemption includes
only transactions between a broker-dealer and a purchaser of a security.

(3) Any sale of an outstanding security is exempted under s. 551.23
(3), Stats., if:

(a) With respect to a security qualifying under s. 551.23 (3) (¢), Stats.,
the issuer or a licensed broker-dealer files a notice of the proposed sale
with the commissioner prior to the offering, including the latest prospec-
tus filed under the securities act of 1933 describing the securities pro-
posed to be sold, a copy of the issuer’s articles of incorporation and by-
laws, or equivalents, as currently in effect, and the information
concerning the public market for the security specified in s. SEC 3.02 (1)
(b). The exemption, unless denied or revoked by order of the commis-
sioner within 10 days, is effective so long as the issuer is filing periodic
information, documents and reports under section 15 (d) of the securities
exchange act of 1934.

(b) With respect to a security qualifying under s. 551.23 (3) (d), Stats.,
the issuer or an applicant files with the commissioner prior to the offering
a notice of the proposed sale, including: the prospectus used in the most
recent offering of the securities proposed to be sold; any information
specified in ss. SEC 3.22 and 3.23, and not contained in the filed prospec-
tus; the trust indenture, if any, under which the securities proposed to be
sold are issued; the information concerning the public market for the se-
curity specified in s. SEC 3.02 (1) (b); a balance sheet of the issuer as of
the end of the last fiscal year of the issuer preceding the date of filing and
statements of income and changes in financial position and analysis of
surplus for such fiscal year meeting the requirements of s. SEC 7.06; an
undertaking to file with the commissioner within 120 days (180 days with
respect to a corporation organized and operated not for private profit but
exclusively for religious, educational, benevolent or charitable purposes)

Register, December, 1983, No. 336



COMMISSIONER OF SECURITIES SEC 2

after the end of each fiscal year of the issuer comparable financial state-

ments of the issuer for each such fiscal year; and an undertaking to fur-
nish the commissioner with a written report within 30 days after the hap-
pening of any material event affecting the issuer or the securities
proposed to be sold. The exemption, unless disallowed by order of the
commissioner within 10 days, is effective so long as the mformatxon re-
quired to be furnished is kept current. .

(4) A “financial institution or institutional investor’” within the mean—
ing of s. 551.23 (8), Stats., includes:

(a) An endowment or trust fund of a charitable organization specified
in section 170 (b) (1) (A} of the Internal Revenue Code:

(b) An issuer which has any class of securities registered under section
12 of the Securities Exchange Act of 1934, and any wholly owned subsidi-
ary thereof;

(c) Any other corporation, partnership or association which has been
in existence for 10 years or whose net assets exceed $500,000, and whose
-prineipal purpose as stated in its articles, by-laws or other organizational
.instrument is invesfing in securities; and

(d) Any other person or entity whom the commissioner by order
designates.

(5) With respect to an offer or sale of a security exempted under s.
551.23 (10) or (11), Stats.:

(a) Offerees or persons holding directly or indirectly all the issuer’s se-
curities include all joint or common owners and all beneficial owners of
its securities, and all beneficial owners of any corporation, partnership,
association or trust holding any of the issuer’s securities and organized in
connection with the offer or sale of the securities, provided that any rela-
tive or spouse, or any relative of the spouse, having the same home as the
offeree or person, shall not be deemed a separate offeree or person;

(b) Issuers affiliated by reason of direet or indirect control or persons
affiliated by reason of direct or indirect control of any issuer are deemed
to be a single issuer or person; but use of an exemption for the offer and
sale of securities by such affiliated issuer or person shall not be denied on
account of such affiliation provided the offer and sale are not part of a
common business purpose or plan of offering, or if upon the filing of an
application the commissioner so orders. A “‘common business purpose or
plan of offering” is presumed where the offer or sale of securities is not
separate and distinct from another offer and sale of securities with re-
spect to (i) the application of proceeds, (ii) the physical proximity of real
property or other assets, or (iii) the financial affairs of the business;

(e) A reasonable commission or fee may be paid to a broker-dealer li-
censed in this state for services rendered in connection with a sale of se-
curities effected under s. 551.23 (10) or (11), Stats.; a commission or fee
will be presumed reasonable if it does not exceed the amount permitted
under s. SEC 3.01 (1); and

(d) The exemption for any offer or sale under s. 551.23 (11), Stats., is
withdrawn with respect to:

1. Except as provided in this subdivision, any offer or sale of interests
in a limited partnership, irrespective of the kind of assets held or business
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engaged in by the partnership, any investment contract irrespective of
the kind of assets held or business engaged in by the enterprise, or any
certificate of interest or participation in an oil, gas or mining title or
lease, or in payments out of production under the title or lease, if the
aggregate offering price or face amount, whichever is greater, of all secur-
ities to be offered by or on behalf of the issuer, together with the value of
any securities sold to persons in this state by or on behalf of the issuer
during the prior 12 months, exceeds $100,000, unless prior to the offering
the issuer files a notice of the proposed offer or sale with the commis-
sioner, including any prospectus, circular or other material to be deliv-
ered to offerees, and other information as the commissioner may require,
and the commissioner does not by order withdraw, deny or revoke the
exemption within 10 days. This subdivision is not applicable to any offer
or sale made by a broker-dealer licensed in Wisconsin if the broker-dealer
is not affiliated with either the issuer or sponsor of the issuer by means of
direet or indirect common control;

2. Any offer or sale of equity securities by or on behalf of any person
directly or indirectly controlling an issuer whose equity securities were
registered under ch. 551, Stats., or any predecessor law and are held of
record by more than 100 shareholders in this state, otherwise than in
compliance with sub. (1) (b); and

3. Any offer or sale of securities registered under the securities act of
1933 or exempted by regulations A or B thereunder, unless permitted by
order of the commissioner in compliance with such conditions as the
commissioner may prescribe.

(6) Notice of an offer to existing security holders exempted under s.
551.23 (12), Stats., shall be filed with the commissioner prior to the offer-
ing, and shall include any prospectus, eircular or other material to be
delivered to offerees in connection with such transaction.

(7) “Class vote” within the meaning of s. 551.23 (13), Stats., includes
any vote pursuant to the articles of incorporation or the applicable cor-
poration statute, of the stockholders of a corporation voting as one class,
and any vote of stockholders of any class taken in accordance with the
provisions of s. 180.52, Stats., or comparable provisions of the articles of
incorporation or of an applicable corporation statute of another state.

(8) (a) “Stock split” within the meaning of s. 551.23(14), Stats., does
not include any action by the corporation which has or may have the
effect of consolidating securities of a class of outstanding equity securi-
ties into a smaller number of securities of that class;

(b) “Stock dividend” within the meaning of s. 551.23(14), Stats., in-
cludes the issuance of shares under a dividend reinvestment plan in
which the election by a shareholder to participate in the plan is volun-
tary and such election may be rescinded at any time upon notice to the
issuer.

(9) Notice of an offer of an evidence of debt of a non-profit corporation
exempted under s. 551.23(15), Stats., shall be filed with the commis-
sioner prior to the offering, and shall include: a trust indenture meeting
the requirements of s. SEC 3.24 under which the evidence of debt is pro-
posed to be issued; a prospectus deseribing the issuer, trust indenture and
evidence of debt proposed to be issued, which shall be given or sent to
each person to whom an offer of such evidence of debt is made at the time
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or times specified in s. SEC 3.23 (1); such additional information as the
commissioner may require; and

(a) With respect to an offer qualifying under s. 551.23 (15) (a), Stats.,
a signed or conformed opinion of counsel for the issuer or other evidence
satisfactory to the commissioner with respect to the validity and rank of
the lien of the mortgage or deed of trust and evidence satisfactory to the
commissioner that the total amount of the securities proposed to be of-
fered does not exceed 50% of the then fair market value of the land and
buildings included in the mortgage or deed of trust, less the amount of
any unpaid special assessment taxes; or

- (b) With respect to an offer qualifying under s. 551.23 (15) (b), Stats.,
a balance sheet of the issuer as of the end of the last fiscal year of the
issuer preceding the date of filing, and statements of income and changes
in financial position and an analysis of surplus of the issuer for each of its
3 immediately preceding fiscal years meeting the requirements of s. SEC
7.06.

(¢) in addition, if the non-profit corporation is or operates as a church,
the offering shall meet the requirements of s. SEC 3.14.

(10) The following transactions are exempted under s. 551.23 (18),
Stats., without limiting the commissioner’s authority thereunder:

(a) Any isolated issuer transaction relating to redeemable securities of
an investment company registered under the investment company act of
1940, effected through a licensed broker-dealer pursuant to an unsolic-
ited order or offer to purchase, provided that the broker-dealer obtains
from the purchaser a written acknowledgment that the purchase was un-
solicited or the confirmation delivered to the purchaser or a memoran-
dum delivered in connection therewith confirms that the purchase was
unsolicited by the broker-dealer or any agent of the broker-dealer. A
transaction is presumed to be “isolated” if it is one of not more than 3
such transactions during the prior 12 months.

(b) Any issuance of securities by a corporation in a transaction meet-
ing the requirements of section 368 (a) (1) (B) of the internal revenue
code, if the issuer files with the commissioner prior to the offering the
reorganization agreement and plan pursuant to which the securities are
proposed to be issued and additional information as the commissioner
may require, and the commissioner does not by order disallow the ex-
emption within 10 days from the date of filing.

(c) Any transaction pursuant to an offer to existing security holders of
the issuer, and to not more than 10 other persons in this state less the
number of persons in this state with whom the issuer has effected any
transactions during the period of 12 months preceding the offer pursuant
to s. 551.238 (10) or (11), Stats., if no commission or other remuneration
other than a standby commission is paid or given directly or indirectly
for soliciting any security holder in this state; and if the issuer files with
the commissioner prior to the offering a notice specifying the terms of the
offer, including any prospectus, circular or other material to be delivered
to offerees in connection with the transaction and such other information
as the commissioner may require, and the commissioner does not by or-
der disallow the exemption within 10 days.

(d) Any transaction incident to a vote of security holders of any issuer
other than a corporation, pursuant to its organizational instrument or
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the applicable statute of any state, on a reorganization or a sale or trans-
fer of assets in consideration of the issuance of securities of another per-
son.

(e) Any offer or sale of securities pursuant to a transaction not involv-
ing a public offering under the securities act of 1933 which the commis-
sioner by order exempts upon application filed by the issuer or seller,
including such information as the commissioner may require, effected in
compliance with such conditions as the commissioner may prescribe.

(f) Any offer or sale of securities to the employes or agents of the issuer
or its subsidiaries pursuant to a stock option plan, provided there is filed
with the commissioner a notice consisting of a complete description of
the plan including any advertising to be published, circulated or used,
and the commissioner by order exempts the plan. The commissioner may
find the order inappropriate for the protection of investors unless:

1. The plan extends for no longer than 10 years;

2. The total amount of options and the exercise price meet the require-
ments of s. SEC 3.03 (4) and (5);

3. The issuer files an undertaking to deliver to all participating em-
ployes copies of the issuer’s annual financial statements;

4. Installment payments for shares issued upon exercise are not per-
mitted;

5. Certificates are issued upon exercise;
6. The plan meets the repurchase standards of s. SEC 2.01 (5) (d);

7. All shares issued under the plan have voting, dividend and liquida-
tion rights meeting the requirements of s. SEC 3.07; and

8. If the shares to be issued under the plan are not registered under the
securities act of 1933, the issuer files a satisfactory opinion of counsel as
to its exempt status under that act.

(g) Any offer by a licensed broker-dealer pursuant to a preliminary
prospectus, provided all the following requirements are met:

1. The securities are the subject of a registration statement filed under
s. 551.25 or 551.26, Stats., or a notice filed under s. 551.22 (1) or (8) or
551.23 (12) or (15), Stats.;

2. The preliminary prospectus has been filed with the U.S. securities
and exchange commission or the commissioner for a period of 10 days,
and the commissioner does not by order deny the exemption; and

3. Before the securities referred to in subd. 1. may legally be sold, no
customer funds are received and no customer signs any subscription
agreement or similar document relating to the securities offered other
than a tentative reservation of securities that is not binding on the sub-
scxl'ziber until ratified by the subscriber after the securities may legally be
sold.

(h) Any transaction, in other than the initial public offering, involving
any government security, other than a revenue obligation and other than
a security issued or guaranteed by the United States, or any agency or
corporate instrumentality of the United States, where the government
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security is of investment qualilty rating as determined by the office of the
commissioner of banking for the state of Wisconsin or by the comptroller
of the cubroker-dealerency by virtue of credit worthiness, or any trans-
action involving any government security dated prior to the effective
date of this paragraph.

(i) Any offer or sale of debt securities by an issuer to its employes or
agents, provided there is filed with the commissioner prior to any offer or
sale a notice as provided in s. SEC 2.03 (1), and the commissioner by
order exempts the offering. Without limiting the ability of the commis-
sioner to refuse to issue an order on other grounds, the commissioner may
find the issuance of an order inappropriate for the protection of investors
unless: :

1. The issuer’s net earnings for its last fiscal year prior to the offering
shall have been at least equal to the interest requirements on its debt
securities for that year;

2. The debt securities being offered shall be of a fixed-term nature with
maturities varying from not less than 90 days to not more than 2 years
from the date of issue;

3. Any provision for renewal of the debt securities shall require that
each holder receive 30 days prior written notice of the renewal accompa-
nied by updated information described in subd. 5., that the renewal may
not oceur unless the holder signs at the time of the renewal a subscription
agreement agreeing to the renewal, and that the term of the securities
being renewed shall not extend beyond the expiration date of the Order
of Exemption issued under this subdivision;

4. Each purchaser of debt securities shall be required to represent in a
subscription agreement for purchase or renewal of the debt securities
that the dollar amount of the purchase does not exceed 25% of his or her
liquid net worth, excluding equity in his or her house or personal prop-
erty;

5. An Information Summary containing at least the following informa-
tion shall be provided by the issuer to each offeree at the time of the
offering:

a. Disclosure of the specific purposes for use of the funds raised from
the sale of the debt securities;

b. A statement that the decision of an offeree whether or not to
purchase or to agree to any renewal will not have any effect upon that
offeree’s advancement opportunities, raises or other benefits, nor will im-
pact on the offeree’s continued employment or job duties;

c. A representation that the issuer is not contemplating, and is not the
subject of, any proposed merger, sale of assets or control of the issuer,
receivership or bankruptey, that it does not have current financial obli-
gations that it is unable to meet, and that it has not been refused credit
by any lending institution for the purposes for which the proceeds from
sale or renewal of the debt securities will be used; and

d. Financial statements for the issuer’s three previous fiscal years, or
the duration of the issuer’s existence, whichever is less, that shall be ei-
ther audited or, if unaudited, accompanied by the issuer’s federal income
tax return with supporting schedules for the corresponding years;
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6. Offerees shall be provided with a 5-day period following their receipt
of any offering materials, information or subscription agreement for
purchase of the issuer’s securities, before the subscription agreement can
be returned to or accepted by the issuer; and

7. The issuer shall provide that upon the death or involuntary termi-
nation of employment of the holder, the debt securities will be redeemed
by the issuer within 60 days of receipt by the issuer of a written request
for repurchase from the holder or the holder’s legal representative. The
redemption price shall include principal plus acerued interest to the date
of redemption.

History: Cr. Register, December, 1969, No. 168, eff. 1-1-70; r. and recr. Register, August,
1972, No. 200, eff. 9-1-72; emerg. cr. (11), eff. 11-4-75; er (11), Register, February, 1976, No.
242, eff. 8-1-76. Am. (1)(a), (8)(a), and (b), (5) and (6), renum. (9)(10) and (11) to be (10)
(11) and (9), am. (9)(10) (intro.) and (11)(a) and (e), r. and recr. (10)(b), cr. (11) (f) and (g),
Register, December, 1977, No. 264, eff. 1-1-78; am. (6)(b) and (d) 1, Register, September
1978, No. 273, eff. 10-1-78; am. (5) (e), (6) (b) and (11) (f) 6., Register, December, 1979, No.
288, eff, 1.1-80; am. (1) (b), (2) and (3) {(a) and (b), r. (4}, renum. (5) to (11) to be (4) to (10),
and am. (5) (a), (¢}, and (d) 1., (6), (9) and (10), Register, December, 1980, No. 300, eff. 1-1-
81; cr. (9) (¢) and am. (10) (d), Register, December, 1981, No. 312, eff. 1-1-82; emerg. cr. (10)
(h), eff. 5-1-82; er. (10) (h), Register, September, 1982, No. 321, eff. 10-1-82; am. (8) (a) and
(5) (d) 1., er. (10) (i), Register, December, 1982, No. 324, eff. 1-1-83; cr. (10) (j), Register,
August, 1983, No. 332, eff. 9-1-83; am. (1)(a), (5)(d)1. and (10)(b), Register, December, 1983,
No. 336, eff. 1-1-84; emerg. r. (10) (), eff. 1-1-84; r. (10) (j), Register, May, 1984, No. 341, eff.
6-1-84; am. (10) (g), Register, December, 1984, No. 348, eff. 1-1-85.

SEC 2.03 Exemption proceedings. (1) A notice of exemption pursuant to
s. 551.22 or 551.23, Stats., shall consist of a copy of any prospectus, circu-
lar or other material to be delivered to offerees, the fee prescribed by s.
SEC 7.01 (2), and a cover letter describing how the offering will meet all
the requirements for use of the exemption sought to be utilized.

(2) If any information is reasonably required by the commissioner
prior to the effective date of an exemption, in connection with the exami-
nation of any notice filed pursuant to s. 551.22 or 551.23, Stats., the no-
tice is not deemed filed until the information so required is filed with the
commissioner.

(3) An order of the commissioner disallowing an exemption with re-
speet to a specified security or transaction pursuant to s. 551.22 or 551.23
Stats., has the same effect as an order denying or revoking an exemption
pursuant to s. 551.24, Stats.

History: Cr. Register, December, 1969, No. 168, eff. 1-1-70; r. and recr. Register, August,
1972, No. 200, eff. 9-1-72; am. (1), Register, December, 1977, No. 264, eff. 1-1-78; r. and recr.

(1), Reg’lster December 1981, No. 312, eff. 1-1-82; am. (1), Regxster, December, 1982, No.
324, eff. 1-1-83.
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