HB- 5746, As Passed House,

Novenmber 30, 2004

SUBSTI TUTE FOR

HOUSE

Bl LL NO 5746

A bill to enact the uniformsecurities act (2002) relating

to the issuance,

offer, sale,

or purchase of securities; to

prohi bit fraudul ent practices in relation to securities; to

establish civi

and cri m nal

sanctions for violations of the act

and civil sanctions for violation of the rul es pronul gated

pursuant to the

br oker -deal ers,

act; to requi

re the registration of

agents, investnment advisers, and securities; to

make uniformthe law with reference to securities; and to repea

acts and parts of acts.

THE PEOPLE OF THE STATE OF M CH GAN ENACT:
ARTI CLE 1
GENERAL PROVI SI ONS

Sec. 101.

Thi s act shal

| be known and may be cited as the

"uni form securities act (2002)".
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Sec. 102. As used in this act, unless the context otherw se
requires:

(a) "Adm nistrator” nmeans the office of financial and
i nsurance services of the departnment of |abor and economc
gr ow h.

(b) "Agent"” neans an individual other than a broker-dealer
who represents a broker-dealer in effecting or attenpting to
ef fect purchases or sales of securities or represents an issuer
in effecting or attenpting to effect purchases or sales of the
issuer's securities. The termdoes not include a partner,
of ficer, or director of a broker-dealer or issuer, or an
i ndi vidual having a simlar status or performng simlar
functions, unless the individual otherw se cones within the
term The term does not include an individual excluded by rule
or order under this act. The term does not include a person
acting solely as a finder and regi stered as a broker-deal er under

this act or acting as a finder in a transaction exenpt under

section 202(1)(r).

(c) "Bank" means any of the follow ng:

(1) A banking institution organized under the |laws of the
United States.

(i) A nenber bank of the federal reserve system

(iii) Any other banking institution that neets all of the
fol | ow ng:

(A) It is doing business under the |laws of a state or of the
United States.

(B) A substantial portion of its business consists of
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House Bill No. 5746 (H3) as anmended Novenber 30, 2004
recei ving deposits or exercising fiduciary powers simlar to
those pernmitted to be exercised by national banks under the
authority of the conptroller of the currency pursuant to section
1 of Public Law 87-722, 12 USC 92a.

(C It is supervised and exam ned by a state or federa
agency havi ng supervi sion over banks.

(D) It is not operated for the purpose of evading this act.

(iv) A receiver, conservator, or other |iquidating agent of
any institution or firmincluded in subparagraph (i), (ii), or
(iii) .

(d) "Broker-deal er" nmeans a person engaged in the business of
effecting transactions in securities for the account of others or
for the person's own account. The term does not include any of
t he foll ow ng:

(1) An agent.

(i) An issuer.

(iii) [Beginning on the effective date of this act and until Decenber
31, 2006, a] depository institution.

[ (iv) Beginning January 1, 2007, a bank, trust conpany organi zed or
chartered under the |laws of this state, or savings institution if its
activities as a broker-dealer are limted to those specified in section
3(a)(4)(B) (i) through (vi), (wviii)) through (x), and (xi) if limted to
unsolicited transactions; 3(a)(5)(B); and 3(a)(5)(C) of the securities
exchange act of 1934, 15 USC 78c, or a bank that satisfies the conditions
described in section 3(a)(4)(E) of the securities exchange act of 1934,
15 USC 78c.

(vy] An international banking institution.

[(vi)] A person excluded by rule or order under this act.

(e) "Depository institution"” nmeans a bank; or a savings
institution, trust conpany, credit union, or simlar institution
that is organized or chartered under the laws of a state or of
the United States, authorized to receive deposits, and supervised
and exami ned by an official or agency of a state or the United
States if its deposits or share accounts are insured by the

federal deposit Insurance corporation, the national credit union
share insurance fund, or a successor authorized by federal |aw
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The term does not include any of the follow ng:

(1) An insurance conpany or other organization primarily

engaged in the business of insurance.

(i) A Morris Plan bank.

(i)
(f)

An industrial |oan conpany.

"Federal covered investnent adviser" neans a person

regi stered under the investnent advisers act of 1940.

(9)

"Federal covered security" neans a security that is, or

upon conpl etion of a transaction will be, a covered security

under section 18(b) of the securities act of 1933, 15 USC 77r, or

rul es or regul ati ons adopted under that provision.

(h)

"Filing" nmeans the receipt under this act of a record by

the adm ni strator or a designee of the adm nistrator.

(i)

"Finder" means a person who, for consideration,

participates in the offer to sell, sale, or purchase of

securities by locating, introducing, or referring potenti al

purchasers or sellers. Finder does not include a person whose

actions are solely incidental to a transacti on exenpt pursuant to

section 202(1)(r). The adm nistrator nmay by rule or order

excl ude ot her persons fromthis definition.

(J)

"Fraud," "deceit," and "defraud" include, but are not

limted to, commpn | aw deceit.

(k)

princi pal

Sec.

requires:

(a)

"CQuar ant eed" neans guaranteed as to paynent of al
and all interest.

102a. As used in this act, unless the context otherw se

"Institutional investor" neans any of the foll ow ng,
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whet her acting for itself or for others in a fiduciary capacity:

(1) A depository institution or international banking
institution.

(1i) An insurance comnpany.

(iii) A separate account of an insurance conpany.

(iv) An investnment conpany as defined in the investnent
conmpany act of 1940.

(v) A broker-dealer registered under the securities exchange
act of 1934.

(vi) An enpl oyee pension, profit-sharing, or benefit plan if
the plan has total assets in excess of $10,000,000.00 or its

i nvest ment decisions are nade by a nanmed fiduciary, as defined in
t he enpl oyee retirenent income security act of 1974, that is a

br oker-deal er regi stered under the securities exchange act of
1934, an investnent adviser registered or exenpt from

regi stration under the investnent advisers act of 1940, an

i nvest ment advi ser regi stered under this act, a depository
institution, or an insurance conpany.

(vii) A plan established and nmaintained by a state, a
political subdivision of a state, or an agency or instrunentality
of a state or a political subdivision of a state for the benefit
of its enployees, if the plan has total assets in excess of
$10, 000, 000. 00 or its investnent decisions are nade by a duly
desi gnated public official or by a named fiduciary, as defined in
t he enpl oyee retirenent inconme security act of 1974, that is a
br oker - deal er regi stered under the securities exchange act of

1934, an investnent adviser registered or exenpt from
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regi stration under the investnment advisers act of 1940, an
i nvest ment advi ser regi stered under this act, a depository
institution, or an insurance conpany.

(wviii) Atrust, if it has total assets in excess of
$10, 000, 000.00, its trustee is a depository institution, and its
participants are exclusively plans of the types identified in
subpar agraph (vi) or (vii), regardl ess of size of their assets,
except a trust that includes as participants self-directed
i ndi vidual retirenment accounts or simlar self-directed plans.

(iX) An organi zation described in section 501(c)(3) of the
i nternal revenue code, 26 USC 501, a corporation, Massachusetts
or simlar business trust, limted liability conpany, or
partnership, not forned for the specific purpose of acquiring the
securities offered, with total assets in excess of
$10, 000, 000. 00.

(X) A snmall business investnment conpany |icensed by the small
busi ness admi ni stration under section 301(c) of part A of title
I1l of the small business investnent act of 1958, 15 USC 681
with total assets in excess of $10, 000, 000. 00.

(xi) A private business devel opnent conpany as defined in
section 202(a)(22) of the investnent advisers act of 1940, 15 USC
80b-2, with total assets in excess of $10, 000, 000. 00.

(xii) A federal covered investnment adviser acting for its own
account .

(xiii) A "qualified institutional buyer"” as defined in rule
144A(a) (1), other than rule 144A(a)(1)(i)(H), adopted under the

securities act of 1933, 17 CFR 230. 144A
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(xiv) A "mgjor U S. institutional investor" as defined in
rul e 15a-6(b)(4) (i) adopted under the securities exchange act of
1934, 17 CFR 240. 15a- 6(b) (4) (i) .

(xv) Any ot her person, other than an individual, of
institutional character with total assets in excess of
$10, 000, 000. 00 not organi zed for the specific purpose of evading
this act.

(xvi) Any ot her person specified by rule or order under this
act .

(b) "Insurance conpany" means a conpany organi zed as an
i nsurance conpany whose prinmary business is witing insurance or
reinsuring risks underwitten by insurance conpani es and which is
subj ect to supervision by the insurance conm ssioner or a simlar
of ficial or agency of a state.

(c) "Insured" nmeans insured as to paynent of all principal
and all interest.

(d) "International banking institution" neans an
international financial institution of which the United States is
a menber and whose securities are exenpt fromregi stration under
the securities act of 1933.

(e) "Investnent adviser" neans a person that, for
conpensati on, engages in the business of advising others, either
directly or through publications or witings, as to the val ue of
securities or the advisability of investing in, purchasing, or
selling securities or that, for conpensation and as a part of a
regul ar busi ness, issues or pronul gates anal yses or reports

concerning securities. The termincludes a financial planner or

HO6004' 03 (H- 3) DAM



© 00 N o o0~ W N P

N N N N N N NN P P R R R R R R P
N~ o o M WN P O © 0N OO0~ WDN P O

8
ot her person that, as an integral conponent of other financially
rel ated services, provides investnent advice to others for
conpensation as part of a business or that holds itself out as
providing investnment advice to others for compensation. The term
does not include any of the follow ng:

(1) An investnment adviser representative.

(i) A lawyer, accountant, engineer, or teacher whose
performance of investnment advice is solely incidental to the
practice of the person's profession.

(iii) A broker-dealer or its agents whose performance of
i nvestnment advice is solely incidental to the conduct of business
as a broker-deal er and that does not receive special conpensation
for the investnent advice.

(iv) A publisher of a bona fide newspaper, news magazi ne, or
busi ness or financial publication of general and regular
circul ation

(v) A federal covered investnent adviser

(vi) A depository institution.

(vii) Any other person that is excluded by the investnent
advi sers act of 1940 fromthe definition of investnent adviser.

(viii) Any ot her person excluded by rule or order under this
act .

(iX) A finder registered as a broker-deal er under this act.

(f) "Investnent adviser representative" neans an i ndivi dua
enpl oyed by or associated with an investnent adviser or federal
covered investnment adviser and who makes any recomendati ons or

ot herwi se gives investnent advice regarding securities, manages
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accounts or portfolios of clients, determ nes which
recommendati on or advice regarding securities should be given,
provi des investnent advice or holds hinself or herself out as
provi ding i nvest ment advice, receives conpensation to solicit,
of fer, or negotiate for the sale of or for selling investnent
advi ce, or supervises enpl oyees who perform any of the
foregoing. The termdoes not include an individual who neets any
of the follow ng:

(i) Perforns only clerical or mnisterial acts.

(i) I's an agent whose performance of investnent advice is
solely incidental to the individual acting as an agent and does

not receive special conpensation for investnment advisory

servi ces.

(iii) 1s enployed by or associated with a federal covered
i nvest ment advi ser, unless the individual neets any of the
fol |l ow ng:

(A) Has a "place of business"” in this state as that termis
defined by rul e adopted under section 203A of the investnent

advi sers act of 1940, 15 USC 80b-3a, and is an "investnent
advi ser representative" as that termis defined by rule adopted
under section 203A of the investnent advisers act of 1940, 15 USC
80b- 3a.

(B) Has a "place of business"” in this state as that termis
defined by rul e adopted under section 203A of the investnent
advi sers act of 1940, 15 USC 80b-3a, and is not a "supervised
person” as that termis defined in section 202(a)(25) of the

i nvest nent advi sers act of 1940, 15 USC 80b- 2.
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(iv) I's excluded by rule or order under this act.

(g) "lssuer"” neans a person that issues or proposes to issue
a security, subject to the foll ow ng:

(i) The issuer of a voting trust certificate, collatera
trust certificate, certificate of deposit for a security, or
share in an investnent conpany w thout a board of directors or
i ndi viduals performng simlar functions, is the person
performng the acts and assunming the duties of depositor or
manager pursuant to the trust or other agreement or instrunent
under which the security is issued.

(i) The issuer of an equipnent trust certificate or simlar
security serving the same purpose is the person by which the
property is or will be used, or to which the property or
equi pnent is or will be leased or conditionally sold, or that is
ot herwi se contractually responsible for assuring paynent of the
certificate.

(iii) The issuer of a fractional undivided interest in an
oil, gas, or other mneral |ease or in paynents out of production
under a lease, right, or royalty is the owner of an interest in
the lease or in paynments out of production under a |ease, right,
or royalty, whether whole or fractional, that creates fractiona
interests for the purpose of sale.

Sec. 102b. As used in this act, unless the context otherw se
requires:

(a) "Nonissuer transaction" or "nonissuer distribution"” neans
a transaction or distribution not directly or indirectly for the

benefit of the issuer.

H06004' 03 (H- 3) DAM
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(b) "Ofer to purchase" includes an attenpt or offer to
obtain, or solicitation of an offer to sell, a security or
interest in a security for value. The term does not include a
tender offer that is subject to section 14(d) of title I of the
securities exchange act of 1934, 15 USC 78n

(c) "Person" neans an individual, corporation, business
trust, estate, trust, partnership, limted liability conpany,
l[imted liability partnership, association, joint venture, or
government; a governnental subdivision, agency, or
instrunmentality; a public corporation; or any other |egal or
comercial entity.

(d) "Place of business"” of a broker-deal er, an investnent
advi ser, or a federal covered investnent adviser nmeans any of the
fol |l ow ng:

(1) An office at which the broker-deal er, investnent adviser,
or federal covered investnent adviser regularly provides
br okerage or investnent advice, or solicits, neets with, or
ot herwi se conmuni cates with custoners or clients.

(i) Any other location that is held out to the genera
public as a |l ocation at which the broker-deal er, investnent
advi ser, or federal covered investnent adviser provides brokerage
or investnment advice, or solicits, neets with, or otherw se
communi cates with custonmers or clients.

(e) "Predecessor act" neans former 1964 PA 265.

(f) "Price anendnment” neans the anendnent to a registration
statenment filed under the securities act of 1933 or, if an

anmendnent is not filed, the prospectus or prospectus suppl enent
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filed under the securities act of 1933 that includes a statenent
of the offering price, underwiting and selling discounts or
conmi ssi ons, anount of proceeds, conversion rates, call prices,
and other matters dependent upon the offering price.

(g) "Principal place of business" of a broker-dealer or an
i nvest ment advi ser nmeans the executive office of the
br oker -deal er or investnent adviser from which the officers,
partners, or managers of the broker-deal er or investnent adviser
direct, control, and coordinate the activities of the
br oker - deal er or investnent adviser.

(h) "Record," except in the phrases "of record,” "official
record,” and "public record,” nmeans information that is inscribed
on a tangible nediumor that is stored in an electronic or other
mediumand is retrievable in perceivable form

Sec. 102c. As used in this act, unless the context otherw se
requires:

(a) "Sale" includes every contract of sale, contract to sell
or disposition of, a security or interest in a security for
val ue, and "offer to sell"” includes every attenpt or offer to
di spose of, or solicitation of an offer to purchase, a security
or interest in a security for value. Both terns include any of
t he foll ow ng:

(i) A security given or delivered with, or as a bonus on
account of, any purchase of securities or any other thing
constituting part of the subject of the purchase and havi ng been
of fered and sold for val ue.

(ii)) A gift of assessable stock involving an of fer and sal e.

H06004' 03 (H- 3) DAM
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(iii) A sale or offer of a warrant or right to purchase or
subscri be to another security of the same or another issuer, and
a sale or offer of a security that gives the holder a present or
future right or privilege to convert the security into another
security of the same or another issuer, including an offer of the
ot her security.

(b) "Securities and exchange conm ssion" neans the United
States securities and exchange conmm ssi on.

(c) "Security" neans a note; stock; treasury stock; security
future; bond; debenture; evidence of indebtedness; certificate of
interest or participation in a profit-sharing agreenent;
collateral trust certificate; preorganization certificate or
subscription; transferable share; investnent contract; voting
trust certificate; certificate of deposit for a security;
fractional undivided interest in oil, gas, or other mnera
rights; put, call, straddle, option, or privilege on a security,
certificate of deposit, or group or index of securities,
including an interest in or based on the value of that put, call,
straddl e, option, or privilege on that security, certificate of
deposit, or group or index of securities; put, call, straddle,
option, or privilege entered into on a national securities
exchange relating to foreign currency; an investnment in a
viatical or life settlenent agreenent; or, in general, an
interest or instrunment commonly known as a "security"; or a
certificate of interest or participation in, tenporary or interim
certificate for, receipt for, guarantee of, or warrant or right

to subscribe to or purchase, any of the foregoing. All of the
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following apply to the termsecurity:

(i) The termincludes a contractual or quasi-contractua
arrangenent that neets all of the foll ow ng:

(A) A person furnishes capital, other than services, to an
i ssuer under the arrangenent.

(B) A portion of the capital furnished under sub-subparagraph
(A) is subjected to the risks of the issuer's enterprise.

(C© The furnishing of capital under sub-subparagraph (A) is
i nduced by representati ons nade by an issuer, pronoter, or the
issuer's or pronoter's affiliates which give rise to a reasonable
understandi ng that a val uabl e tangi ble benefit will accrue to the
person furnishing the capital as a result of the operation of the
enterprise.

(D) The person furnishing the capital under sub-subparagraph
(A) does not intend to be actively involved in the managenent of
the enterprise in a nmeaningful way.

(E) At the time the capital is furnished, a pronoter or its
affiliates anticipate that financial gain may be realized as a
result of the furnishing.

(i) The termincludes both a certificated and an
uncertificated security.

(iii) The term does not include an insurance or endowrent
policy or annuity contract under which an insurance conpany
prom ses to pay a fixed or variable sumof noney either in a |lunp
sumor periodically for life or other specified period.

(iv) The term does not include an interest in a contributory

or noncontributory pension or welfare plan subject to the
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enpl oyee retirenent incone security act of 1974.

(v) The termincludes an investnent in a common enterprise
Wi th the expectation of profits to be derived primarily fromthe
efforts of a person other than the investor. As used in this
subpar agraph, a "common enterprise" neans an enterprise in which
the fortunes of the investor are interwoven with those of either
t he person offering the investnment, a third party, or other
i nvest ors.

(vi) The term may include, as an investnent contract, an
interest in alimted partnership, alimted liability company,
or alimted liability partnership.

(d) "Self-regulatory organi zati on" nmeans a nationa
securities exchange registered under the securities exchange act
of 1934, a national securities association of broker-dealers
regi stered under the securities exchange act of 1934, a clearing
agency regi stered under the securities exchange act of 1934, or
t he muni ci pal securities rule-making board established under the
securities exchange act of 1934.

(e) "Sign" neans, with present intent to authenticate or
adopt a record, either of the follow ng:

(i) To execute or adopt a tangible synbol.

(ii) To attach or logically associate with the record an
el ectroni c synbol, sound, or process.

(f) "State" neans a state of the United States, the District
of Col unbi a, the Commonweal th of Puerto Rico, the United States
Virgin Islands, or any territory or insular possession subject to

the jurisdiction of the United States.
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Sec. 103. (1) Subject to subsection (2), as used in this
act :

(a) "Comodity exchange act" neans the commodity exchange
act, 7 USC 1 to 25.

(b) "Electronic signatures in global and national comrerce
act” neans the electronic signatures in global and national
comerce act, Public Law 106-229, 114 Stat. 464.

(c) "Enpl oyee retirenment incone security act of 1974" neans
t he enpl oyee retirenent incone security act of 1974, Public Law
93-406, 88 Stat. 829.

(d) "Internal revenue code" nmeans the United States interna
revenue code of 1986.

(e) "Investnent advisers act of 1940" neans the investnent
advi sers act of 1940, 15 USC 80b-1 to 80b-21.

(f) "Investnent conmpany act of 1940" neans the investnent
conpany act of 1940, 15 USC 80a-1 to 80a- 64.

(g) "National housing act" neans the national housing act,
chapter 847, 48 Stat. 1246.

(h) "Public utility holding conpany act of 1935" neans the
public utility hol ding conpany act of 1935, 15 USC 79 to 79z-6.

(i) "Securities act of 1933" neans the securities act of
1933, 15 USC 77a to 77aa.

(j) "Securities exchange act of 1934" neans the securities
exchange act of 1934, 15 USC 78a to 78nm

(k) "Securities investor protection act of 1970" neans the
securities investor protection act of 1970, Public Law 91-598, 84

Stat. 1636.
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() "Securities litigation uniform standards act of 1998"
nmeans the securities litigation uniformstandards act of 1998,
Public Law 105-353, 112 Stat. 3227.

(m "Small business investnment act of 1958" neans the smal
busi ness investnent act of 1958, Public Law 85-699, 72
Stat. 689.

(2) Areference in this act to a federal statute defined in
subsection (1) includes that statute and the rul es and
regul ati ons adopted under that statute. The adm nistrator may,
by rule or order, adopt an anmendment or successor to a federal
statute defined in subsection (1) or rules and regul ati ons
adopted under a federal statute defined in subsection (1), a
federal statute that is simlar to a federal statute defined in
subsection (1), or a rule or regulation that is simlar to a rule
or regul ation adopted under a federal statute defined in
subsection (1).

Sec. 104. Any reference in this act to an agency or
departnent of the United States is also a reference to any

successor agency, departnent, or entity of that agency or

depart ment.
Sec. 105. This act nodifies, limts, and supersedes the
el ectronic signatures in global and national comrerce act, but

does not nodify, limt, or supersede section 101(c) of that act,
15 USC 7001, or authorize electronic delivery of any of the

noti ces described in section 103(b) of that act, 15 USC 7003.
This act authorizes the filing of records and signatures, when

specified by provisions of this act or by a rule or order under
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this act, in a manner consistent with section 104(a) of that act,
15 USC 7004.
ARTI CLE 2
EXEMPTI ONS FROM REG STRATI ON OF SECURI Tl ES

Sec. 201. The follow ng securities are exenpt fromthe
requi renents of sections 301 to 306 and 504:

(a) A security, including a revenue obligation or a separate
security as defined in rule 131 adopted under the securities act
of 1933, 17 CFR 230.131, issued, insured, or guaranteed by the
United States; by a state; by a political subdivision of a state;
by a public authority, agency, or instrunmentality of 1 or nore
states; by a political subdivision of 1 or nore states; or by a
person control |l ed or supervised by and acting as an
instrunmentality of the United States under authority granted by

the Congress; or a certificate of deposit for any of the

f or egoi ng.
(b) A security issued, insured, or guaranteed by a foreign
government with which the United States maintains diplomatic

relations, or any of its political subdivisions, if the security

is recognized as a valid obligation by the issuer, insurer, or
guar ant or.

(c) A security issued by and representing, or that wll
represent an interest in or a direct obligation of, or be

guar anteed by, any of the follow ng:
(i) An international banking institution.
(ii) A banking institution organized under the |laws of the

United States; a nenber bank of the federal reserve system or a
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depository institution a substantial portion of the business of
whi ch consists or will consist of either receiving deposits or
share accounts that are insured to the maxi nrum anount authori zed
by statute by the federal deposit insurance corporation, the
national credit union share insurance fund, or a successor
authorized by federal |aw or exercising fiduciary powers that are
simlar to those permtted for national banks under the authority
of the conptroller of currency pursuant to section 1 of Public
Law 87-722, 12 USC 92a.

(iii) Any other depository institution, unless by rule or
order the adm nistrator proceeds under section 204.

(d) A security issued by and representing an interest in, or
a debt of, or insured or guaranteed by, an insurance conpany
authorized to do business in this state.

(e) A security issued or guaranteed by a railroad, other
common carrier, public utility, or public utility hol ding conpany
that is any of the foll ow ng:

(1) Regulated in respect to its rates and charges by the
United States or a state.

(i) Regulated in respect to the issuance or guarantee of the
security by the United States, a state, Canada, or a Canadi an
province or territory.

(iii) A public utility holding conpany registered under the
public utility hol ding conpany act of 1935 or a subsidiary of a
regi stered hol di ng conpany wi thin the neaning of that act.

(f) A federal covered security specified in section 18(b)(1)

of the securities act of 1933, 15 USC 77r, or a security listed
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or approved for listing on another securities market specified by
rule under this act; a put or a call option contract; warrant; a
subscription right on or with respect to those securities; or an
option or simlar derivative security on a security or an index
of securities or foreign currencies issued by a clearing agency
regi stered under the securities exchange act of 1934 and listed
or designated for trading on a national securities exchange, a
facility of a national securities exchange, or a facility of a
national securities association registered under the securities
exchange act of 1934 or an offer or sale, of the underlying
security in connection with the offer, sale, or exercise of an
option or other security that was exenpt when the option or other
security was witten or issued; or an option or a derivative
security designated by the securities and exchange com ssion
under section 9(b) of the securities exchange act of 1934, 15 USC
78i .

(g) A security issued by a person organi zed and oper at ed
exclusively for religious, educational, benevolent, fraternal,
charitable, social, athletic, or reformatory purposes, or as a
chanber of commerce, and not for pecuniary profit, no part of the
net earnings of which inures to the benefit of a private
st ockhol der or other person, or a security of a conpany that is
excluded fromthe definition of an investnment conpany under
section 3(c)(10)(B) of the investnent conpany act of 1940, 15 USC
80a-3. Wth respect to the offer or sale of a note, bond,
debenture, or other evidence of indebtedness by a person

described in this subdivision, the admnistrator by rule may
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l[imt the availability of this exenption by classifying
securities, persons, and transactions, inposing different
requirenents for different classes, specifying with respect to
subpar agraph (ii) the scope of the exenption and the grounds for
deni al or suspension, and requiring an issuer to nmeet 1 or nore
of the follow ng:

(i) To file a notice specifying the material terms of the
proposed offer or sale and copies of any proposed sal es and
advertising literature to be used and provide that the exenption
becones effective if the adm nistrator does not disallowthe
exenption within the period established by the rule.

(ii)) To file a request for exenption authorization for which
a rule under this act may specify the scope of the exenption; the
requi renent of an offering statenment; the filing of sales and
advertising literature; the filing of consent to service of
process conplying with section 611; and grounds for denial or
suspensi on of the exenption.

(1it) To regi ster under section 304.

(h) A nmenmber's or owner's interest in, or a retention
certificate or like security given in lieu of a cash patronage
di vidend i ssued by, a cooperative organi zed and operated as a
nonprofit menbershi p cooperative under the cooperative |laws of a
state, but not a nenber's or owner's interest, retention
certificate, or like security sold to persons other than bona
fide menbers of the cooperative.

(i) An equipnent trust certificate in respect to equi pnent

| eased or conditionally sold to a person, if any security issued
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by the person woul d be exenpt under this section or would be a
federal covered security under section 18(b)(1) of the securities
act of 1933, 15 USC 77r.

Sec. 202. (1) The followi ng transactions are exenpt from
the requirenments of sections 301 to 306 and 504:

(a) An isolated nonissuer transaction, whether effected by or
t hrough a broker-deal er or not.

(b) A noni ssuer transaction by or through a broker-deal er
regi stered or exenpt fromregistration under this act, and a
resal e transacti on by a sponsor of a unit investnent trust
regi stered under the investnent conpany act of 1940, in a
security of a class that has been outstanding in the hands of the
public for at |least 90 days, if all of the following are net at
the date of the transaction:

(1) The issuer of the security is engaged in business, the
issuer is not in the organizational stage or in bankruptcy or
recei vership, and the issuer is not a blank check, blind pool, or
shel | conpany that has no specific business plan or purpose or
has indicated that its primary business plan is to engage in a
nmerger or conbination of the business with, or an acquisition of,
an unidentified person

(ii) The security is sold at a price reasonably related to
its current market price.

(1it) The security does not constitute the whole or part of
an unsold allotnent to, or a subscription or participation by,

t he broker-dealer as an underwiter of the security or a

redi stribution.
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(ivy A nationally recogni zed securities manual or its
el ectroni ¢ equi val ent designated by rule or order under this act
or arecord filed with the securities and exchange comn ssi on
that is publicly available contains all of the foll ow ng:

(A) A description of the business and operations of the
i ssuer.

(B) The nanes of the issuer's executive officers and the
nanes of the issuer's directors, if any.

(C© An audited bal ance sheet of the issuer as of a date
within 18 nonths before the date of the transaction or, in the
case of a reorgani zation or nerger, and when the parties to the
reorgani zati on or nmerger each had an audited bal ance sheet, a pro
forma bal ance sheet for the conmbined entity.

(D) An audited incone statenent for each of the issuer's 2
i mredi ately previous fiscal years or for the period of existence
of the issuer, whichever is shorter, or, in the case of a
reorgani zati on or merger when each party to the reorgani zation or
nmerger had audited incone statenents, a pro forma i ncone
st at enent .

(v) Any of the followi ng requirenents are net:

(A) The issuer of the security has a class of equity
securities |isted on a national securities exchange registered
under section 6 of the securities exchange act of 1934, 15 USC
78f, or designated for trading on the national association of
securities deal ers automated quotation system

(B) The issuer of the security is a unit investnment trust

regi stered under the investnent conpany act of 1940.
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(C© The issuer of the security, including its predecessors,
has been engaged in continuous business for at |east 3 years.

(D) The issuer of the security has total assets of at | east
$2, 000, 000. 00 based on an audited bal ance sheet as of a date
within 18 nonths before the date of the transaction or, in the
case of a reorgani zation or nerger when the parties to the
reor gani zati on or merger each had an audited bal ance sheet as of
a date within 18 nonths before the date of the transaction, a pro
forma bal ance sheet for the conbined entity.

(c) A nonissuer transaction by or through a broker-deal er
regi stered or exenpt fromregistration under this act in a
security of a foreign issuer that is a margin security defined in
regul ations or rules adopted by the board of governors of the
federal reserve system

(d) A nonissuer transaction by or through a broker-deal er
regi stered or exenpt fromregistration under this act in an
outstanding security if the guarantor of the security files
reports with the securities and exchange comm ssi on under the
reporting requirenments of section 13 or 15(d) of the securities
exchange act of 1934, 15 USC 78m or 78o0.

(e) A nonissuer transaction by or through a broker-deal er
regi stered or exenpt fromregistration under this act in a
security that neets 1 or nore of the follow ng:

(1) Is rated at the tine of the transaction by a nationally
recogni zed statistical rating organization in 1 of its 4 highest
rati ng categories.

(ii) Has a fixed maturity or a fixed interest or dividend, if
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both of the followi ng are net:

(A) A default has not occurred during the current fiscal year
or within the 3 previous fiscal years or during the existence of
the issuer and any predecessor if less than 3 fiscal years, in
t he paynment of principal, interest, or dividends on the
security.

(B) The issuer is engaged in business, is not in the
organi zati onal stage or in bankruptcy or receivership, and is not
and has not been within the previous 12 nonths a bl ank check,
bl i nd pool, or shell conpany that has no specific business plan
or purpose or has indicated that its primary business planis to
engage in a nerger or conbination of the business with, or an
acquisition of, an unidentified person.

(f) A nonissuer transaction by or through a broker-deal er
regi stered or exenpt fromregistration under this act effecting
an unsolicited order or offer to purchase.

(g) A nonissuer transaction executed by a bona fide pl edgee
W t hout any purpose of evading this act.

(h) A nonissuer transaction by a federal covered investnent
advi ser with investnents under managenent in excess of
$100, 000, 000. 00 acting in the exercise of discretionary authority
in a signed record for the account of others.

(i) Atransaction in a security, whether or not the security
or transaction is otherw se exenpt, in exchange for 1 or nore
bona fide outstanding securities, clains, or property interests,
or partly in exchange and partly for cash, if the ternms and

conditions of the issuance and exchange or the delivery and
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exchange and the fairness of the terns and conditi ons have been
approved by the adm nistrator at a hearing.

(j) A transaction between the issuer or other person on whose
behal f the offering is made and an underwiter, or anong
underwriters.

(k) Atransaction in a note, bond, debenture, or other
evi dence of indebtedness secured by a nortgage or other security
agreement if all of the followi ng are net:

(1) The note, bond, debenture, or other evidence of
i ndebt edness is offered and sold with the nortgage or other
security agreenent as a unit.

(ii)) A general solicitation or general advertisenent of the
transaction is not nade.

(iii) A comm ssion or other renmuneration is not paid or
given, directly or indirectly, to a person not registered under
this act as a broker-dealer or as an agent.

() Atransaction by an executor, adm nistrator of an estate,
sheriff, marshal, receiver, trustee in bankruptcy, guardian, or
conser vat or

(m A sale or offer to sell to any of the foll ow ng

(1) An institutional investor.

(ii) A federal covered investnent adviser.

(iii) Any ot her person exenpted by rule or order under this
act .

(n) A sale or an offer to sell securities by or on behal f of
an issuer, if the transaction is part of a single issue in which

all of the following are net:
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(i) There are not nore than 25 purchasers in this state
during any 12 consecutive nonths, other than those designated in
subdi vision ().

(ii)) There is no general solicitation or general adverti sing
used in connection with the offer to sell or sale of the
securities.

(iii) A comm ssion or other renmuneration is not paid or
given, directly or indirectly, to a person other than a
br oker-deal er regi stered under this act or an agent registered
under this act for soliciting a prospective purchaser in this
state.

(iv) The issuer reasonably believes that all the purchasers
in this state other than those designated in subdivision (n) are
pur chasi ng for investnent.

(o) A transaction under an offer to existing security hol ders
of the issuer, including persons that at the date of the
transaction are hol ders of convertible securities, options, or
warrants, if a conm ssion or other renmuneration, other than a
standby comm ssion, is not paid or given, directly or indirectly,
for soliciting a security holder in this state.

(p) An offer to sell, but not a sale, of a security not
exenpt fromregistration under the securities act of 1933 if both
of the following are net:

(1) Aregistration or offering statement or simlar record as
required under the securities act of 1933 has been filed, but is
not effective, or the offer is nade in conpliance with rule 165

adopted under the securities act of 1933, 17 CFR 230. 165.
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(ii) A stop order of which the offeror is aware has not been
i ssued against the offeror by the adm nistrator or the securities
and exchange conm ssion, and an audit, inspection, or proceeding
that is public and may culmnate in a stop order is not known by
the of feror to be pending.

(q) An offer to sell, but not a sale, of a security exenpt
fromregistration under the securities act of 1933 if all of the
foll ow ng are net

(1) Aregistration statenent has been filed under this act,
but is not effective.

(i) A solicitation of interest is provided in a record to
of ferees in conpliance with a rul e adopted by the adm nistrator
under this act.

(iii) A stop order of which the offeror is aware has not been
i ssued by the adm nistrator under this act, and an audit,

i nspection, or proceeding that nmay culmnate in a stop order is
not known by the offeror to be pending.

(r) Atransaction involving the distribution of the
securities of an issuer to the security hol ders of another person
in connection with a nerger, consolidation, exchange of
securities, sale of assets, or other reorganization to which the
i ssuer, or its parent or subsidiary, and the other person, or its
parent or subsidiary, are parties.

(s) Arescission offer, sale, or purchase under section 510.

(t) An offer or sale of a security to a person not resident
inthis state and not present in this state if the offer or sale

does not constitute a violation of the laws of the state or
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foreign jurisdiction in which the offeree or purchaser is present
and is not part of an unlawful plan or scheme to evade this act.

(u) An offer or sale of a security pursuant to an enpl oyee's
stock purchase, savings, option, profit-sharing, pension, or
simlar enployees' benefit plan, including any securities, plan
interests, and guarantees issued under a conpensatory benefit
pl an or conpensation contract, contained in a record, established
by the issuer, its parents, its majority-owned subsidiaries, or
the majority-owned subsidiaries of the issuer's parent for the
participation of their enployees including any of the follow ng:

(i) Ofers or sales of those securities to directors; general
partners; trustees, if the issuer is a business trust; officers;
or consultants and advi sors.

(i) Fam |y nenbers who acquire those securities fromthose
persons through gifts or donestic relations orders.

(iii) Former enpl oyees, directors, general partners,
trustees, officers, consultants, and advisors if those
i ndi vi dual s were enpl oyed by or providing services to the issuer
when the securities were of fered.

(iv) Insurance agents who are excl usive insurance agents of
the issuer, its subsidiaries or parents, or who derive nore than
50% of their annual incone fromthose organizations.

(v) A transaction involving any of the follow ng:

(1) A stock dividend or equivalent equity distribution,
whet her the corporation or other business organization
di stributing the dividend or equivalent equity distribution is

the issuer or not, if nothing of value is given by stockhol ders
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or other equity holders for the dividend or equivalent equity
di stribution other than the surrender of a right to a cash or
property dividend if each stockhol der or other equity hol der may
el ect to take the dividend or equivalent equity distribution in
cash, property, or stock.

(ii)) An act incident to a judicially approved reorganization
in which a security is issued in exchange for 1 or nore
out standing securities, clains, or property interests, or partly
i n exchange and partly for cash.

(iii) The solicitation of tenders of securities by an offeror
in a tender offer in conpliance with rule 162 adopted under the
securities act of 1933, 17 CFR 230. 162.

(w) Subject to subsection (2), a nonissuer transaction in an
out standi ng security by or through a broker-deal er registered or

exenpt fromregistration under this act, if both of the follow ng

are net:
(1) The issuer is a reporting issuer in a foreign
jurisdiction designated in subsection (2)(a), or by rule or order

of the admi nistrator, and has been subject to continuous
reporting requirenments in the foreign jurisdiction for not |ess
than 180 days before the transaction.

(ii) The security is listed on the foreign jurisdiction's
securities exchange that has been designated in subsection
(2)(a), or by rule or order under this act, or is a security of
t he sane issuer that is of senior or substantially equal rank to
the listed security or is a warrant or right to purchase or

subscri be to any of the foregoing.
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(2) For purposes of subsection (1)(w), both of the follow ng

appl y:

(a) Canada, together with its provinces and territories, is
designated foreign jurisdiction and the Toronto stock exchange,
inc., is a designated securities exchange.

(b) After an administrative hearing in conpliance with
applicable state law, the adm nistrator, by rule or order under
this act, may revoke the designation of a securities exchange
under subsection (1)(w) or this subsection if the adm nistrator
finds that revocation is necessary or appropriate in the public
interest and for the protection of investors.

Sec. 203. A rule or order under this act may exenpt a
security, transaction, or offer, or a rule or order under this
act may exenpt a class of securities, transactions, or offers,
fromany or all of the requirenents of sections 301 to 306 and
504, and a rule or order under this act may waive any or all of
the conditions for an exenption or offers under sections 201 and
202.

Sec. 204. (1) Except with respect to a federal covered
security or a transaction involving a federal covered security,
an order of the adm nistrator under this act may deny or suspend
application of, condition, Iimt, or revoke an exenption created
under section 201(c) (iii)), (g), or (h) or 202 or an exenption or

wai ver created under section 203 with respect to a specific

security, transaction, or offer. An order under this section may

only be issued pursuant to the procedures in section 306(4) or

604.
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(2) A person does not violate section 301, 303 to 306, 504,
or 510 by an offer to sell, an offer to purchase, a sale, or a
purchase effected after the entry of an order issued under this
section if the person did not know, and in the exercise of
reasonabl e care could not have known, of the order.

ARTI CLE 3
REGQ STRATI ON OF SECURI TI ES AND NOTI CE FI LI NGS OF FEDERAL COVERED
SECURI TI ES

Sec. 301. A person shall not offer or sell a security in
this state unless 1 or nore of the followng are net:

(a) The security is a federal covered security.

(b) The security, transaction, or offer is exenpted from
regi stration under sections 201 to 203.

(c) The security is registered under this act.

Sec. 302. (1) Arule or order under this act may require
the filing of 1 or nore of the following records with respect to
a security issued by an investnent conpany that is a federal
covered security as defined in section 18(b)(2) of the securities
act of 1933, 15 USC 77r, that is not otherw se exenpt under
sections 201 to 203:

(a) Before the initial offer of a federal covered security in
this state, all records that are part of a federal registration
statement filed with the securities and exchange comm ssi on under
the securities act of 1933, a consent to service of process
signed by the issuer, and a fee of $500. 00.

(b) After the initial offer of the federal covered security

inthis state, all records that are part of an anendnent to a
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federal registration statement filed with the securities and
exchange conmi ssion under the securities act of 1933.

(2) Any security issued by a unit investnent trust that is
regi stered or that has filed a registration statenent under the
i nvest ment conpany act of 1940 as an investnent conpany may be
offered for sale and sold into, from or within this state for an
i ndefinite period cormmencing upon the later of the trust's
effectiveness with the securities and exchange comm ssion or the
adm nistrator's receipt of a notice as prescribed by the
adm nistrator and a 1-tinme notice filing fee of $500. 00.

(3) Each of the following applies to a notice filing under
subsection (1):

(a) Anotice filing is effective for a period of 1 year,
comenci ng upon the later of the effectiveness of the offering
Wi th the securities and exchange comm ssion or the
adm nistrator's receipt of the notice filing.

(b) Anotice filing may be renewed for an additional 1-year
period by filing a current form NF and the fee required by
subsection (8) before the expiration of the 1l-year effective
period. The renewal is effective upon the expiration of the
prior notice period.

(c) Anotice filing may be termnated by filing with the
adm nistrator a notice of termnation as prescri bed by the
adm nistrator. The termnation is effective upon the
adm nistrator's receipt of the notice of term nation.

(4) Wth respect to any security that is a federal covered

security under section 18(b)(4)(D) of the securities act of 1933,

H06004' 03 (H- 3) DAM



© 00 N o o0~ wWw N P

N N N N N N NN P P R R R R R R P
~N~ o o M WON P O © 0N OO0~ WDN O

34
15 USC 77r, the issuer shall file all of the follow ng:

(a) A notice on securities and exchange conmi ssion form D or
a form approved by the adm ni strator.

(b) A consent to service of process signed by the issuer, no
| ater than 15 days after the first sale of a federal covered
security in this state.

(c) A nonrefundable filing fee of $100. 00.

(5) The administrator, by rule or order, nmay require the
filing of any docunent filed with the securities and exchange
conmi ssi on under the securities act of 1933 and a nonrefundabl e
filing fee of $100.00 with respect to any federal covered
security.

(6) The administrator may issue a stop order suspending the
of fer and sale of a federal covered security, except a federal
covered security under section 18(b)(1) of the securities act of
1933, 15 USC 77r, if it finds that the order is in the public
interest and there is a failure to conply with this section

(7) The adm nistrator nmay wai ve any or all of the provisions
of this section by rule or order.

(8) Al of the following apply to the renewals of a notice
filing under subsection (3):

(a) Subject to adjustnent under subdivision (c), the fee for
the renewal is 1 of the follow ng:

(1) I'f the issuer projects nonexenpt sales of the security in
this state during the 1-year renewal period of $250, 000.00 or
| ess, $100. 00.

(i) I'f the issuer projects nonexenpt sales of the security
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inthis state during the 1l-year renewal period of nore than
$250, 000. 00 but not nore than $700, 000. 00, $400. 00.

(iit) I'f the issuer projects nonexenpt sales of the security
inthis state during the 1-year renewal period of nore than
$700, 000. 00 but not nore than $1, 000, 000. 00, $800. 00.

(iv) If the issuer projects nonexenpt sales of the security
inthis state during the 1l-year renewal period of nore than
$1, 000, 000. 00, $1, 400. 00.

(b) For purposes of subdivision (a), an issuer's projection
of nonexenpt sales of a security must be reasonabl e and based on
any facts known to the issuer at the tinme of renewal that may
affect sales of the security, including, but not limted to,
nonexenpt sales of the security in this state during the current
1-year notice filing period.

(c) If an issuer's nonexenpt sales of a security in this
state during a l-year notice filing period exceed the projections
for that period that the issuer had submtted to the
adm nistrator for determ nation of the issuer's renewal fee for
that 1-year notice filing period, the issuer is not required to
amend its projections or pay an additional fee for that notice
filing period. However, the fee for renewal of the notice filing
shall be the greater of the follow ng:

(i) The renewal fee determ ned under subdivision (a).

(ii)) A renewal fee determ ned under subdivision (a), using
actual sales during the current notice filing period as the
projected sales for the renewal notice filing period.

(d) If an issuer's nonexenpt sales of a security in this
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state during a 1-year notice filing period are less than the
projections for that period that the issuer had subnmitted to the
adm nistrator for determ nation of the issuer's renewal fee for
the 1-year notice filing period, the issuer is not entitled to a
refund of any part of the renewal fee for that period or
adj ustment of the renewal fee for any renewal period.

(e) Upon witten request of the adm nistrator, an issuer
shal | provide sales reports showi ng the issuer's nonexenpt sales
of a security in this state for the current and 2 previous 1-year
notice filing periods, but the issuer is not otherw se required
to provide a sales report to the adm nistrator in connection with
a renewal of a notice filing.

(f) I'f the adm nistrator determ nes that for 2 consecutive
1-year notice filing periods an issuer's nonexenpt sales of a
security in this state exceeded the issuer's sales projections
for that period, the adm nistrator may assess the issuer a
penalty in the amount of the renewal fees the issuer would have
pai d under subdivision (a) if its projections had been accurate.
This penalty is in addition to an increased fee for renewal under
subdi vision (c), if any.

(9) If the adm nistrator finds that there is a failure to
conply with a notice or fee requirement of this section, the
adm ni strator may issue a stop order suspending the offer and
sale of a federal covered security in this state, except a
federal covered security under section 18(b)(1) of the securities
act of 1933, 15 USC 77r. If the deficiency is corrected, the

stop order is void as of the time of its issuance and no ot her
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penalty may be inposed by the adm nistrator.

Sec. 303. (1) A security for which a registration statenent
has been filed under the securities act of 1933 in connection
with the same offering may be registered by coordination under
this section.

(2) Aregistration statenment and acconpanyi ng records under
this section nmust contain or be acconpanied by all of the
following records in addition to the information specified in
section 305 and a consent to service of process conplying with
section 611:

(a) A copy of the latest form of prospectus filed under the
securities act of 1933.

(b) A copy of the articles of incorporation and byl aws or
their substantial equivalents currently in effect, a copy of any
agreenent with or anmong underwiters, a copy of any indenture or
ot her instrument governing the issuance of the security to be
regi stered, and a speci nen, copy, or description of the security
that is required by rule or order under this act.

(c) Copies of any other information, or any other records,
filed by the issuer under the securities act of 1933 requested by
t he adm ni strator.

(d) An undertaking to forward each anendnent to the federa
prospectus, other than an anendnent that del ays the effective
date of the registration statenent, pronptly after it is filed
with the securities and exchange comm ssion

(3) Aregistration statenment under this section becones

effective sinmultaneously with or subsequent to the federal
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regi stration statenment when all the follow ng conditions are
sati sfi ed:

(a) A stop order under subsection (4) or section 306 or
i ssued by the securities and exchange comr ssion is not in effect
and a proceeding is not pending agai nst the issuer under section
306.

(b) The registration statenment has been on file for at |east
20 days or a shorter period provided by rule or order under this
act .

(4) The registrant shall pronptly notify the adm nistrator in
a record of the date when the federal registration statenent
beconmes effective and the content of a price anendnent, if any,
and shall pronptly file a record containing the price anendnent.
If the notice is not tinely received, the adm nistrator may issue
a stop order, without prior notice or hearing, retroactively
denying effectiveness to the registration statenment or suspendi ng
its effectiveness until conpliance with this section. The
adm ni strator shall promptly notify the registrant of an order by
tel egram tel ephone, or electronic means and pronptly confirm
this notice by a record. |If the registrant subsequently conplies
with the notice requirenents of this section, the stop order is
void as of the date of its issuance.

(5) If the federal registration statenent becones effective
before each of the conditions in this section is satisfied or is
wai ved by the adm nistrator, the registration statenment is
automatically effective under this act when all the conditions

are satisfied or waived. |If the registrant notifies the
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adm ni strator of the date when the federal registration statenent
is expected to becone effective, the adm nistrator shall pronptly
notify the registrant by telegram tel ephone, or electronic neans
and pronptly confirmthis notice by a record, indicating whether
all the conditions are satisfied or waived and whether the
adm ni strator intends the institution of a proceedi ng under
section 306. The notice by the adm ni strator does not preclude
the institution of a proceedi ng under section 306.

Sec. 304. (1) A security may be registered by qualification
under this section.

(2) Aregistration statement under this section nust contain
the information or records specified in section 305 a consent to
service of process conplying with section 611, and, if provided

by rule under this act, all of the followi ng information or

records:
(a) Wth respect to the issuer and any significant
subsidiary, its name, address, and form of organization, the

state or foreign jurisdiction and date of its organization, the
general character and | ocation of its business, a description of
its physical properties and equi pnent, and a statenent of the
general conpetitive conditions in the industry or business in
which it is or will be engaged.

(b) Wth respect to each director and officer of the issuer,
and ot her person having a simlar status or performng simlar
functions, the person's nane, address, and principal occupation
for the previous 5 years, the amount of securities of the issuer

hel d by the person as of the thirtieth day before the filing of
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the registration statement, the anmount of the securities covered
by the registration statenent to which the person has indicated
an intention to subscribe, and a description of any nateri al
interest of the person in any material transaction with the
i ssuer or a significant subsidiary effected within the previous 3
years or proposed to be effected.

(c) Wth respect to persons covered by subdivision (b), the
aggregate sum of the remuneration paid to those persons during
the previous 12 nonths and estinmated to be paid during the next
12 nonths, directly or indirectly, by the issuer, and all
predecessors, parents, subsidiaries, and affiliates of the
i ssuer.

(d) Wth respect to a person owning of record or owning
beneficially, if known, 10% or nore of the outstandi ng shares of
any class of equity security of the issuer, the information
specified in subdivision (b) other than the person's occupati on.

(e) Wth respect to a pronoter if the issuer was organi zed
within the previous 3 years, the information or records specified
in subdivision (b), any anount paid to the pronoter within that
period or intended to be paid to the pronoter, and the
consi deration for the paynent.

(f) Wth respect to a person on whose behalf any part of the
offering is to be made in a nonissuer distribution, the person's
nanme and address, the anount of securities of the issuer held by
t he person as of the date of the filing of the registration
statenent, a description of any material interest of the person

in any material transaction with the issuer or any significant
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subsidiary effected within the previous 3 years or proposed to be
effected, and a statenment of the reasons for naking the
of fering.

(g) The capitalization and |long-termdebt, on both a current
and pro forma basis, of the issuer and any significant
subsidiary, including a description of each security outstanding
or being registered or otherwi se offered, and a statenment of the
amount and kind of consideration, whether in the formof cash,
physi cal assets, services, patents, goodw ||, or anything el se of
val ue, for which the issuer or any subsidiary has issued its

securities within the previous 2 years or is obligated to issue
its securities.

(h) The kind and ambunt of securities to be offered, the
proposed offering price or the method by which it is to be
conput ed, any variation at which a proportion of the offering is
to be made to a person or class of persons other than the
underwiters, with a specification of the person or class, the
basi s upon which the offering is to be nmade if otherwi se than for
cash, the estimted aggregate underwiting and selling discounts
or conm ssions and finders' fees, including separately cash,
securities, contracts, or anything else of value to accrue to the
underwriters or finders in connection with the offering, or, if
the selling discounts or comm ssions are variable, the basis of
determi ning them and their maxi rum and m ni rum anounts, the
estimated amounts of other selling expenses, including |egal,
engi neering, and accounting charges, the nane and address of each

underwiter and each recipient of a finder's fee, a copy of any
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underwiting or selling group agreenent under which the
distribution is to be made, or the proposed form of any such
agreenent whose ternms have not yet been determ ned, and a
description of the plan of distribution of any securities that
are to be offered otherw se than through an underwiter.

(i) The estinmated nonetary proceeds to be received by the
i ssuer fromthe offering, the purposes for which the proceeds are
to be used by the issuer, the estinmated amount to be used for
each purpose, the order or priority in which the proceeds will be
used for the purposes stated, the anbunts of any funds to be
rai sed fromother sources to achi eve the purposes stated, the
sources of the funds, and, if a part of the proceeds is to be
used to acquire property, including goodwill, otherwi se than in
t he ordi nary course of business, the nanes and addresses of the
vendors, the purchase price, the nanes of any persons that have
recei ved comm ssions in connection with the acquisition, and the
amounts of the conm ssions and ot her expenses in connection with
the acquisition, including the cost of borrow ng noney to finance
t he acquisition.

(j) A description of any stock options or other security
options outstanding, or to be created in connection with the
of fering, and the anmpbunt of those options held or to be held by
each person required to be nanmed in subdivision (b), (d), (e),
(f), or (h) and by any person that holds or will hold 10% or nore
in the aggregate of those options.

(k) The dates of, parties to, and general effect concisely

stated of each managerial or other material contract made or to
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be made otherwi se than in the ordinary course of business to be
performed in whole or in part at or after the filing of the
regi stration statenment or that was nade within the previous 2
years, and a copy of the contract.

() A description of any pending litigation, action, or
proceeding to which the issuer is a party and that materially
affects its business or assets, including any litigation, action
or proceedi ng known to be contenpl ated by governnent al
authorities.

(m A copy of any prospectus, panphlet, circular, form
letter, advertisenment, or other sales literature intended as of
the effective date to be used in connection with the offering and
any solicitation of interest used in conpliance with section
202(q) (ii).

(n) A specinen or copy of the security being registered,
unl ess the security is uncertificated, a copy of the issuer's
articles of incorporation and byl aws, or their substantial
equi valents, in effect, and a copy of any indenture or other
i nstrument covering the security to be registered.

(o) A signed or conformed copy of an opinion of counse
concerning the legality of the security being registered, with an
English translation if it is in a |anguage other than Engli sh,
whi ch states whether the security when sold will be validly
i ssued, fully paid, and nonassessable and, if a debt security, a
bi ndi ng obligation of the issuer.

(p) A signed or conformed copy of a consent of any

accountant, engineer, appraiser, or other person whose profession
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gives authority for a statenment nmade by the person, if the person
is nanmed as having prepared or certified a report or valuation,
other than an official record, that is public, which is used in
connection with the registration statenent.

(q) A bal ance sheet of the issuer as of a date within 4
nont hs before the filing of the registration statenent, a
statenment of incone and a statenent of cash flows for each of the
3 fiscal years preceding the date of the bal ance sheet and for
any period between the close of the imediately previous fiscal
year and the date of the bal ance sheet, or for the period of the
i ssuer's and any predecessor's existence if less than 3 years,
and, if any part of the proceeds of the offering is to be applied
to the purchase of a business, the financial statenments that
woul d be required if that business were the registrant.

(r) Any additional information or records required by rule or
order under this act.

(3) Aregistration statenment under this section becones
effective 30 days, or any shorter period provided by rule or
order under this act, after the date the registration statenent
or the |ast anendnent other than a price anendnent is filed, if
any of the follow ng apply:

(a) A stop order is not in effect and a proceeding is not
pendi ng under section 306.

(b) The adm ni strator has not issued an order under section
306 del ayi ng effectiveness.

(c) The applicant or registrant has not requested that

ef fectiveness be del ayed.
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(4) The admi nistrator may del ay effectiveness once for not
nore than 90 days if the adm nistrator determ nes the
registration statement is not conplete in all material respects
and pronptly notifies the applicant or registrant of that
determination. The adm nistrator may al so del ay effectiveness
for a further period of not nore than 30 days if the
adm ni strator determ nes that the delay is necessary or
appropri at e.

(5) Arule or order under this act nmay require as a condition
of registration under this section that a prospectus containing a
specified part of the information or record specified in
subsection (2) be sent or given to each person to which an offer
is made, before or concurrently with the earliest of any of the
fol |l ow ng:

(a) The first offer made in a record to the person otherw se
t han by nmeans of a public advertisement, by or for the account of
t he i ssuer or another person on whose behalf the offering is
bei ng made, or by an underwiter or broker-dealer that is
of fering part of an unsold allotnent or subscription taken by the
person as a participant in the distribution.

(b) The confirmation of a sale nmade by or for the account of
t he person.

(c) Paynent pursuant to the sale.

(d) Delivery of the security pursuant to the sale.

Sec. 305. (1) Aregistration statenment nay be filed by the
i ssuer, a person on whose behalf the offering is to be nade, or a

br oker - deal er regi stered under this act.
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(2) A person filing a registration statenent shall pay a
filing fee of 1/10 of 1% of the nmaxi mum aggregate offering price
at which the registered securities are to be offered in this
state, but the fee shall in no case be |ess than $100.00 or nore
t han $1, 250.00. |If an application for registration is w thdrawn
before the effective date or a preeffective stop order is issued
under section 306, the adm nistrator shall retain a fee of
$100.00 if the initial review has not been commenced, and the
full filing fee after review has been conmmenced.

(3) Aregistration statenment filed under section 303 or 304
nmust specify all of the follow ng:

(a) The anount of securities to be offered in this state.

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

(c) Any adverse order, judgnent, or decree issued in
connection with the offering by a state securities regulator, the
securities and exchange conmm ssion, or a court.

(4) Arecord filed under this act or the predecessor act,
within 5 years preceding the filing of a registration statenent,
may be incorporated by reference in the registration statenent to
the extent that the record is currently accurate.

(5) In the case of a nonissuer distribution, information or a
record shall not be required under subsection (9) or section 304,
unless it is known to the person filing the registration
statenent or to the person on whose behalf the distributionis to

be made, or unless it can be furnished by those persons w thout
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unreasonabl e effort or expense.

(6) Arule or order under this act nmay require as a condition
of registration that a security issued within the previous 5
years, or to be issued to a pronoter for a consideration
substantially less than the public offering price or to a person
for a consideration other than cash, be deposited in escrow and
that the proceeds fromthe sale of the registered security in
this state be inpounded until the issuer receives a specified
anount fromthe sale of the security either in this state or
el sewhere. The conditions of any escrow or inpoundnment required
under this subsection may be established by rule or order under
this act, but the adm nistrator shall not reject a depository
institution solely because of its |location in another state.

(7) Arule or order under this act may require as a condition
of registration that a security registered under this act be sold
only on a specified formof subscription or sale contract and
that a signed or conformed copy of each contract be filed under
this act or preserved for a period specified by the rule or
order, which nay not be |onger than 5 years.

(8) Except while a stop order is in effect under section 306,
a registration statenent is effective for 1 year after its
effective date, or for a |longer period designated in an order
under this act during which the security is being offered or
distributed in a nonexenpted transaction by or for the account of
t he i ssuer or other person on whose behalf the offering is being
made or by an underwiter or broker-dealer that is still offering

part of an unsold allotnment or subscription taken as a
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participant in the distribution. For the purposes of a nonissuer
transaction, all outstanding securities of the sane cl ass
identified in the registration statenent as a security registered
under this act are considered to be registered while the
registration statement is effective. |If any securities of the
sanme class are outstanding, a registration statenent may not be
withdrawn until 1 year after its effective date. A registration
statement may be withdrawn only with the approval of the
adm ni strator.

(9) Wiile a registration statenent is effective, a rule or
order under this act may require the person that filed the
registration statenent to file reports, not nore often than
quarterly, to keep the information or other record in the
regi stration statement reasonably current and to disclose the
progress of the offering.

(10) A registration statenent nmay be anended after its
effective date. The posteffective anendnent becones effective
when the adm nistrator so orders. |If a posteffective anmendnent
is made to increase the nunber of securities specified to be
of fered or sold, the person filing the anendnent shall pay a
registration fee calculated in the manner specified in subsection
(2). A posteffective amendnent rel ates back to the date of the
of fering of the additional securities being registered if the
anmendnent is filed and the additional registration fee is paid
within 1 year after the date of the sale

Sec. 306. (1) The adm nistrator may issue a stop order

denying effectiveness to, or suspending or revoking the
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ef fectiveness of, a registration statenent if the adm nistrator
finds that the order is in the public interest and that 1 or nore
of the follow ng apply:

(a) The registration statenment as of its effective date or
before the effective date in the case of an order denying
ef fectiveness, an amendnent under section 305(10) as of its
effective date, or a report under section 305(9) is inconplete in
a material respect or contains a statement that, in the Iight of
t he circunstances under which it was nade, was fal se or
m sl eading with respect to a material fact.

(b) This act or a rule adopted or order issued under this act
or a condition inposed under this act has been willfully
violated, in connection with the offering, by the person filing
the registration statenent; by the issuer, a partner, officer, or
director of the issuer or a person having a simlar status or
performng a simlar function; a pronoter of the issuer or a
person directly or indirectly controlling or controlled by the
i ssuer; but only if the person filing the registration statenent
is directly or indirectly controlled by or acting for the issuer;
or by an underwiter.

(c) The security registered or sought to be registered is the
subj ect of a permanent or tenporary injunction of a court of
conpetent jurisdiction or an admnistrative stop order or simlar
order issued under any federal, foreign, or state |aw other than
this act applicable to the offering, but the adm nistrator shal
not institute a proceedi ng agai nst an effective registration

statenent under this paragraph nore than 1 year after the date of
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the order or injunction on which it is based, and the
adm ni strator shall not issue an order under this subdivision on
the basis of an order or injunction issued under the securities
act of another state unless the order or injunction was based on
conduct that would constitute, as of the date of the order, a

ground for a stop order under this section.

(d) The issuer's enterprise or nethod of business includes or

woul d include activities that are unlawful where perfornmed.

(e) Wth respect to a security sought to be regi stered under
section 303, there has been a failure to conply with the
undert aki ng required by section 303(2)(d).

(f) The applicant or registrant has not paid the proper
filing fee, but the adm nistrator shall void the order if the
deficiency is corrected.

(g) One or nore of the follow ng apply to the offering:

(i) The offering will work or tend to work a fraud upon
purchasers or woul d so operate.

(ii)) The offering has been or would be made wi th unreasonabl e
amounts of underwiters' and sellers' discounts, conm ssions, or
ot her conpensation, pronoters' profits or participations, or
unr easonabl e amounts or kinds of options.

(iii) The offering is being made on terns that are unfair,
unjust, or inequitable.

(2) To the extent practicable, the adm nistrator by rule or
order under this act shall publish guidelines, rules, or orders
t hat provide notice of conduct that violates subsection (1)(gQ).

(3) The admi nistrator shall not institute a stop order
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proceedi ng agai nst an effective registration statenent on the
basi s of conduct or a transaction known to the adm nistrator when
the registration statenent becane effective unless the proceedi ng
is instituted within 30 days after the registration statenment
becanme effective.

(4) The admi nistrator may sumarily revoke, deny, postpone,
or suspend the effectiveness of a registration statenent pending
final determ nation of an admi nistrative proceeding. Upon the
i ssuance of the order, the admnistrator shall pronptly notify
each person specified in subsection (5) that the order has been
i ssued, the reasons for the revocation, denial, postponenent, or
suspension, and that within 15 days after the receipt of a
request in a record fromthe person the matter will be schedul ed
for a hearing. If a hearing is not requested and none is ordered
by the adm nistrator, within 30 days after the date of service of
the order, the order becones final. |If a hearing is requested or
ordered, the admnistrator, after notice of and opportunity for
hearing for each person subject to the order, may nodify or
vacate the order or extend the order until final determ nation.

(5) The admi nistrator shall not issue a stop order under this
section until all of the follow ng have occurred:

(a) Appropriate notice has been given to the applicant or
registrant, the issuer, and the person on whose behal f the
securities are to be or have been offered.

(b) An opportunity for hearing has been given to the
applicant or registrant, the issuer, and the person on whose

behal f the securities are to be or have been offered.
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(c) Findings of fact and conclusions of lawin a record in
accordance with the adm nistrative procedures act of 1969, 1969
PA 306, MCL 24.201 to 24.328.

(6) The administrator may nodify or vacate a stop order
i ssued under this section if the adm nistrator finds that the
conditions that caused its issuance have changed or that it is
necessary or appropriate in the public interest or for the
protection of investors.

Sec. 307. The admi nistrator may wai ve or nodify, in whole
or in part, any or all of the requirenents of sections 302, 303,
and 304(2) or the requirenment of any information or record in a
registration statement or in a periodic report filed pursuant to
section 305(9).

ARTI CLE 4
BROKER- DEALERS, AGENTS, | NVESTMENT ADVI SERS, | NVESTMENT ADVI SER

REPRESENTATI VES, AND FEDERAL COVERED | NVESTMENT ADVI SERS

Sec. 401. (1) A person shall not transact business in this
state as a broker-deal er unless the person is registered under
this act as a broker-dealer or is exenpt fromregistration as a
br oker - deal er under subsection (2) or (4).

(2) The follow ng persons are exenpt fromthe registration
requi renent of subsection (1):

(a) A broker-dealer if the broker-deal er does not have a
pl ace of business in this state and if the broker-dealer's only
transactions effected in this state are with any of the
fol | ow ng:

(1) The issuer of the securities involved in the
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transacti ons.

(i) A broker-dealer registered as a broker-deal er under
this act or not required to be registered as a broker-deal er
under this act.

(iii) An institutional investor.

(iv) A nonaffiliated federal covered investnent adviser with
i nvest ment s under managenent in excess of $100, 000, 000. 00 acti ng
for the account of others pursuant to discretionary authority in
a signed record.

(v) A bona fide preexisting customer whose principal place
of residence is not in this state and the broker-dealer is
regi stered as a broker-deal er under the securities exchange act
of 1934 or not required to be registered under the securities
exchange act of 1934 and is registered under the securities act
of the state in which the custonmer maintains a principal place of
resi dence.

(vi) A bona fide preexisting customer whose principal place
of residence is in this state but who was not present in this
state when the custoner relationship was established, if both of
the following are net:

(A) The broker-dealer is registered under the securities
exchange act of 1934 or not required to be registered under the
securities exchange act of 1934 and is registered under the
securities laws of the state in which the custonmer relationship
was established and where the custonmer had mai ntained a principa
pl ace of residence.

(B) Wthin 45 days after the custoner's first transaction in
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this state, the person files an application for registration as a
broker-dealer in this state and a further transaction is not
effected nore than 75 days after the date on which the
application is filed, or, if earlier, the date on which the
adm ni strator notifies the person that the admnistrator has
denied the application for registration or has stayed the
pendency of the application for good cause.

(vii) Not nore than 3 custoners in this state during the
previous 12 nonths, in addition to those specified in
subpar agraphs (i) to (vi) and under subparagraph (viii), if the
broker-deal er is registered under the securities exchange act of
1934 or not required to be regi stered under the securities
exchange act of 1934 and is registered under the securities act
of the state in which the broker-dealer has its principal place

of busi ness.

(viii) Any ot her person exenpted by rule or order under this
act .

(b) A person that deals solely in United States gover nnent
securities and is supervised as a dealer in governnent securities

by the board of governors of the federal reserve system the
conptroller of the currency, the federal deposit insurance
corporation, or the office of thrift supervision.

(c) A person licensed or registered as a nortgage broker
nort gage | ender, or nortgage servicer under the nortgage brokers,
| enders, and servicers |icensing act, 1987 PA 173, MCL 445. 1651
to 445.1684, in the offer or sale of nortgage |oans as defined in

section la of the nortgage brokers, |enders, and servicers
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licensing act, 1987 PA 173, MCL 445. 1651a.

(3) A broker-dealer, or an issuer engaged in offering,
offering to purchase, purchasing, or selling securities in this
state, shall not directly or indirectly enploy or associate with
an individual to engage in an activity related to securities
transactions in this state if the registration of the individua
i s suspended or revoked or the individual is barred from
enpl oyment or association with a broker-deal er, an issuer, an
i nvestment adviser, or a federal covered investnment adviser by an
order of the adm nistrator under this act, the securities and
exchange comm ssion, or a self-regulatory organization. A
br oker-deal er or issuer does not violate this subsection if the
br oker -deal er or issuer did not know and in the exercise of
reasonabl e care could not have known of the suspension,
revocation, or bar. |If requested by a broker-deal er or issuer
and if good cause is shown, an order under this act may nodify or

wai ve, in whole or in part, the application of the prohibitions

of this subsection.

(4) Arule or order under this act nmay permt any of the
fol |l ow ng:

(a) A broker-dealer that is registered in Canada or other
foreign jurisdiction and that does not have a place of business

inthis state to effect transactions in securities with or for,
or attenpt to effect the purchase or sale of any securities by,
any of the follow ng:

(1) An individual from Canada or other foreign jurisdiction

who is tenporarily present in this state and with whomthe
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br oker-deal er had a bona fide custoner relationship before the
i ndi vi dual entered the United States.

(ii) An individual from Canada or other foreign jurisdiction
who is present in this state and whose transactions are in a
self-directed tax advantaged retirenment plan of which the
i ndi vidual is the holder or contributor in that foreign
jurisdiction.

(iii) An individual who is present in this state, with whom
t he broker-deal er custoner relationship arose while the
i ndi vidual was tenporarily or permanently resident in Canada or
the other foreign jurisdiction

(b) An agent who represents a broker-dealer that is exenpt
under this subsection to effect transactions in securities or
attenpt to effect the purchase or sale of any securities in this
state as permtted for a broker-deal er described in subsection
(4)(a).

Sec. 402. (1) An individual shall not transact business in
this state as an agent unless the individual is registered under
this act as an agent or is exenpt fromregistration as an agent
under subsection (2).

(2) Each of the following individuals is exenpt fromthe

regi stration requirenent of subsection (1):

(a) An individual who represents a broker-dealer in effecting

transactions in this state limted to those described in section
15(h)(2) of the securities exchange act of 1934, 15 USC 78o.
(b) An individual who represents a broker-dealer that is

exenpt under section 401(2) or (4).
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(c) An individual who represents an issuer with respect to an
offer or sale of the issuer's own securities or those of the
i ssuer's parent or any of the issuer's subsidiaries, and who is
not conpensated in connection with the individual's participation
by the paynment of comm ssions or other renuneration based,
directly or indirectly, on transactions in those securities.

(d) An individual who represents an issuer and who effects
transactions in the issuer's securities exenpted by section 202,
ot her than section 202(1)(k) or (n).

(e) An individual who represents an issuer who effects
transactions solely in federal covered securities of the issuer,
but an individual who effects transactions in a federal covered
security under section 18(b)(3) or 18(b)(4)(D) of the securities
act of 1933, 15 USC 77r, is not exenpt if the individual is
conpensated in connection with the agent's participation by the
paynment of comm ssions or other renuneration based, directly or
indirectly, on transactions in those securities.

(f) An individual who represents a broker-deal er registered
in this state under section 401(1) or exenpt fromregistration
under section 401(2) in the offer and sale of securities for an
account of a nonaffiliated federal covered investnent adviser
wi th investnments under managenent in excess of $100, 000, 000. 00
acting for the account of others pursuant to discretionary
authority in a signed record.

(g) An individual who represents an issuer in connection with
t he purchase of the issuer's own securities.

(h) An individual who represents an issuer and who restricts
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participation to performng clerical or mnisterial acts.

(i) An enployee of a person licensed or registered under the
nort gage brokers, |enders, and servicers licensing act, 1987 PA
173, MCL 445.1651 to 445.1684, in the offer or sale of nortgage
| oans as defined in section la of the nortgage brokers, |enders,
and servicers licensing act, 1987 PA 173, MCL 445. 1651a, when
acting as an enployee of the licensed or registered person.

(j) Any other individual exenpted by rule or order under this
act .

(3) The registration of an agent is effective only while the
agent is enployed by or associated with a broker-deal er
regi stered under this act or an issuer that is offering, selling,
or purchasing its securities in this state.

(4) A broker-dealer, or an issuer engaged in offering,
selling, or purchasing securities in this state, shall not enpl oy
or associate with an agent who transacts business in this state
on behal f of broker-dealers or issuers unless the agent is
regi stered under subsection (1) or exenpt fromregistration under
subsection (2).

(5) An individual shall not act as an agent for nore than 1
br oker-dealer or nore than 1 issuer at a tine, unless the
br oker-deal ers or the issuers for which the agent acts are
affiliated by direct or indirect conmon control or are authorized
by rule or order under this act.

Sec. 403. (1) A person shall not transact business in this
state as an investnment adviser unless the person is registered

under this act as an investnent adviser or is exenpt from
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regi stration as an investnent adviser under subsection (2).

(2) The follow ng persons are exenpt fromthe registration
requi renent of subsection (1):

(a) A person that does not have a place of business in this
state and that is registered under the securities act of the
state in which the person has its principal place of business, if
its only clients in this state are any of the foll ow ng:

(i) Federal covered investnent advisers, investnent advisers
regi stered under this act, or broker-deal ers registered under
this act.

(i) I'nstitutional investors.

(iit) Bona fide preexisting clients whose principal places of
residence are not in this state, if the investnment adviser is
regi stered under the securities act of the state in which the
clients maintain principal places of residence.

(iv) Any other client exenpted by rule or order under this
act .

(b) A person that does not have a place of business in this
state if the person has had, during the preceding 12 nonths, not
nore than 5 clients that are residents of this state in addition
to those specified under subdivision (a).

(c) The person is an investnent adviser who is not required
to be registered as an investnent adviser under the investnent
advi sers act of 1940 if the investnent adviser's only clients in
this state are other investnent advisers, federal covered
advi sers, broker-dealers, or institutional investors.

(d) Any other person exenpted by rule or order under this
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act .

(3) An investnent adviser shall not, directly or indirectly,
enpl oy or associate with an individual to engage in an activity
related to investnment advice in this state if the registration of
t he individual is suspended or revoked, or the individual is
barred from enpl oynent or association with an investnent adviser,
federal covered investnent adviser, or broker-deal er by an order
under this act, the securities and exchange comr ssion, or a
sel f-regul atory organi zation, unless the investnent adviser did
not know, and in the exercise of reasonable care could not have
known, of the suspension, revocation, or bar. |If the investnent
advi ser request and good cause is shown, the adm nistrator, by
order, may waive, in whole or in part, the application of the
prohi bitions of this subsection.

(4) An investnent adviser shall not enploy or associate with
an individual required to be regi stered under this act as an
i nvest ment advi ser representative who transacts business in this
state on behalf of the investnent adviser unless the individual
is registered under section 404(1) or is exenpt fromregistration
under section 404(2).

Sec. 404. (1) An individual shall not transact business in
this state as an i nvestnent adviser representative unless the
i ndividual is registered under this act as an investnent adviser
representative or is exenpt fromregistration as an investnent
advi ser representative under subsection (2).

(2) Each of the follow ng individuals is exenpt fromthe

regi stration requirenment of subsection (1):
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(a) An individual who is enployed by or associated with an
i nvestment adviser that is exenpt fromregistration under section
403(2) or a federal covered investnent adviser that is excluded
fromthe notice filing requirements of section 405.

(b) Any other individual exenpted by rule or order under this
act .

(3) The registration of an investnent adviser representative
is not effective while the investnent adviser representative is
not enpl oyed by or associated with an investnent adviser
regi stered under this act or a federal covered investnment adviser
that has nade or is required to nake a notice filing under
section 405.

(4) An individual may transact business as an investnment
advi ser representative for nore than 1 investnent adviser or
federal covered investnment adviser unless a rule or order under
this act prohibits or Iimts an individual fromacting as an
i nvest ment advi ser representative for nore than 1 investnent
advi ser or federal covered investnent adviser.

(5) An individual acting as an investnent adviser
representative shall not, directly or indirectly, conduct
business in this state on behalf of an investnent adviser or a
federal covered investnment adviser if the registration of the
i ndi vidual as an investnent adviser representative is suspended
or revoked or the individual is barred from enpl oynment or
association with an investnment adviser or a federal covered
i nvest ment advi ser by an order under this act, the securities and

exchange conm ssion, or a self-regulatory organization. |If a
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federal covered investnent adviser requests and good cause is
shown, the administrator, by order, nmay waive, in whole or in
part, the application of the requirenents of this subsection

(6) An investnment adviser registered under this act, a
federal covered investnent adviser that has filed a notice under
section 405, or a broker-dealer registered under this act is not
required to enploy or associate with an individual as an
i nvest ment advi ser representative if the only conpensation paid
to the individual for a referral of investnent advisory clients
is paid to an investnent adviser registered under this act, a
federal covered investnment adviser who has filed a notice under
section 405, or a broker-dealer registered under this act with
whi ch the individual is enployed or associated as an invest nent
advi ser representative

Sec. 405. (1) Except with respect to a federal covered
i nvest ment advi ser described in subsection (2), a federal covered
i nvest ment advi ser shall not transact business in this state as a

f ederal covered investnent adviser unless the federal covered

i nvest ment advi ser conplies with subsection (3).

(2) The follow ng federal covered investnent advisers are not
required to conply with subsection (3):

(a) A federal covered investnent adviser w thout a place of
business in this state if its only clients in this state are any
of the follow ng:

(i) Federal covered investnent advisers, investnent advisers
regi stered under this act, and broker-deal ers regi stered under
this act.
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(i) Institutional investors.

(iii) Bona fide preexisting clients whose principal places of

residence are not in this state.

(iv) Other clients specified by rule or order under this

act .
(b) A federal covered investnent adviser

pl ace of business in this state if the federa

t hat does not have a

covered i nvest nent

advi ser has had, during the preceding 12 nonths, not nore than 5

clients that are residents of this state in addition to those

speci fi ed under subdivision (a).

(c) Any other person excluded by rule or
act .

(3) A person acting as a federal covered
not excluded under subsection (2), shall file

order under this

i nvest nent advi ser,

a notice, a consent

to service of process conplying with section 611, and those

records that have been filed with the securiti

es and exchange

comm ssi on under the investnent advisers act of 1940 that are

required by rule or order under this act and pay the fees

specified in section 410(5).

(4) A notice under subsection (3) is effective on filing.

Sec. 406. (1) A person shall register as a broker-deal er,

agent, investment adviser, or investnent adviser representative

by filing an application and a consent to service of process

conplying with section 611 and paying the fee specified in

section 410 and any reasonabl e fees charged by the desi gnee of

the adm nistrator for processing the filing.

nmust contain both of the foll ow ng:
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(a) The information or record required for the filing of a
uni f orm appl i cati on.

(b) If requested by the adm nistrator, any other financial or
ot her information or record that the adm nistrator determines is
appropri at e.

(2) If the information or record contained in an application
that is filed under subsection (1) is or becones inaccurate or
inconplete in any material respect, the registrant shall pronptly
file a correcting anmendnent.

(3) If an order is not in effect and no proceeding is pending
under section 412, registration becones effective at 12 noon on
the forty-fifth day after a conpleted application is filed unless
the registration is denied. A rule or order under this act may
set an earlier effective date or may defer the effective date
until 12 noon on the forty-fifth day after the filing of any
amendment conpl eting the application.

(4) Aregistration is effective until 12 m dni ght on Decenber
31 of the year for which the application for registration is
filed. Unless an order is in effect under section 412, a
regi stration may be automatically renewed each year by filing the
records required by rule or order under this act and paying the
fee specified in section 410 and the costs charged by the
designee of the admnistrator for processing the filings.

(5) Arule or order under this act may inpose other
condi tions not inconsistent with the national securities markets
i nprovenent act of 1996, Public Law 104-290, 110 Stat. 3416, or

an order under this act may waive, in whole or in part, specific
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requirenents in connection with registration if the inposition or
wai ver is appropriate in the public interest and for the
protection of investors.

Sec. 407. (1) A broker-deal er or investnent adviser my
succeed to the current registration of another broker-deal er or
i nvestment adviser or a notice filing of a federal covered
i nvest ment advi ser, and a federal covered investnent adviser may
succeed to the current registration of an investnent adviser or
notice filing of another federal covered investnent adviser, by
filing as a successor an application for registration under
section 401 or 403, or a notice under section 405, for the
unexpired portion of the current registration or notice filing.

(2) A broker-dealer or investnment adviser that changes its
form of organi zation or state of incorporation or organization
may continue its registration by filing an anendnent to its
registration if the change does not involve a material change in
its financial condition or nmanagenent. The amendnent is
effective when filed or on a date designated by the registrant in
the filing. The new organization is a successor to the origina
regi strant for the purposes of this act. |If there is a materi al
change in financial condition or managenent, the broker-deal er or
i nvest ment adviser shall file a new application for
registration. Any predecessor regi stered under this act shal
stop conducting its securities business other than w nding down
transactions and shall file for w thdrawal of broker-dealer or
i nvest ment adviser registration within 45 days after filing its

amendnent to effect succession.
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(3) A broker-dealer or investnent adviser that changes its
nane may continue its registration by filing an amendnent to its
regi stration. The anmendnent is effective when filed or on a date
desi gnated by the registrant.

(4) A change of control of a broker-deal er or investnent
advi ser may be nade in accordance with a rule or order under this
act .

Sec. 408. (1) If an agent regi stered under this act
term nates enpl oynment by or association with a broker-deal er or
i ssuer, or if an investnent adviser representative registered
under this act term nates enploynment by or association with an
i nvest ment adviser or federal covered investnent adviser, or if
either registrant termnates activities that require registration
as an agent or investnent adviser representative, the
br oker -deal er, investnent adviser, or federal covered investnent
advi ser shall pronptly file a notice of termnation. If the
regi strant |learns that the broker-deal er, issuer, investnent
advi ser, or federal covered investnent adviser has not filed the
notice, the registrant may file the noti ce.

(2) If an agent registered under this act term nates
enpl oynent by or association with a broker-deal er registered
under this act and begins enploynment by or association with
anot her broker-deal er registered under this act; or if an
i nvest ment advi ser representative registered under this act
term nat es enpl oynent by or association with an investnment
advi ser registered under this act or a federal covered investnment

advi ser that has filed a notice under section 405 and begins
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enpl oyment by or association with another investnent adviser
regi stered under this act or a federal covered investnent adviser
that has filed a notice under section 405, then upon the filing
by or on behalf of the registrant, within 30 days after the
term nation, of an application for registration that conplies
with the requirenment of section 406(1) and paynent of the filing
fee required under section 410, 1 of the following applies to the
regi stration of the agent or investnent adviser representative:

(a) If the agent's central registration depository record or
successor record or the investnent adviser representative's
i nvest ment advi ser registration depository record or successor
record does not contain a new or anmended disciplinary disclosure
wWithin the previous 12 nonths, the registration is imedi ately
effective as of the date of the conpleted filing.

(b) If the agent's central registration depository record or
the investnent advi ser representative' s investnent adviser
regi stration depository record contains a new or anended
di sciplinary disclosure within the preceding 12 nonths, the
registration is tenporarily effective as of the date of the
conpleted filing.

(3) If there are or were grounds for discipline under section
412, the administrator may withdraw a tenporary regi stration
within 30 days after the application is filed. |If the
adm ni strator does not withdraw the tenporary registration within
the 30-day period, registration becones automatically effective
on the thirty-first day after filing.

(4) The admi nistrator may prevent the effectiveness of a
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transfer of an agent or investnment adviser representative under
subsection (2)(a) or (b) based on the public interest and the
protection of investors.

(5) If the adm nistrator determnes that a registrant or
applicant for registration is no |onger in existence, has ceased
to act as a broker-deal er, agent, investnent adviser, or
i nvest ment advi ser representative, is the subject of an
adj udi cation of incapacity, is subject to the control of a
comm ttee, conservator, or guardi an, or cannot reasonably be
| ocated, a rule or order under this act may require the
regi stration be canceled or term nated or the application
denied. The adm nistrator nmay reinstate a canceled or term nated
registration, with or without hearing, and nmay neke the
regi stration retroactive.

Sec. 409. Wthdrawal of registration by a broker-dealer
agent, investment adviser, or investnment adviser representative
is effective 60 days after an application to withdrawis filed or
within a shorter period as provided by rule or order under this
act, unless a revocation or suspension proceeding i s pendi ng when
the application is filed. |If a proceeding is pending, w thdrawal
is effective when and on conditions required by rule or order
under this act. The administrator nmay institute a revocation or
suspensi on proceedi ng under section 412 within 1 year after the
wi t hdrawal becane effective automatically and issue a revocation
or suspension order as of the |ast date on which registration was
effective if a proceeding is not pending.

Sec. 410. (1) Before Cctober 1, 2007, a person shall pay a
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fee of $300.00 when initially filing an application for
registration as a broker-dealer and a fee of $300.00 when filing
a renewal of registration as a broker-dealer. After
Sept enber 30, 2007, a person shall pay a fee of $250.00 when
initially filing an application for registration as a
br oker-deal er and a fee of $250.00 when filing a renewal of
registration as a broker-dealer. |If the filing results in a
denial or withdrawal, the adm nistrator shall retain all of the
filing fee.

(2) Before Cctober 1, 2007, an individual shall pay a fee of
$65. 00 when filing an application for registration as an agent, a
fee of $65.00 when filing a renewal of registration as an agent,
and a fee of $65.00 when filing for a change of registration as
an agent. After Septenber 30, 2007, an individual shall pay a
fee of $30.00 when filing an application for registration as an
agent, a fee of $30.00 when filing a renewal of registration as
an agent, and a fee of $30.00 when filing for a change of
registration as an agent. |If the filing results in a denial or
wi thdrawal , the adm nistrator shall retain all of the filing
fee.

(3) Before Cctober 1, 2007, a person shall pay a fee of
$200. 00 when filing an application for registration as an
i nvest ment advi ser and a fee of $200.00 when filing a renewal of
regi stration as an investnent adviser. After Septenber 30, 2007,
a person shall pay a fee of $150.00 when filing an application
for registration as an investnent adviser and a fee of $150.00

when filing a renewal of registration as an investnent adviser.
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If the filing results in a denial or wthdrawal, the
adm nistrator shall retain all of the filing fee.

(4) Before Cctober 1, 2007, an individual shall pay a fee of
$65. 00 when filing an application for registration as an
i nvest ment advi ser representative, a fee of $65.00 when filing a
renewal of registration as an investnent adviser representative,
and a fee of $65.00 when filing a change of registration as an
i nvest ment advi ser representative. After Septenber 30, 2007, an
i ndi vi dual shall pay a fee of $30.00 when filing an application
for registration as an investnent adviser representative, a fee
of $30.00 when filing a renewal of registration as an investnent
advi ser representative, and a fee of $30.00 when filing a change
of registration as an investnment adviser representative. If the
filing results in a denial or withdrawal, the adm nistrator shal
retain all of the filing fee.

(5) Before Cctober 1, 2007, a federal covered investnent
adviser required to file a notice under section 405 shall pay an
initial and annual notice fee of $200.00. After Septenber 30,
2007, a federal covered investnent adviser required to file a
noti ce under section 405 shall pay an initial and annual notice
fee of $150. 00.

(6) A person required to pay a filing or notice fee under
this section may transmt the fee through or to a designee as a
rule or order requires under this act.

(7) An investnment adviser representative who is registered as
an agent under section 402 and who represents a person that is

both registered as a broker-deal er under section 401 and
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regi stered as an i nvestnment adviser under section 403 or required
as a federal covered investnent adviser to make a notice filing
under section 405 is not required to pay an initial or annua
registration fee for registration as an investnment adviser
representative.

Sec. 411. (1) Subject to section 15(h) of the securities
act of 1934, 15 USC 780, or section 222 of the investnent
advi sers act of 1940, 15 USC 80b-18a, a rule or order under this
act may establish m nimum financial requirenents for
br oker-deal ers registered or required to be registered under this
act and investnent advisers registered or required to be
regi stered under this act.

(2) Subject to section 15(h) of the securities exchange act
of 1934, 15 USC 780, or section 222(b) of the investnent advisers
act of 1940, 15 USC 80b-18a, a broker-deal er registered or
required to be registered under this act and an investnent
advi ser registered or required to be registered under this act
shall file financial reports required by rule or order under this
act. If the information contained in a record filed under this
subsection is or becones inaccurate or inconplete in any materi al

respect, the registrant shall pronptly file a correcting

amendnent .
(3) Subject to section 15(h) of the securities exchange act
of 1934, 15 USC 780, or section 222 of the investnent advisers

act of 1940, 15 USC 80b-18a, a broker-deal er registered or
required to be registered under this act and an investnent

advi ser registered or required to be registered under this act
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shall make and nmmi ntain the accounts, correspondence, nenoranda,
papers, books, and other records required by rule or order of the
adm nistrator. The records required to be maintai ned under this
subsection shall be maintained as foll ows:

(a) Broker-dealer records may be nmintained in any form of
data storage acceptabl e under section 17(a) of the securities
exchange act of 1934, 15 USC 78qg, if they are readily accessible
to the adm nistrator

(b) Investnment adviser records nmay be maintained in any form
of data storage required by rule or order under this act.

(4) The records of a broker-dealer registered or required to
be registered under this act and of an investnent adviser
registered or required to be registered under this act are
subj ect to reasonabl e periodic, special, or other audits or
i nspections by a representative of the admnistrator, in or
outside of this state, as the adm nistrator considers necessary
or appropriate in the public interest and for the protection of
investors. An audit or inspection nmay be nmade at any tine and
W t hout prior notice. The adm nistrator nmay copy and renove for
audit or inspection copies of all records the adm nistrator
reasonably consi ders necessary or appropriate to conduct the
audit or inspection. The adm nistrator nay assess a reasonable
charge for conducting an audit or inspection under this
Subsecti on.

(5) Subject to section 15(h) of the securities exchange act
of 1934, 15 USC 780, or section 222 of the investnment advisers
act of 1940, 15 USC 80b-18a, a rule or order under this act may
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require a broker-deal er and investment adviser that has custody
of or discretionary authority over funds or securities of a
client to obtain insurance or post a bond or other satisfactory
formof security in an anount established by the adm ni strator by
rule or order. The administrator may determi ne the requirenents
of the insurance, bond, or other satisfactory formof security.
I nsurance or a bond or other satisfactory formof security shal
not be required of a broker-deal er registered under this act
whose net capital exceeds, or of an investnent adviser registered
under this act whose m ninum financial requirenents exceed, the
anounts required by rule or order under this act. The insurance,
bond, or other satisfactory formof security nmust permt an
action by a person to enforce any liability on the insurance,
bond, or other satisfactory formof security if comenced within
the tine limtations in section 509(10)(b).

(6) Subject to section 15(h) of the securities exchange act
of 1934, 15 USC 780, or section 222 of the investnment advisers
act of 1940, 15 USC 80b-18a, an agent shall not have custody of
funds or securities of a customer except under the supervision of
a broker-dealer and an investnent adviser representative shal
not have custody of funds or securities of a client except under
t he supervision of an investnment adviser or federal covered
i nvestnment adviser. A rule or order under this act may prohibit,
[imt, or inpose conditions on the custody of funds or securities
of a customer by a broker-deal er and on the custody of securities
or funds of a client by an investnent adviser.

(7) Wth respect to an investnent adviser registered or
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required to be registered under this act, a rule or order under
this act may require that information or other record be
furni shed or dissem nated to clients or prospective clients in
this state as necessary or appropriate in the public interest and
for the protection of investors and advisory clients.

(8) Arule or order under this act may require an individua
regi stered under section 402 or 404 to participate in a
conti nui ng educati on program approved by the securities and
exchange conmi ssion and adm nistered by a self-regul atory
organi zation or, in the absence of such a program a rule or
order under this act may require continuing education for an
i ndi vi dual registered under section 404.

Sec. 412. (1) If the adm nistrator finds that the order is
in the public interest and subsection (4) authorizes the action,
an order under this act may deny an application or condition or
limt registration of an applicant to be a broker-deal er, agent,
i nvest ment advi ser, or investnent adviser representative and, if
the applicant is a broker-dealer or investnent adviser, of a
partner, officer, or director, or a person having a simlar
status or performng simlar functions, or any person directly or
indirectly in control of the broker-deal er or investnent
advi ser.

(2) If the adm nistrator finds that the order is in the
public interest and subsection (4) authorizes the action, an
order under this act may revoke, suspend, condition, or limt the
registration of a registrant and if the registrant is a

br oker-deal er or investnent adviser, of a partner, officer, or
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director, or a person having a simlar status or performng
simlar functions, or a person directly or indirectly in contro
of the broker-dealer or investnent adviser. However, the
adm ni strator may not do any of the follow ng:

(a) Institute a revocation or suspension proceedi ng under
t his subsection based on an order issued under a | aw of anot her
state that is reported to the adm nistrator or a designee of the
adm ni strator nore than 1 year after the date of the order on
which it is based.

(b) Under subsection (4)(e)(i) or (ii), issue an order on the
basi s of an order issued under the securities act of another
state unless the other order was based on conduct for which
subsection (4) would authorize the action had the conduct
occurred in this state.

(3) If the adm nistrator finds that the order is in the
public interest and subsection (4)(a) to (f), (i) to (j), or ()
to (n) authorizes the action, an order under this act may
censure, inpose a bar, or inmpose a civil penalty in an anount not
to exceed a maxi num of $10, 000.00 for a single violation or
$500, 000. 00 for nore than 1 violation on a registrant and, if the
registrant is a broker-deal er or investnent adviser, on a
partner, officer, or director, a person having a simlar status
or performng simlar functions, or a person directly or
indirectly in control of the broker-deal er or investnent
advi ser.

(4) A person may be disciplined under subsections (1) to (3)

if any of the followi ng apply to the person
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(a) The person filed an application for registration in this
state under this act or the predecessor act within the previous
10 years, which, as of the effective date of registration or as
of any date after filing in the case of an order denying
ef fectiveness, was inconplete in any material respect or
contained a statenent that, in light of the circunstances under
which it was made, was false or misleading with respect to a
material fact.

(b) The person willfully violated or willfully failed to
conply with this act or the predecessor act or a rule adopted or
order issued under this act or the predecessor act within the
previ ous 10 years.

(c) The person was convicted of any felony or within the
previ ous 10 years was convicted of a m sdeneanor involving a
security, a commodity futures or option contract, or an aspect of
a business involving securities, commodities, investnents,
franchi ses, insurance, banking, or finance.

(d) The person is enjoined or restrained by a court of
conpetent jurisdiction in an action instituted by the
adm ni strator under this act or the predecessor act, a state, the
securities and exchange conm ssion, or the United States from
engaging in or continuing an act, practice, or course of business
i nvol ving an aspect of a business involving securities,
commodities, investnments, franchises, insurance, banking, or
finance.

(e) The person is the subject of an order, issued after

notice and opportunity for hearing by any of the foll ow ng:
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(i) The securities or other financial services regulator of a
state, or the securities and exchange conm ssion or other federa
agency denyi ng, revoking, barring, or suspending registration as
a broker-deal er, agent, investnent adviser, federal covered
i nvest ment advi ser, or investnent adviser representative.

(1i)) The securities regulator of a state or the securities
and exchange conmi ssion agai nst a broker-deal er, agent,
i nvest ment advi ser, investnment adviser representative, or federa
covered investnent adviser.

(iii) The securities and exchange conm ssion or a
sel f-regul atory organi zati on suspendi ng or expelling the
regi strant frommenbership in a self-regulatory organization

(iv) A court adjudicating a United States postal service
f raud.

(v) The insurance regulator of a state denying, suspending,
or revoking the license or registration of an insurance agent.

(vi) A depository institution or financial services regul ator
suspendi ng or barring the person fromthe depository institution
or other financial services business.

(f) The person is the subject of an adjudication or
determi nation, after notice and opportunity for hearing, by the
securities and exchange conmm ssion, the comobdity futures trading
commi ssion, the federal trade conm ssion, a federal depository
institution regulator, or a depository institution, insurance, or
ot her financial services regulator of a state that the person
willfully violated the securities act of 1933, the securities

exchange act of 1934, the investnent advisers act of 1940, the
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i nvest ment conpany act of 1940, or the commodity exchange act,
the securities or conmodities |aw of a state, or a federal or
state |l aw under which a business involving investnents,
franchi ses, insurance, banking, or finance is regul ated.

(g) The person is insolvent, either because the person's
liabilities exceed the person's assets or because the person
cannot neet the person's obligations as they mature. The
adm ni strator shall not enter an order against an applicant or
regi strant under this subdivision without a finding of insolvency
as to the applicant or registrant.

(h) The person refuses to allow or otherw se inpedes the
adm ni strator from conducting an audit or inspection under
section 411(4) or refuses access to a registrant's office to
conduct an audit or inspection under section 411(4).

(1) The person has failed to reasonably supervi se an agent,

i nvest ment advi ser representative, or other individual, if the
agent, investnent adviser representative, or other individual was
subject to the person's supervision and conmtted a violation of
this act or the predecessor act or a rule adopted or order issued
under this act or the predecessor act within the previous 10
years.

(j) The person has not paid the proper filing fee within 30
days after having been notified by the adm nistrator of a
deficiency. The adm nistrator shall vacate an order under this
par agraph when the deficiency is corrected.

(k) After notice and opportunity for a hearing, 1 or nore of

the foll ow ng have occurred within the previous 10 years:
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(1) A court of conpetent jurisdiction has found the person to
have willfully violated the laws of a foreign jurisdiction under
whi ch the business of securities, conmodities, investnent,
franchi ses, insurance, banking, or finance is regul ated.

(ii) The person was found to have been the subject of an
order of a securities regulator of a foreign jurisdiction
denyi ng, revoking, or suspending the right to engage in the
busi ness of securities as a broker-deal er, agent, investnent
advi ser, investnent adviser representative, or simlar person.

(iii) The person was found to have been suspended or expelled
from nmenbership by or participation in a securities exchange or
securities association operating under the securities |aws of a
foreign jurisdiction.

(1) The person is the subject of a cease and desi st order
i ssued by the securities and exchange comm ssion or issued under
the securities, comodities, investment, franchise, banking,
finance, or insurance |laws of a state.

(m The person has engaged in dishonest or unethica
practices in the securities, comodities, investnent, franchise,
banki ng, finance, or insurance business within the previous 10
years.

(n) The person is not qualified on the basis of factors such
as training, experience, and know edge of the securities
business. If an application is made by an agent for a
br oker-dealer that is a nenber of a self-regulatory organization
or by an individual for registration as an investnment adviser

representative, a denial order shall not be based on this
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subdivision if the individual has successfully conpleted all
exam nations required by subsection (5). The adm nistrator nay
require an applicant for registration under section 402 or 404
who has not been registered in a state within the 2 years
preceding the filing of an application in this state to
successfully conplete an exam nati on.

(5 Arule or order under this act may require that an
exam nation, including an exam nati on devel oped or approved by an
organi zation of securities regulators, be successfully conpleted
by a class of individuals or all individuals. An order under
this act may wai ve an exam nation as to an individual and a rule
under this act may waive an examination as to a class of
individuals if the adm nistrator determ nes that the exam nation
is not necessary or appropriate in the public interest and for
the protection of investors.

(6) The admi nistrator may suspend or deny an application
summarily, restrict, condition, limt, or suspend a registration
or censure, bar, or inpose a civil penalty on a registrant
pendi ng final determ nation of an adm nistrative proceeding. On
t he i ssuance of the order, the adm nistrator shall pronptly
noti fy each person subject to the order that the order has been
i ssued, the reasons for the action, and that, w thin 15 days
after the receipt of a request in a record fromthe person, the
matter will be scheduled for a hearing. |If a hearing is not
requested by a person subject to the order or is not ordered by
the adm nistrator within 30 days after the date of service of the

order, the order is final. |If a hearing is requested or ordered,
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the adm nistrator, after notice of and opportunity for hearing to
each person subject to the order, may nodify or vacate the order
or extend the order until final determnation.

(7) Except under subsection (6), an order shall not be issued
under this section unless all of the follow ng have occurred:

(a) Appropriate notice has been given to the applicant or
regi strant.

(b) Opportunity for hearing has been given to the applicant
or registrant.

(c) Findings of fact and concl usions of |aw have been nade on
the record pursuant to the adm nistrative procedures act of 1969,
1969 PA 306, MCL 24.201 to 24.328.

(8) A person who controls, directly or indirectly, a person
not in conpliance with this section may be disciplined by order
of the adm nistrator under subsections (1) to (3) to the sane
extent as the nonconplying person, unless the controlling person
did not know, and in the exercise of reasonable care could not
have known, of the existence of conduct that is a basis for
di sci pline under this section.

(9) The administrator shall not institute a proceedi ng under
subsection (1), (2), or (3) solely based on material facts
actual ly known by the adm nistrator unless an investigation or
the proceeding is instituted within 1 year after the
adm ni strator actually knew the material facts.

Sec. 413. A broker-dealer acting as a finder shall not do
any of the follow ng:

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

(b) Fail to disclose clearly and conspicuously in witing to
all persons involved in the transaction as a result of the
broker-dealer's finding activities before the sale or purchase
that the person is acting as a finder, any paynent for services
as a finder, the nethod and anmount of paynment, and any benefi ci al
interest, direct or indirect, of the broker-dealer, or a nenber
of the broker-dealer's immediate famly if the broker-dealer is
an individual, in the issue of the securities that are the
subj ect of services as a finder.

(c) Participate in the offer, purchase, or sale of a
security in violation of section 301. However, if the
br oker - deal er nakes a reasonable effort to ascertain if a
regi strati on has been effected or an exenption order granted in
this state or to ascertain the basis for an exenption claimand
does not have know edge that the proposed transaction would
viol ate section 301, the broker-dealer's activities as a finder
do not violate section 301.

(d) Participate in the offer, purchase, or sale of a
security without obtaining information relative to the risks of
the transaction, the direct or indirect conpensation to be
received by pronoters, partners, officers, directors, or their
affiliates, the financial condition of the issuer, and the use of
proceeds to be received frominvestors, or fail to read any
of fering materials obtained. This section does not require

i ndependent investigation or alteration of offering materials

H06004' 03 (H- 3) DAM



© 00 N o o0~ wWw N P

N N N N N N NN P P R R R R R R P
N~ o o M WON P O © 00N OO0~ WDN P O

83
furnished to the broker-dealer

(e) Fail to informor otherw se ensure disclosure to all
persons involved in the transaction as a result of the
broker-dealer's finding activities of any material information
whi ch the broker-deal er knows, or in the exercise of reasonable
care shoul d know based on the information furnished to the
broker-dealer, is material in making an investnent deci sion,
until conclusion of the transaction.

(f) Locate, introduce, or refer persons that the
br oker - deal er knows, or after a reasonable inquiry should know,
are not suitable investors by reason of their financial
condition, age, experience, or need to diversify investnents.

ARTI CLE 5
FRAUD AND LI ABI LI TI ES

Sec. 501. It is unlawful for a person, in connection with
the offer, sale, or purchase of a security, to directly or
indirectly do any of the foll ow ng:

(a) Enploy a device, schene, or artifice to defraud.

(b) Make an untrue statenment of a material fact or omt to
state a material fact necessary in order to nake the statenents
made, in the light of the circunstances under which they were
made, not m sl eadi ng.

(c) Engage in an act, practice, or course of business that
operates or would operate as a fraud or deceit on another
per son.

Sec. 502. (1) It is unlawmful for a person that advises

others for conpensation, either directly or indirectly or through
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publications or witings, as to the value of securities or the
advisability of investing in, purchasing, or selling securities,
or that, for conpensation and as part of a regul ar busi ness,
i ssues or pronul gates anal yses or reports relating to securities,
to do any of the foll ow ng:

(a) Enploy a device, schene, or artifice to defraud another
per son.

(b) Engage in an act, practice, or course of business that
operates or would operate as a fraud or deceit upon anot her
per son.

(2) An investnment adviser acting as a finder shall not do any
of the follow ng:

(a) Take possession of funds or securities in connection with

the transaction for which paynment is made for services as a

finder.

(b) Fail to disclose clearly and conspicuously in witing to
all persons involved in the transaction as a result of his or her
finding activities before the sale or purchase that the person is

acting as a finder, any paynent for services as a finder, the
nmet hod and anmount of paynment, as well as any beneficial interest,
direct or indirect, of the finder or a nmenber of the finder's
imediate famly in the issue of the securities that are the
subj ect of services as a finder.

(c) Participate in the offer, purchase, or sale of a security
in violation of section 301. However, if the investnent adviser
makes a reasonable effort to ascertain if a registration has been

effected or an exenption order granted in this state or to
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ascertain the basis for an exenption claimand does not have
knowl edge that the proposed transaction would viol ate section
301, his or her activities as a finder do not violate section
301.

(d) Participate in the offer, purchase, or sale of a security
W t hout obtaining information relative to the risks of the
transaction, the direct or indirect conpensation to be received
by pronoters, partners, officers, directors, or their affiliates,
the financial condition of the issuer, and the use of proceeds to
be received frominvestors, or fail to read any offering
materi al s obtained. This subdivision does not require
i ndependent investigation or alteration of offering materials
furnished to the finder

(e) Fail to informor otherw se ensure disclosure to all
persons involved in the transaction as a result of his or her
finding activities of any material information which the finder
knows, or in the exercise of reasonable care should know based on
the information furnished to himor her, is material in nmaking an
i nvest ment decision, until conclusion of the transaction. This
subdi vi sion does not require the finder to i ndependently generate
i nformati on.

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

(3) Arule under this act may do any of the foll ow ng:

(a) Define an act, practice, or course of business of an
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i nvest ment advi ser or an investnent adviser representative, other
t han a supervised person of a federal covered investnent adviser
as fraudul ent, deceptive, or manipul ative, and prescribe neans
reasonably designed to prevent investnent advisers and investnment
advi ser representatives, other than supervised persons of a
federal covered investnent adviser, fromengaging in acts,
practices, and courses of business defined as fraudul ent,
deceptive, or manipul ative.

(b) Specify the contents of an investnent advisory contract
entered into, extended, or renewed by an investnment adviser.

Sec. 503. (1) In a civil action or adm nistrative
proceedi ng under this act, a person claimng an exenpti on,
exception, preenption, or exclusion has the burden to prove the
applicability of the exenption, exception, preenption, or
excl usi on.

(2) I'n a crimnal proceeding under this act, a person
cl ai m ng an exenption, exception, preenption, or exclusion has
t he burden of going forward with evidence of the claim

Sec. 504. (1) Subject to subsection (2), a rule or order
under this act may require the filing of a prospectus, panphlet,
circular, formletter, advertisenent, sales literature, or other
advertising record relating to a security or investnment advice
addressed or intended for distribution to prospective investors,
including clients or prospective clients of a person registered
or required to be registered as an investnment advi ser under this
act .

(2) This section does not apply to sales and adverti sing
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literature specified in subsection (1) relating to a federa
covered security, a federal covered investnent adviser, or a
security or transaction exenpted by section 201, 202, or 203
except as required under section 201(g).

Sec. 505. A person shall not nmake or cause to be nade, in a
record that is used in an action or proceeding or filed under
this act, a statenment that, at the tine and in the light of the
ci rcunmst ances under which it is made, is false or msleading in a
mat eri al respect, or, in connection with the statenent, omt to
state a material fact necessary to nmake the statement nade, in
the Iight of the circunstances under which it was made, not false
or m sl eadi ng.

Sec. 506. The filing of an application for registration, a
registration statement, a notice filing under this act, or the
regi stration of a person, the notice filing by a person, or the
registration of a security under this act does not constitute a
finding by the adm nistrator that a record filed under this act
is true, conplete, and not msleading. The filing or
registration or the availability of an exenption, exception,
preenption, or exclusion for a security or a transaction does not
mean that the adm nistrator has passed upon the nerits or
qualifications of, or recommended or given approval to, a person
security, or transaction. A person shall not nake or cause to be
made to a purchaser, custoner, client, or prospective custonmer or
client a representation inconsistent with this section.

Sec. 507. A broker-deal er, agent, investnent adviser,

f ederal covered investnent adviser, or investnent adviser
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representative is not liable to another broker-deal er, agent,
i nvest nent advi ser, federal covered investnent adviser, or
i nvest ment advi ser representative for defamation relating to a
statement that is contained in a record required by the
adm ni strator, or designee of the adm nistrator, the securities
and exchange conmi ssion, or a self-regulatory organization,
unl ess the person knew, or should have known at the tine that the
statement was nade, that it was false in a material respect or
the person acted in reckless disregard of the statenent's truth
or falsity.

Sec. 508. (1) A person that willfully violates this act or
a rule adopted or order issued under this act, except section 504
or the notice filing requirements of section 302 or 405, or that
willfully violates section 505 knowi ng the statenment made to be
false or msleading in a material respect, is guilty of a felony
puni shabl e by inprisonment for not nore than 10 years or a fine
of not nore than $500,000.00 for each violation, or both. An
i ndi vi dual convicted of violating a rule or order under this act
may be fined, but shall not be inprisoned, if the individual did
not have know edge of the rule or order

(2) The attorney general or the proper prosecuting attorney
may institute appropriate crimnal proceedings under this act
with or without a reference fromthe adm nistrator

(3) This act does not limt the power of this state to punish
a person for conduct that constitutes a crime under other |aws of
this state.

Sec. 509. (1) Enforcenent of civil liability under this
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section is subject to the securities litigation uniform standards
act of 1998.

(2) Apersonis liable to the purchaser if the person sells a
security in violation of section 301, or by neans of an untrue
statement of a material fact or an om ssion to state a materi al
fact necessary in order to nake the statenent made, in |ight of
t he circunstances under which it is made, not m sl eading, the
pur chaser not knowi ng the untruth or om ssion, and the seller not
sust ai ni ng the burden of proof that the seller did not know and,
in the exercise of reasonable care, could not have known of the
untruth or omssion. Al of the following apply to an action
under this subsecti on:

(a) The purchaser may maintain an action to recover the
consideration paid for the security, |ess the amount of any
i nconme received on the security, and interest at 6% per year from
t he date of the purchase, costs, and reasonable attorney fees
determined by the court, upon the tender of the security, or for
actual danmages as provided in subdivision (c).

(b) The tender referred to in subdivision (a) my be made any
time before entry of judgment. Tender requires only notice in a
record of ownership of the security and willingness to exchange
the security for the anobunt specified. A purchaser that no
| onger owns the security nmay recover actual danages as provided
in subdivision (c).

(c) Actual damages in an action arising under this subsection
are the anount that would be recoverabl e upon a tender |ess the

val ue of the security when the purchaser disposed of it and
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interest at 6% fromthe date of purchase, costs, and reasonabl e
attorney fees determ ned by the court.

(3) Apersonis liable to the seller if the person buys a
security by means of an untrue statenent of a material fact or
onm ssion to state a material fact necessary in order to nmake the
statenent made, in light of the circunstances under which it is
made, not msleading, if the seller did not know of the untruth
or om ssion and the purchaser does not sustain the burden of
proving that the purchaser did not know, and in the exercise of
reasonabl e care could not have known, of the untruth or
omssion. All of the following apply to an action under this
Subsecti on:

(a) The seller may naintain an action to recover the
security, any inconme received on the security, costs, and
reasonabl e attorney fees determ ned by the court, on the tender
of the purchase price, or for actual damages as provided in

subdi vision (c).

(b) The tender referred to in subdivision (a) my be nmade any

time before entry of judgnment. Tender requires only notice in a

record of the present ability to pay the anmount tendered and
w | lingness to take delivery of the security for the anount
specified. |f the purchaser no | onger owns the security, the
seller may recover actual damages as provided in subdivision
(c).

(c) Actual damages in an action arising under this subsection
are the difference between the price at which the security was
sold and the value the security would have had at the time of the
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sale in the absence of the purchaser's conduct causing liability,
interest at 6% fromthe date of sale of the security, costs, and
reasonabl e attorney fees determ ned by the court.

(4) A person acting as a broker-dealer or agent that sells or
buys a security in violation of section 401(1), 402(1), or 506 is
liable to the custoner. The custoner, if a purchaser, my
mai ntain an action for recovery of actual damages as specified in
subsection (2) or, if a seller, a renmedy as specified in
subsection (3).

(5) A person acting as an investnment adviser or investnent
advi ser representative that provides investnment advice for
conpensation in violation of section 403(1), 404(1), or 506 is
liable to the client. The client may maintain an action at |aw
or in equity to recover the consideration paid for the advice,
interest at 6% fromthe date of paynent, costs, and reasonabl e
attorney fees determ ned by the court.

(6) A person that receives, directly or indirectly, any
consideration for providing investnent advice to another person
and that enploys a device, schenme, or artifice to defraud the
ot her person or engages in an act, practice, or course of
busi ness that operates or would operate as a fraud or deceit on
the other person is liable to the other person. The person
defrauded may maintain an action to recover the consideration
paid for the advice and the anbunt of any actual damages caused
by the fraudul ent conduct that gives rise to liability under this
subsection, interest at 6% fromthe date of the fraudul ent

conduct, costs, and reasonable attorney fees determ ned by the
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court, |less the anobunt of any incone received as a result of the
fraudul ent conduct. This subsection does not apply to a
broker-dealer or its agents if the investnment advice provided is
solely incidental to transacting business as a broker-deal er and
no speci al conpensation is received for the investnent advice.

(7) The followi ng persons are liable jointly and severally
with and to the sane extent as persons |iable under subsections
(2) to (6):

(a) A person that directly or indirectly controls a person
I i abl e under subsections (2) to (6), unless the controlling
person sustains the burden of proving that the controlling person
did not know, and in the exercise of reasonable care could not
have known, of the existence of the conduct by reason of which
the liability is alleged to exist.

(b) An individual who is a nmanagi ng partner, executive
of ficer, or director of a person |liable under subsections (2) to
(6), including each individual having a simlar status or
performng simlar functions, unless the individual sustains the
burden of proving that the individual did not know and, in the
exerci se of reasonable care could not have known, of the
exi stence of the conduct by reason of which the liability is
al l eged to exist.

(c) An individual who is an enployee of or associated with a
person |iabl e under subsections (2) to (6) and who materially
aids the conduct giving rise to the liability, unless the
i ndi vi dual sustains the burden of proving that the individual did

not know and, in the exercise of reasonable care could not have
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known, of the existence of the conduct by reason of which the
liability is alleged to exist.

(d) A person that is a broker-dealer, agent, investnent
advi ser, or investnment adviser representative that materially
aids the conduct giving rise to the liability under subsections
(2) to (6), unless the person sustains the burden of proving that
t he person did not know and, in the exercise of reasonable care
could not have known, of the existence of the conduct by reason
of which liability is alleged to exist.

(8) A person liable under this section has a right of
contribution as in cases of contract against any other person
liable under this section for the same conduct.

(9) A cause of action under this section survives the death
of an individual who m ght have been a plaintiff or defendant.

(10) A person may not obtain relief if an action is not
commenced within 1 of the following time limts, as applicable:

(a) Under subsection (2) for violation of section 301, or
under subsection (4) or (5), unless the action is conmenced
within 1 year after the violation occurred.

(b) Under subsection (2), other than for violation of section
301, or under subsection (3) or (6), unless the action is
commenced within the earlier of 2 years after discovery of the

facts constituting the violation or 5 years after the violation

occurr ed.
(11) A person that has nade or engaged in the perfornmance of
a contract in violation of this act or a rule adopted or order

i ssued under this act, or that has acquired a purported right
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under the contract with know edge of the facts by reason of which
its making or performance was in violation of this act, may not
base an action on the contract.

(12) A condition, stipulation, or provision binding a person
purchasing or selling a security or receiving investnment advice
to waive conpliance with this act or a rule adopted or order
i ssued under this act is void.

(13) The rights and renedies provided by this act are in
addition to any other rights or renedies that may exist, but this
act does not create a cause of action not specified in this
section or section 411(5).

Sec. 510. A purchaser, seller, or recipient of investnent
advice nmay not nmintain an action under section 509 if all of the
follow ng are net:

(a) The purchaser, seller, or recipient of investnment advice
receives in a record, before the action is commenced, an offer
t hat does all of the foll ow ng:

(1) States the respect in which liability under section 509
may have arisen and fairly advi ses the purchaser, seller, or
reci pi ent of investnment advice of that person's rights in
connection with the offer, including financial or other
i nformati on necessary to correct all material m sstatenents or
om ssions in the information that was required by this act to be
furnished to that person at the tine of the purchase, sale, or
i nvest ment advi ce.

(i) If the basis for relief under this section may have been

a violation of section 509(2), offers to repurchase the security
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for cash, payable on delivery of the security, equal to the
consideration paid, and interest at 6% per year fromthe date of
purchase, | ess the anmount of any incone received on the security,
or, if the purchaser no | onger owns the security, offers to pay
t he purchaser upon acceptance of the offer damages in an anpunt
t hat woul d be recoverabl e upon a tender, |ess the value of the
security when the purchaser disposed of it, and interest at 6%
fromthe date of purchase in cash equal to the damages conputed
in the manner provided in this subsection.

(iii) 1f the basis for relief under this section nmay have
been a violation of section 509(3), offers to tender the
security, on paynent by the seller of an anobunt equal to the
purchase price paid, |less incone received on the security by the
purchaser and interest at 6% fromthe date of the sale, or if the
purchaser no | onger owns the security, offers to pay the seller
upon acceptance of the offer, in cash, damages in the anmount of
the difference between the price at which the security was
purchased and the value the security would have had at the tine
of the purchase in the absence of the purchaser's conduct that
may have caused liability and interest at 6% fromthe date of the
sal e.

(iv) If the basis for relief under this section my have been
a violation of section 509(4), and if the customer is a
purchaser, offers to pay as specified in subdivision (a)(ii) or,
if the customer is a seller, offers to tender or to pay as
speci fied in subdivision (a)(ii).

(v) If the basis for relief under this section may have been
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a violation of section 509(5), offers to reinburse in cash the
consideration paid for the advice and interest at 6% fromthe
date of paynent.

(vi) If the basis for relief under this section my have been
a violation of section 509(6), offers to reinburse in cash the
consideration paid for the advice and the anmount of any actual
damages that nay have been caused by the conduct, and interest at
6% fromthe date of the violation causing the |oss.

(vii) States that the offer nust be accepted by the
purchaser, seller, or recipient of investnent advice within 30
days after the date of its receipt by the purchaser, seller, or
reci pient of investnent advice or within a shorter period of not
| ess than 3 days that the administrator, by order, specifies.

(b) The offeror has the present ability to pay the anount
offered or to tender the security under subdivision (a).

(c) The offer under subdivision (a) is delivered to the
purchaser, seller, or recipient of investnent advice or sent in a
manner that ensures receipt by the purchaser, seller, or
reci pi ent of investnent advice.

(d) The purchaser, seller, or recipient of investnent advice
that accepts the offer under subdivision (a) in a record within
t he period specified under subdivision (a)(vi) is paid in
accordance with the terns of the offer.

ARTI CLE 6
ADM NI STRATI ON AND JUDI Cl AL REVI EW
Sec. 601. (1) The admnistrator shall admnister this act.

(2) The adm nistrator or officer, enployee, or designee of
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the adm ni strator shall not use for personal benefit or the
benefit of others records or other information obtained by or
filed with the adm nistrator that are not public under section
607(2). This act does not authorize the adm nistrator or an
of ficer, enployee, or designee of the adm nistrator to disclose
the record or information, except in accordance with section 602,
607(3), or 608.

(3) This act does not create or dimnish any privilege or
exenption that exists at common | aw, by statute, by rule, or
ot herw se.

(4) The adm ni strator may devel op and i npl ement investor
education initiatives to informthe public about investing in
securities, with particular enphasis on the prevention and
detection of securities fraud. In devel oping and inplenenting
these initiatives, the admnistrator may col |l aborate with public
and nonprofit organizations with an interest in investor
education. The adm nistrator may accept grants or donations from
a person that is not affiliated with the securities industry or
froma nonprofit organi zation, regardless of whether or not the
organi zation is affiliated with the securities industry, to
devel op and i nplenent investor education initiatives. This
subsecti on does not authorize the admnistrator to require
participation or nonetary contributions of a registrant in an

i nvestor educati on program

(5) Al fees and civil fines received under this act shall be

deposited in the state treasury to the credit of the

adm ni strator, to be used pursuant to |egislative appropriation
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by the adm nistrator in carrying out those duties required by
law. After the paynent of the anmounts appropriated by the
| egislature for the necessary expenses incurred in the
adm nistration of this act, the noney renaining shall be credited
to the general fund of this state.

Sec. 602. (1) The adm nistrator may do any of the
fol | ow ng:

(a) Conduct public or private investigations in or out of
this state that the adm ni strator considers necessary or
appropriate to determ ne whet her any person has violated, is
violating, or is about to violate this act or a rule adopted or
order issued under this act, or to aid in the enforcenment of this
act or the adoption of rules and forns under this act.

(b) Require or permt a person to testify, file a statenent,
or produce a record, under oath or otherw se as the adm nistrator
determ nes, as to all the facts and circunstances concerning a
matter to be investigated or about which an action or proceeding
is to be commenced.

(c) Publish a record concerning an action, proceeding, or
i nvestigation under, or a violation of, this act or a rule
adopted or order issued under this act if the adm nistrator
determines it is necessary or appropriate in the public interest
and for the protection of investors.

(2) For the purpose of an investigation under this act, the
adm ni strator or a designated officer nmay adm ni ster oaths and
af fi rmati ons, subpoena w tnesses, seek comnpul sion of attendance,

take evidence, require the filing of statenments, and require the
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producti on of any records that the adm nistrator considers
relevant or material to the investigation.

(3) If a person fails to appear or refuses to testify, file a
stat enent, produce records, or otherwise fails to obey a subpoena
as required by the adm nistrator under this act, the
adm nistrator may refer the matter to the attorney general or the
proper prosecuting attorney, who nay apply to the circuit court
of I ngham county or a court of another state to enforce
conpliance. The court may do any of the follow ng:

(a) Hold the person in contenpt.

(b) Oder the person to appear before the adm nistrator.

(c) Oder the person to testify about the matter under
i nvestigation or in question.

(d) Oder the production of records.

(e) Gant injunctive relief, including restricting or
prohi biting the offer or sale of securities or the providing of
i nvest ment advi ce.

(f) Order a civil fine of not |ess than $10, 000. 00 and not
nore than $500, 000. 00 for each violation.

(g) Grant any ot her necessary or appropriate relief.

(4) This section does not preclude a person from applying to
the circuit court of Inghamcounty or a court of another state
for appropriate relief froma request to appear, testify, file a
st atenent, produce records, or obey a subpoena.

(5) An individual is not excused from attending, testifying,
filing a statenent, producing a record or other evidence, or

obeyi ng a subpoena of the adm nistrator under this act or in an
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action conmenced or proceeding instituted by the adm nistrator
under this act on the ground that the required testinony,
statenent, record, or other evidence, directly or indirectly, may
tend to incrimnate the individual or subject the individual to a
crimnal fine, penalty, or forfeiture. |If the individual refuses
to testify, file a statenent, or produce a record or other
evi dence on the basis of the individual's privil ege against
self-incrimnation, the adm nistrator nay apply to the circuit
court to conpel the testinmony, the filing of the statenent, the
production of the record, or the giving of other evidence. The
testinmony, record, or other information conpelled under a court
order obtained under this subsection shall not be used, directly
or indirectly, against the individual in a crimnal case, except
in a prosecution for perjury, contenpt, or otherwise failing to
conply with the order

(6) At the request of the securities regul ator of another
state or a foreign jurisdiction, the admnistrator may provide
assistance if the requesting regulator states that it is
conducting an investigation to determ ne whether a person has
violated, is violating, or is about to violate a | aw or rul e of
the other state or foreign jurisdiction relating to securities
matters which the requesting regul ator adm nisters or enforces.
The adm ni strator may provi de the assistance by using the
authority to investigate and the powers conferred by this section
as the adm nistrator determnes is necessary or appropriate. The
assi stance nay be provided without regard to whether the conduct

described in the request would al so constitute a violation of
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this act or other law of this state if occurring in this state.
I n deciding whether to provide the assistance, the adm ni strator
may consi der whether the requesting regulator is permtted and
has agreed to provide assistance reciprocally within its state or
foreign jurisdiction to the adm nistrator on securities matters
when requested, whether conpliance with the request would violate
or prejudice the public policy of this state, and the
avai lability of resources and enpl oyees of the administrator to
carry out the request for assistance.

Sec. 603. (1) If it appears to the adm nistrator that a
person has engaged, is engaging, or is about to engage in an act,
practice, or course of business constituting a violation of this
act or a rule adopted or order issued under this act, or that a
person has, is, or is about to engage in an act, practice, or
course of business that materially aids a violation of this act
or a rule adopted or order issued under this act, the
adm ni strator may maintain an action in the circuit court to
enjoin the act, practice, or course of business and to enforce
conpliance with this act or a rule adopted or order issued under
this act.

(2) I'n an action under this section and upon a proper
showi ng, the court may do any of the follow ng:

(a) Issue a pernmanent or tenporary injunction, restraining
order, or a declaratory judgnent.

(b) Issue an order for other appropriate or ancillary relief,
i ncluding any of the follow ng:

(1) An asset freeze, accounting, wit of attachnent, wit of
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general or specific execution, and an appoi ntnent of a receiver
or conservator, which my be the admnistrator, for the defendant
or the defendant's assets.

(ii) An order to the adm nistrator to take charge and control
of a defendant's property, including investnent accounts and
accounts in a depository institution, rents, and profits, to
coll ect debts, and to acquire and di spose of property.

(iii) The inposition of a civil fine of not nore than
$10, 000. 00 for a single violation or $500,000.00 for multiple
vi ol ati ons.

(iv) An order of rescission, restitution, or disgorgenent
directed to a person that has engaged in an act, practice, or
course of business constituting a violation of this act or the
predecessor act or a rule adopted or order issued under this act
or the predecessor act.

(v) An order for the paynent of prejudgnment and postj udgnent
i nterest.

(c) Ganting other relief that the court considers
appropri at e.

(3) The administrator shall not be required to post a bond in
an action under this section.

Sec. 604. (1) If the adm nistrator determ nes that a person
has engaged, is engaging, or is about to engage in an act,
practice, or course of business constituting a violation of this
act or a rule adopted or order issued under this act, or that a
person has materially aided, is materially aiding, or is about to

materially aid an act, practice, or course of business
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constituting a violation of this act or a rule adopted or order
i ssued under this act, the adm nistrator nmay do 1 or nore of the
fol | ow ng:

(a) Issue an order directing the person to cease and desi st
fromengaging in the act, practice, or course of business or to
take other action necessary or appropriate to conply with this
act .

(b) Issue an order denying, suspending, revoking, or
conditioning the exenptions for a broker-deal er under section
401(2)(a) (iv) or (vi) or an investnent adviser under section
403(2) (a) (iii).

(c) Issue an order under section 204.

(2) An order under subsection (1) is effective on the date of
i ssuance. Upon issuance of the order, the adm nistrator shal
pronptly serve each person subject to the order with a copy of
the order and a notice that the order has been entered. The
order rmust include a statenent of any civil penalty or costs of
the investigation the adm nistrator will seek, a statement of the
reasons for the order, and notice that the matter will be
schedul ed for a hearing within 15 days after recei pt of a request
in arecord fromthe person. |f a person subject to the order
does not request a hearing and none is ordered by the
adm nistrator within 30 days after the date of service of the
order, the order, including any civil penalty inposed or
requi renent for paynment of the costs of investigation sought in a
statement in that order, becones final as to that person by

operation of law. |If a hearing is requested or ordered, the
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adm ni strator, after notice of and opportunity for hearing to
each person subject to the order, may nodify or vacate the order
or extend it until final determ nation.

(3) If a hearing is requested or ordered pursuant to
subsection (2), the hearing shall be held pursuant to the
adm ni strative procedures act of 1969, 1969 PA 306, MCL 24.201 to
24.328. A final order shall not be issued unless the
adm ni strator makes findings of fact and concl usions of |aw on
the record pursuant to the adm nistrative procedures act of 1969,
1969 PA 306, MCL 24.201 to 24.328. The final order may nake
final, vacate, or nodify the order issued under subsection (1).

(4) In a final order, the adm nistrator may inpose a civil
fine of not nore than $10, 000.00 for a single violation or
$500, 000. 00 for multiple violations.

(5) In a final order, the adm nistrator may charge the actua
cost of an investigation or proceeding for a violation of this
act or a rule adopted or order issued under this act.

(6) If a petition for judicial review of a final order is not
filed in accordance with section 609, the admnistrator may file
a certified copy of the final order with the clerk of a court of
conpetent jurisdiction. The filed order shall have the sane
effect as a judgnent of the court and nay be recorded, enforced,
or satisfied in the same manner as a judgnment of the court.

(7) If a person fails to conply with an order under this
section, the adm nistrator may petition a court of conpetent
jurisdiction to enforce the order. The court shall not require

the adm nistrator to post a bond. |If the court finds, after
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service and opportunity for hearing, that the person is not in
conpliance with the order, the court may adjudge the person in
civil contenpt of the order. The court may inpose an additiona
civil penalty against the person for contenpt in an amount not

| ess than $10, 000. 00 or nore than $500, 000. 00 for each violation
and may grant any other relief the court determ nes is just and
proper in the circunstances.

Sec. 605. (1) The administrator may do any of the
fol |l ow ng:

(a) Issue forns and orders and, after notice and comment, nay
adopt and anend rul es necessary or appropriate to carry out this
act, and may repeal rules, including rules and forns governing
registration statenments, applications, notice filings, reports,
and ot her records.

(b) By rule, define terns, whether or not used in this act,
if the definitions are not inconsistent with this act.

(c) By rule, classify securities, persons, and transactions
and adopt different requirenments for different classes.

(2) Arule or formshall not be adopted or amended or an
order issued or anended under this act unless the adm nistrator
finds that the rule, form order, or amendnent isS necessary or
appropriate in the public interest or for the protection of
investors and is consistent with the purposes intended by this
act. |In adopting, anending, and repealing rules and forns,
section 608 applies in order to achieve uniformty anong the
states and coordination with federal laws in the formand content

of registration statenents, applications, reports, and ot her
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records, including in the adoption of uniformrules, forns, and
pr ocedures.

(3) Subject to section 15(h) of the securities exchange act
of 1934, 15 USC 780, and section 222 of the investnent advisers
act of 1940, 15 USC 80b-18a, the admi nistrator may require that a
financial statement filed under this act be prepared in
accordance with generally accepted accounting principles in the
United States and conply with other requirenents specified by
rule or order under this act. A rule or order under this act may
establish any of the follow ng:

(a) Subject to section 15(h) of the securities exchange act
of 1934, 15 USC 780, and section 222 of the investnent advisers
act of 1940, 15 USC 80b-18a, the form and content of financial
statenents required under this act.

(b) Wet her unconsolidated financial statenents nust be
filed.

(c) Wiether required financial statenments nust be audited by
an i ndependent certified public accountant.

(4) The administrator may provide interpretative opinions or
i ssue determinations that the admnistrator will not institute a
proceedi ng or an action under this act against a specified person
for engaging in a specified act, practice, or course of business
if the determnation is consistent with this act. A rule or
order under this act may charge a reasonable fee for
interpretative opinions or determnations that the adm nistrator
will not institute an action or a proceedi ng under this act.

(5) A penalty under this act shall not be inposed and
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liability does not arise for conduct that is engaged in or
omtted in good faith conformty with a rule, form or order of
t he adm ni strator under this act.

(6) A hearing in an administrative proceedi ng under this act
shall be conducted in public unless the adm nistrator for good
cause consistent with the purposes intended by this act
determ nes that the hearing not be public.

Sec. 606. (1) The adm nistrator shall maintain, or
designate a person to maintain, a register of all applications
for registration of securities; registration statenents; notice
filings, applications for registration of broker-deal ers, agents,
i nvest ment advi sers, and investnent adviser representatives;
notice filings by federal covered investnent advisers that are or
have been effective under this act or the predecessor act;
notices of clains of exenption fromregistration or notice filing
requi renents contained in a record; orders issued under this act
or the predecessor act; and interpretative opinions or no-action
determ nations issued under this act.

(2) The adm nistrator shall nake all rules, fornms,
interpretative opinions, and orders available to the public.

(3) Upon request, the admnistrator shall furnish to a person
a copy of a record that is a public record or a certification
that the public record does not exist. A rule under this act may
establish a reasonabl e charge for furnishing the record. A copy
of the record certified or a certificate of its nonexistence by
the adm nistrator is prinma facie evidence of a record or its

nonexi st ence.
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Sec. 607. (1) Subject to subsection (2), records obtained
by the adm nistrator or filed under this act, including a record
contained in or filed with any regi stration statenent,
application, notice filing, or report, are public records and are
avai l abl e for public exam nation.

(2) The follow ng records are not public records and are not
avai |l abl e for public exam nation under subsection (1):

(a) Arecord obtained by the adm nistrator in connection with
an audit or inspection under section 411(4) or an investigation
under section 602.

(b) A part of a report filed in connection with a
regi stration statenment under sections 301 and 303 through 305, or
a record under section 411(4), that contains trade secrets or
confidential information when the person filing the registration
statenent or report has asserted a claimof confidentiality or
privilege that is authorized by |aw.

(c) Arecord that is not required to be provided to the
adm nistrator or filed under this act and is provided to the
adm nistrator only on the condition that the record will not be
subj ect to public exam nation or disclosure.

(d) A nonpublic record received froma person specified in
section 608.

(e) Any social security nunber, residential address unless
used as a business address, or residential tel ephone nunber
unl ess used as a busi ness tel ephone nunber contained in a record
that is filed.

(f) Arecord obtained by the adm nistrator through a designee
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of the adm nistrator that is determ ned by a rule or order under
this act to have been either of the foll ow ng:

(1) Appropriately expunged fromthe adm nistrator's records
by that desi gnee.

(ii) Appropriately determ ned to be nonpublic or
nondi scl osabl e by that designee if the adm nistrator finds that
this is in the public interest and for the protection of
i nvest ors.

(3) The adm nistrator may disclose a record obtained in
connection with an audit or inspection under section 411(4) or a
record obtained in connection with an investigation under section
602 if disclosure is for the purpose of a civil, admnistrative,
or crimnal investigation, action, or proceeding or to a person
specified in section 608(1).

Sec. 608. (1) The admnistrator shall, in its discretion,
cooperate, coordinate, consult, and, subject to section 607,
share records and information with the securities regulators of 1
or nore states, Canada or 1 or nore of its provinces or
territories, 1 or nore foreign jurisdictions, the securities and
exchange conmi ssion, the United States departnment of justice, the
commodity futures trading comm ssion, the federal trade
commi ssion, the securities investor protection corporation, a
self-regul atory organi zation, a national or internationa
organi zation of securities regulators, federal or state banking
and i nsurance regul ators, and any governnental |aw enforcenent
agency, in order to effectuate greater uniformty in securities

matters anong the federal governnent, self-regulatory
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organi zations, and state and foreign governments.

(2) In cooperating, coordinating, consulting, and sharing
records and information under this section and in acting by rule,
order, or waiver under this act, the adm nistrator shall, in the
di scretion of the adm nistrator, take into consideration in
carrying out the public interest the follow ng general policies:

(a) Maxim zing effectiveness of regulation for the protection
of investors.

(b) Maxim zing uniformty in federal and state regul atory
st andar ds.

(c) Mnimzing burdens on the business of capital formation,
W t hout adversely affecting essentials of investor protection.

(3) The cooperation, coordination, consultation, and sharing
of records and information authorized by this section includes:

(a) Establishing or enploying 1 or nore designees as a
central depository for registration and notice filings under this

act and for records required or allowed to be naintai ned under

this act.
(b) Devel opi ng and nai nt ai ni ng uni form formns.
(c) Conducting a joint exam nation or investigation.
(d) Holding a joint adm nistrative hearing.
(e) Instituting and prosecuting a joint civil or
adm ni strative proceedi ng.

(f) Sharing and exchangi ng personnel .
(g) Coordinating registrations under sections 301 and 401
t hrough 404 and exenpti ons under section 203.

(h) Sharing and exchangi ng records.
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(i) Fornmulating rules, statenents of policy, guidelines,
forms, and interpretative opinions and rel eases.

(j) Formul ati ng common systens and procedures.

(k) Notifying the public of proposed rules, fornms, statenents
of policy, and guidelines.

() Attending conferences and ot her neetings anong securities
regul ators, which may include representatives of governnmental and
private organi zations involved in capital formation, considered

to be necessary or appropriate to pronote or achieve uniformty.

(m Devel opi ng and nai ntaining a uniformexenption from
registration for small issuers and taking other steps to reduce
t he burden of raising investnent capital by small businesses.

Sec. 609. (1) Final orders issued by the adm nistrator
under this act are subject to judicial review pursuant to the
adm ni strative procedures act of 1969, 1969 PA 306, MCL 24.201 to
24. 328.

(2) Rules adopted under this act are subject to judicial
review pursuant to the adm nistrative procedures act of 1969,
1969 PA 306, MCL 24.201 to 24.328.

Sec. 610. (1) Sections 301, 302, 401(1), 402(1), 403(1),
404(1), 501, 506, 509, and 510 apply to a person that sells or
offers to sell a security if the offer to sell or the sale is
made in this state or the offer to purchase or the purchase is
made and accepted in this state.

(2) Sections 401(1), 402(1), 403(1), 404(1), 501, 506, 509,
and 510 apply to a person that purchases or offers to purchase a

security if the offer to purchase or the purchase is made in this
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state or the offer to sell or the sale is nade and accepted in
this state.

(3) For the purpose of this section, an offer to sell or to
purchase a security is nade in this state, whether or not either
party is then present in this state, if either of the follow ng
apply to the offer:

(a) It originates fromthis state.

(b) It is directed by the offeror to a place in this state
and received at the place to which it is directed.

(4) For purposes of this section, an offer to purchase or to
sell is accepted in this state whether or not either party is
then present in this state, if both of the followng apply to the
accept ance:

(a) It is communicated to the offeror in this state, the
of feree reasonably believes the offeror to be present in this
state, and the acceptance is received at the place in this state
to which it is directed.

(b) It has not previously been conmunicated to the offeror,
orally or in a record, outside this state.

(5) An offer to sell or to purchase is not made in this state
when a publisher circulates or there is circulated on the
publisher's behalf in this state a bona fide newspaper or other
publication of general, regular, and paid circulation that is not
published in this state, or that is published in this state but
has had nore than 2/3 of its circulation outside this state
during the previous 12 nonths, or when a radio or television

program or other electronic comrunication originating outside
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this state is received in this state. A radio, television
program or other electronic communication is considered as
having originated in this state if either the broadcast studio or
the originating source of transmission is located in this state,
unl ess any of the followng are net:

(a) The program or conmunication is syndicated and
distributed fromoutside this state for redistribution to the
general public in this state.

(b) The program or conmunication is supplied by a radio,
tel evision, or other electronic network with the electronic
signal originating fromoutside this state for redistribution to
the general public in this state.

(c) The program or conmunication is an el ectronic
communi cation that originates outside this state and is captured
for redistribution to the general public in this state by a
comunity antenna or cable, radio, cable television, or other
el ectronic system

(d) The program or conmunication consists of an electronic
comuni cation that originates in this state, but which is not
i ntended for distribution to the general public in this state.

(6) Sections 403(1), 404(1), 405(1), 502, 505, and 506 apply
to a person if the person engages in an act, practice, or course
of business instrumental in effecting prohibited or actionable
conduct in this state, whether or not either party is then
present in this state.

Sec. 611. (1) A consent to service of process conplying

with this section required by this act nust be signed and fil ed
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inthe formrequired by a rule or order under this act. A
consent appointing the admnistrator the person's agent for
service of process in a noncrimnal action or proceedi ng agai nst
t he person, or the person's successor, or personal representative
under this act or a rule adopted or order issued by the
adm ni strator under this act after the consent is filed, has the
sanme force and validity as if the service were made personally on
the person filing the consent. A person that has filed a consent
conplying with this subsection in connection with a previous
application for registration or notice filing need not file an
addi ti onal consent.

(2) If a person, including a nonresident of this state,
engages in an act, practice, or course of business prohibited or
made actionable by this act or a rule adopted or order issued by
the adm ni strator under this act and the person has not filed a
consent to service of process under subsection (1), that act,
practice, or course of business constitutes the appointnment of
the adm nistrator as the person's agent for service of process in
a noncrimnal action or proceedi ng agai nst the person, the
person's successor, or personal representative.

(3) Service under subsection (1) or (2) may be made by
providing a copy of the process to the office of the
adm nistrator, but it is not effective unless both of the
foll ow ng are net

(a) The plaintiff, which nay be the adm nistrator, pronptly
sends notice of the service and a copy of the process, return

recei pt requested, to the defendant or respondent at the address

HO6004' 03 (H- 3) DAM



© 00 N o o0~ W N P

N N N N N N NN P P R P R R R R P
N~ o o M WON P O © 0N OO0~ WDN P O

115
given in the consent to service of process or, if a consent to
service of process has not been filed, at the |ast known address,
or takes other reasonable steps to give notice.

(b) The plaintiff files an affidavit of conpliance with this
subsection in the action or proceeding on or before the return
day of the process, if any, or within the tine that the court or
the adm nistrator in a proceeding before the adm ni strator
al | ows.

(4) Service as provided in subsection (3) may be used in a
proceedi ng before the adm nistrator or by the adm nistrator in a
civil action in which the adm nistrator is the noving party.

(5) If the process is served under subsection (3), the court
or the adm nistrator in a proceedi ng before the adm ni strator
shal | order continuances as are necessary or appropriate to
afford the defendant or respondent reasonable opportunity to
def end.

Sec. 612. If any provision of this act or its application
to any person or circunstances is held invalid, the invalidity
does not affect other provisions or applications of this act that
can be given effect without the invalid provision or application
and to this end, the provisions of this act are severable.

ARTI CLE 7
TRANSI TI ON

Sec. 701. This act takes effect 180 days after the date
this act is enacted.

Sec. 702. The uniformsecurities act, 1964 PA 265, MCL
451.501 to 451.818, is repeal ed.
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Sec. 703. (1) The predecessor act exclusively governs all
actions, prosecutions, or proceedings that are pending or nmay be
mai ntai ned or instituted on the basis of facts or circunstances
occurring before the effective date of this act, but a civil
action shall not be maintained to enforce any liability under the
predecessor act unl ess conmenced within any period of limtation
that applied when the cause of action accrued or within 3 years
after the effective date of this act, whichever is earlier.

(2) Al effective registrations under the predecessor act,
all admnistrative orders relating to the registrations,
statenents of policy, interpretative opinions, declaratory
rulings, no action determ nations, and all conditions inposed
upon the registrations under the predecessor act remain in effect
for the sane tinme period they would have remained in effect if
this act had not been enacted. They are considered to have been
filed, issued, or inmposed under this act, but are exclusively
governed by the predecessor act.

(3) The predecessor act exclusively governs any offer or sale
made within 1 year after the effective date of this act pursuant
to an offering made in good faith before the effective date of
this act on the basis of an exenption avail abl e under the

predecessor act.
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