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AMENDMENT 

Chapter 0780-04-02 Securities Registration and Exemptions is amended by deleting the Chapter in its entirety 
and replacing it with the following language: 

0780-04-02-.01 REGISTRATION BY COORDINATION. 

(1) Securities may be registered by coordination with SEC registration. A registration statement and a 
prospectus for such securities shall be filed with a completed and properly executed Form U-1, 
including all applicable exhibits thereto, a Form U-2, a Form U-2A (if applicable), and the appropriate 
filing fee computed in accordance with T.C.A. §48-1-107(b). The registrant shall also provide, or in 
Item 8(k) of the Form U-1 undertake to provide promptly if unavailable on the date of filing: 

(a) Any additional exhibits included in Part II of the applicable SEC registration statement; 

(b) Any applicable cross-reference sheet, including but not limited to cross-reference sheets 
adopted by NASAA; and 

(c) Such other information as the Division may require to determine that the offering meets 
applicable fairness guidelines and that the registration statement does not include any untrue 
statement of a material fact required to be stated therein or omit to state a material fact 
necessary to make the statements made, in light of the circumstances under which they are 
made, not misleading. 

(2) Only those offerings registered by coordination in this state on Forms 1-A, S-1, S-2, S-3, S-4, S-11, 
SB-1, and SB-2, or any successors to these forms, are subject to review under the applicable 
portions of Rule 0780-04-02-.06. 

(3) Until such time as an applicant has complied with all filing requirements and Division comments, the 
applicant may waive automatic concurrent effectiveness by written notice to the Division. Once an 
applicant has fully complied with the filing requirements set forth in the Act and in these Rules, and 
has satisfied all outstanding comments issued by the Division, the commissioner shall make the 
application to register effective or conditionally clear the application to register until notification of 
SEC effectiveness, subject to any condition or limitations imposed by the Division. The Division shall 
give notice by mail of the effective date of registration to each registrant, but such notice shall be 
conditioned upon the Division's receipt of notice from the applicant of the date that its registration 
statement was made effective by the SEC. 

(4) Every registration statement covering securities registered by coordination is effective for one (1) year 
from the effective date. Renewals of registrations by coordination may be made in accordance with 
Rule 0780-04-02-.05. 

Authority: T.C.A. §§48-1-105, 48-1-107,48-1-115, and 48-1-116. 

0780-04-02-.02 REGISTRATION OF QUALIFICATION. 

(1) An application filed pursuant to T.C.A. §48-1-1 06 shall contain, at a minimum, all of the information 
and the documents specified in Schedule A of the 1933 Act to the extent applicable, unless filed 
pursuant to a registration statement or notice filing format prescribed by the SEC. 

(2) A prospectus or offering circular shall be submitted with a completed and properly executed Form U-1 
and the appropriate filing fee computed in accordance with T.C.A. §48-1-107(b), and shall contain or 
be accompanied by the following information; 
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(a) The Uniform Consent to Service of Process on Form U-2 required by T.C.A. §48-1-124(e); 

(b) The Uniform Form of Corporate Resolution on Form U-2A, if applicable; 

(c) Any applicable cross-reference sheet, including but not limited to cross-reference sheets 
adopted by NASAA; and 

(d) · Such other information as the Division may require to determine that the offering meets 
applicable fairness guidelines and that the prospectus or offering circular does not include any 
untrue statement of a material fact or omit to state any material fact necessary to make the 
statements made, in light of the circumstances under which they were made, not misleading. 

(3) All notices, circulars, advertisements, sales literature, or communications required to be filed by 
T.C.A. §48-1-1 06(b)(5) shall be filed according to the terms and conditions set forth in Rule 0780-04-
02-.04. 

(4) All offerings registered by qualification are subject to review under the applicable portions of Rule 
0780-04-02-.06. 

(5) Every registration statement covering securities registered by qualification is effective for one (1) year 
from the effective date. Renewals of registrations by qualification may be made in accordance with 
Rule 0780-04-02-.05. 

Authority: T.C.A. §§48-1-106, 48-1-107,48-1-113,48-1-115,48-1-116, 48-1-121(c), 48-1-124(e), and Public Acts 
of 2001, Chapter 61. 

0780-04-02-.03 SECURITIES REGISTRATION GENERALLY. 

(1) Review Procedures for Registrations. 

(a) At the time an application to register securities that is subject to review under either paragraph 
(3) of Rule 0780-04-02-.01 or paragraph (4) of Rule 0780-04-02-.02 is filed and the proper fee 
is received, the Division may in its sole discretion make a preliminary review of the application 
to determine which of the following review procedures will be employed in connection with the 
filing: 

1. Deferred Review. If the Division staff has determined after an initial analysis that the 
application is so deficient or presents problems so serious that the Division could not 
justify spending more time in reviewing the application, review will be deferred and the 
applicant will be promptly notified. Detailed comments will not be prepared or issued and 
it will be the responsibility of the applicant to consider whether to withdraw or amend the 
application. 

2. Summary Review. This category of review involves notification to an applicant that the 
Division staff has made only a summary review of the application and only such 
comments as may arise from such review will be made. In such cases, applicants may 
be required to furnish as supplemental information certain representations on behalf of 
the issuer, including representations that the issuer is aware that the Division staff has 
made only a summary rather than a detailed full review of the application. 

3. Full Review. In the final category of review, applications will receive a more complete 
accounting, financial, and legal review. The Division staff will undertake to provide timely 
comments regarding the application for registration, which may include requirements for 
additional exhibits or supplemental data. Upon satisfactory compliance with any 
comments, the Division shall declare the application effective or conditionally clear the 
application pending notice of SEC effectiveness without a receipt of representation letters 
from the persons mentioned in the preceding part (1 )(a)2. 
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(b) Notwithstanding the type of review performed, the burden of compliance with the Act and these 
Rules remains with the issuer and as a matter of law cannot be shifted to the Division's staff. 

(2) Post Effective Reports. 

(a) The assistant commissioner may as a condition to registration require the person who filed the 
application for registration to file specified current financial information on a periodic basis. The 
assistant commissioner may also as a condition to registration require the filing of periodic 
reports on the use of proceeds. Such information may be submitted in letter form or by filing a 
copy of any form containing the required information that the issuer has filed with the SEC or 
any state securities agency. 

(b) The person who filed the application for registration shall file a final sales report of the dollar 
amount and number of securities sold in this state, provided, however, that no final sales report 
shall be due with respect to any twelve (12) month period covering an initial registration or a 
renewal pursuant to which the maximum filing fee was paid pursuant to T.C.A. §48-1-107(b). 
Unless an extension is granted by the assistant commissioner, such report shall be filed within 
thirty (30) days after the expiration of the effectiveness of the registration statement or the 
termination or completion of the offering of the securities covered by the registration statement, 
whichever is earlier. The report may be submitted in letter form or by filing a copy of any form 
containing the required information that the issuer has filed with the SEC or any state securities 
agency. 

(3) Legend Requirement. 

(a) Offering documents for securities to be registered in this state and registered or to be 
registered with the SEC under the 1933 Act shall contain on the cover page substantially the 
following legend in capital letters and, if printed, in boldface roman type at least as high as ten 
( 1 0) point modern type: 

THESE SECURITIES HAVE NOT BEEN APPROVED OR DISAPPROVED BY THE 
SECURITIES AND EXCHANGE COMMISION OR ANY STATE SECURITIES COMMISSION, 
NOR HAS THE SECURITIES AND EXCHANGE COMMISSION OR ANY STATE SECURITIES 
COMMISSION PASSED UPON THE ACCURACY OR ADEQUACY OF THIS PROSPECTUS. 
ANY REPRESENTATION TO THE CONTRARY IS A CRIMINAL OFFENSE. 

(b) Offering documents for securities to be registered in this state that will not be registered with 
the SEC under the 1933 Act shall contain on the cover page substantially the following legend 
in capital letters and, if printed, in boldface roman type at least as high as ten (1 0) point modern 
type: 

THESE SECURITIES HAVE NOT BEEN REGISTERED WITH THE SECURITIES AND 
EXCHANGE COMMISSION IN RELIANCE UPON AN EXEMPTION FROM REGISTRATION 
SET FORTH IN THE SECURITIES ACT OF 1933. THESE SECURITIES HAVE BEEN 
REGISTERED WITH THE TENNESSEE DEPARTMENT OF COMMERCE AND INSURANCE. 
SUCH REGISTRATION DOES NOT CONSTITUTE A RECOMMENDATION OR 
ENDORSEMENT OF ANY SECURITY, NOR HAS THE TENNESSEE DEPARTMENT OF 
COMMERCE AND INSURANCE PASSED UPON THE ACCURACY OR ADEQUACY OF THE 
INFORMATION CONTAINED IN THIS OFFERING DOCUMENT. ANY REPRESENTATION 
TO THE CONTRARY IS A CRIMINAL OFFENSE. 

(4) Prospectuses. 

(a) Preliminary Prospectuses. The publication and distribution of preliminary prospectuses in 
connection with proposed offerings to Tennessee residents shall be permitted if such 
preliminary prospectuses: 
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1. Are used for the purpose of obtaining indications of interest (as distinguished from firm 
commitments to purchase) in the proposed securities; 

2. Are filed with the Division no later than the date of first use in this state; and 

3. Contain the legend required by the SEC, if applicable, or substantially the following 
legend in capital letters and, if printed, in at least as high as ten (1 0) point modern 
boldface roman type on the cover: 

AN APPLICATION TO REGISTER THESE SECURITIES HAS BEEN FILED WITH THE 
TENNESSEE COMMISSIONER OF COMMERCE AND INSURANCE. THESE 
SECURITIES MAY NOT BE SOLD NOR MAY OFFERS TO BUY BE ACCEPTED PRIOR 
TO THE TIME THE REGISTRATION BECOMES EFFECTIVE. 

(b) Any person filing a registration statement pursuant to T.C.A. §48-1-1 05 that is described in 
paragraph (2) of Rule 0780-04-02-.01 or pursuant to T.C.A. §48-1-106 shall promptly file with 
the Division all amendments to each registration statement (other than amendments which 
merely delay the effective date of the registration statement) and all supplements to each 
addition or deletion to the offering material made in the amendment. 

(c) After the effective date of an application to register securities, no prospectus shall be used in 
this state unless it contains all supplements to the prospectus as of the date of its use. 

(5) Abandonment. If an application to register securities has been on file with the Division for more than 
one (1) year without becoming registered, or if no written communication addressing offering terms in 
response to comments or a substantive amendment is received in connection with the application for 
a period of six (6) months, the Division may, in its discretion, determine whether the application for 
registration has been abandoned by the following procedure: 

(a) Notice will be sent to the correspondent designated on the Form U-1, as amended, by certified 
mail, return receipt requested, at the correspondent's most recent address designated on the 
Form U-1. Such notice will inform the correspondent that the application for registration is out 
of date and must either be updated or withdrawn within thirty (30) days after the date of such 
notice. 

(b) If the correspondent fails to respond to such a notice by filing a substantive update or 
withdrawing the application for registration, the Division may enter an order declaring the 
application for registration abandoned. 

(c) If applicable, the applicant may request a return of the refundable portion of the registration fee 
pursuant to subparagraph (2)(c) of Rule 0780-04-01-.04. 

(6) Blank-Check Offerings. 

(a) This paragraph (6) is not intended to apply to offerings to be registered where the type of 
business or property is identified in the registration statement but the specific property or 
investment has not been identified. Specifically, this paragraph (6) shall not be applied to non­
specified blind-pool offerings with adequate disclosure of investment objectives. 

(b) An issuer must disclose with specificity, in the registration statement, its business plan and its 
intended use of net proceeds from an offering to be registered. The description of the issuer's 
business plan and use of net proceeds must enable offerees to know with reasonable certainty 
what types of business or industry the issuer will be engaged in, the types of products or 
services the issuer will manufacture, sell, or provide, and the identity and experience of the 
principal managers of the business to be acquired or developed. 
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(c) An offering of securities by a development stage company that commits less than seventy-five 
percent (75%) of the net proceeds of an offering for use in a specific business to be acquired or 
developed shall be considered a blank-check offering. The commissioner shall deem the 
registration statement of a blank-check offering to be one that omits to state a necessary 
material fact under T.C.A. §48-1-121(a)(2) and the blank-check offering itself as one that would 
work, or tend to work, a fraud on purchasers, and may take any action authorized by law, 
including but not limited to the issuance of an order pursuant to T.C.A. §§48-1-108 and 48-1-
116 denying, suspending, or revoking registration or the use of any exemption, which order 
may name the issuer, its controlling persons, and any underwriter or seller of the securities. 

(d) For purposes of this paragraph (6), the terms below shall have the following meanings; 

1. "Development stage company" shall mean any issuer devoting substantially all of its 
efforts to establishing a new business and either: (i) planned principal operations have 
not commenced; or (ii) planned principal operations have commenced, but there has 
been no significant revenue therefrom. 

2. "Net proceeds" shall mean the amount of offering proceeds remaining after payment of 
selling commissions and expenses and all other expenses paid or payable in connection 
with the offer and sale of securities, such as printing, legal, accounting, and filing fees. 

(7) Multiple Securities Under Single Registration Statement. 

Any issuer filing an initial or renewal application for registration of more than one security pursuant to 
a single registration statement may file: 

(a) A single Form U-1 if that form is completed to clearly enumerate each security and the 
proposed dollar amount of each security for which the application for registration is being made; 
and 

(b) A single check combining the filing fees payable for the securities listed on the Form U-1. 

Authority: T.C.A. §§48-1-105, 48-1-106, 48-1-107, 48-1-108, 48-1-115, 48-1-116, and 48-1-121. 

0780-04-02-.04 ADVERTISING AND SALES LITERATURE. 

(1) All advertising and sales literature of any kind to be used directly or indirectly in connection with the 
offer or sale of securities registered or subject to registration in this state, whether through written, 
radio, or television medium, except advertising and sales literature described in SEC Rule 134 (17 
C.F.R. §230.134), shall be filed with the Division prior to the proposed use date or circulation date. 

(2) For purposes of this Rule, the term "advertising and sales literature" shall be deemed to include any 
communication distributed or made available to prospective investors or the public by any person to 
offer to sell or to induce the sale of securities other than a prospectus, a preliminary prospectus, or 
any prospectus supplements that have been filed with the Division as part of an application for 
registration. The sales material shall present a balanced discussion of both risk and reward. The 
contents of advertising and sales literature shall be consistent with representations in the prospectus. 

(3) No advertising or sales literature of any kind shall contain: 

(a) Any untrue statement of material fact or any omission to state any material fact necessary in 
order to make the statements made, in light of the circumstances under which they were made, 
not misleading. 

(b) Any statement or implication that the securities offered are without risk, that returns are 
assured, or that failure or loss of the investment is not possible. 
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(4) All advertising or sales literature of any kind used in connection with offerings registered or to be 
registered shall contain: 

(a) The name of the issuer and of the person circulating or publishing the same. 

(b) A statement showing the relationship between the issuer or dealer and every person whose 
name is used or from whom quotations are made. 

(c) A statement clearly indicating the source and authority of all reports, statements, or claims used 
in whole or in part or in any manner referred to therein. 

(d) 1. Substantially the following legend: 

"THIS IS NEITHER AN OFFER TO SELL NOR A SOLICITATION OF AN OFFER TO 
BUY THE SECURITIES DESCRIBED HEREIN. AN OFFERING IS MADE ONLY BY 
THE PROSPECTUS". 

2. If printed, the legend shall appear on the face of the advertising or sales literature in type 
as large as that used generally in the body thereof. 

(5) Oral statements made by salesmen or other persons in connection with the purchase or sale of a 
security registered or to be registered supplementing, interpreting, or explaining any advertising or 
sales literature or made in connection with sales meetings or seminars shall be consistent with 
representations in the prospectus. 

(6) The commissioner may notify the filer in writing if he/she determines that the advertising and sales 
literature submitted in accordance with paragraph (1) of this Rule fails to conform with the provisions 
of this Rule, or the Act, or has been otherwise determined to be unfair or deceptive. Such notice shall 
specify the reason(s) for the commissioner's determination and shall afford the filer a right to a 
hearing in compliance with the UAPA. · 

(7) After notice and a hearing, the commissioner may order any person to cease and desist from using 
any advertising and sales literature that is determined to violate this Chapter. 

(8) Failure of the commissioner to issue a notice pursuant to paragraph (6) of this Rule shall not relieve 
any person of responsibility for compliance with this chapter, nor will this failure waive any right of the 
commissioner to bring an action against a person for violation of this Chapter. 

(9) The provisions of paragraphs (1) through (8) of this Rule shall not apply to advertising or sales 
literature of any kind meeting the requirements of SEC Rules 134 (17 C.F.R. §230.134}, 156 (17 
C.F.R. §230.156}, and 482 (17 C.F.R. §230.482) or any successor rules relating to advertising and 
sales literature used in the sale of investment company shares registered pursuant to the Investment 
Company Act, unless such advertising or sales literature is not filed with and is not subject to review 
by the FINRA or the SEC. 

Authority: T.C.A. §§48-1-105, 48-1-106,48-1-107,48-1-113,48-1-115,48-1-116,48-1-121, 17 C.F.R. §230.134, 
17 C.F.R. §230.156, and 17 C.F.R. §230.482. 

0780-04-02-.05 RENEWALS. 

Registration statements are effective for a period of one ( 1) year from the date of effectiveness and may be 
renewed, unless a more specific rule regulating a certain type of security states to the contrary, for additional 
periods of one (1) year by filing an application for registration by qualification not later than twenty (20) days prior 
to the expiration of effectiveness, to include the following: 

(1) A completed Form U-1 designating that the application is being made pursuant to T.C.A. §48-1-1 06, 
except that any exhibits filed with the Division within five (5} years preceding the filing of the 
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application may be incorporated by reference to the extent that such exhibits are currently accurate, 
unless the Division specifically requests that such exhibits be filed; 

(2) One ( 1) copy of the most recent prospectus; 

(3) One (1) copy of each statement of additional information or supplement to the most recent 
prospectus, if any; 

(4) If the issuer has changed its name since the most recent prior filing, a completed Form U-2, unless 
such form reflecting the amended name change has been previously filed with the Division; and 

(5) The appropriate filing fee computed in accordance with T.C.A. §48-1-1 07(b). 

Authority: T.C.A. §§48-1-106, 48-1-107, 48-1-115, 48-1-116, and Public Acts of 2001, Chapter 61. 

0780-04-02-.06 STANDARDS OF FAIRNESS AND REASONABLENESS. 

( 1) General Rule. 

All securities covered by this Rule shall be offered upon such terms and conditions that the potential 
rewards to the investors and to the promoter or issuer of the securities bear a reasonable relation to 
the risks assumed by each. 

(2) Applicability. 

(a) Unless different criteria for a specific type of security are set forth elsewhere in these Rules, 
this Rule shall apply to: 

1. All offerings filed for registration in this state pursuant to T. C.A. §48-1-1 05, except as 
provided in paragraph (3) of Rule 0780-04-02-.01; and 

2. All offerings filed for registration in this state pursuant to T.C.A. §48-1-1 06. 

(b) With respect to offerings registered by coordination or by qualification, if there is any conflict 
between the disclosure or accounting requirements of this Rule and those of the SEC, the 
Division may accept compliance with the SEC requirements in lieu of compliance with this Rule. 

(3) Variances. 

The standards set forth in this Rule are intended to furnish guidelines for the determination that an 
application for registration meets the requirement of paragraph (1) of this Rule. These standards are 
not. meant to preclude the application of more liberal or more stringent standards if the circumstances 
of a particular application for registration so justify. The Division may modify or waive any of the 
standards set forth in paragraph (4) of this Rule where good cause is shown or where the goal sought 
to be achieved by these guidelines can be accomplished by other means. Good cause may be 
shown by a demonstration of adequate alternative safeguards built into a particular offering that bring 
that offering within the spirit of paragraph (1) of this Rule. 

(4) Standards. 

(a) An offering which meets the applicable provisions of this paragraph (4) will be deemed to meet 
the standard of paragraph (1) of this Rule. 

(b) The following definitions shall apply to this Rule except as expressly provided otherwise herein: 
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1. "Earnings Per Share" means net profits determined on a per share basis after taxes but 
before extraordinary items, calculated in accordance with generally accepted accounting 
principles consistently applied on a fully diluted basis. 

2. "Equity Investment of Promoters" means the total of all cash, together with the 
reasonable value of all assets contributed to the issuer as determined by qualified 
independent appraisals acceptable to the assistant commissioner, and may be adjusted 
by the earned surplus or deficit of the issuer subsequent to the dates of contribution. 

3. "Equity Security" means any common stock or similar security; or any instrument 
convertible, with or without consideration, into such a security, or carrying a warrant, 
option, or right to subscribe to or purchase such a security, or any such warrant, option, 
or right. 

4. "Firm Market" means a market in which quoted prices are those at which a security can 
actually be bought and sold currently, and are not quotes that are merely based on 
historical prices. 

5. "Person" means any individual, corporation, partnership, trust, or other legal entity, or any 
unincorporated association or organization, and includes the following: (i) any relative, 
spouse, or relative of the spouse of the specified person; (ii) any trust or estate in which 
the specified person or any of the persons specified in (i) collectively own five percent 
(5%) or more of the total beneficial interest or of which any of such persons serve as 
trustee, executor, or in any similar capacity; and (iii) any corporation or other organization 
(other than the issuer corporation) in which the specified person or any of the persons 
specified in (i) are the beneficial owners collectively of five percent (5%) or more of any 
class of equity securities or five percent (5%) or more of the equity interest. 

6. "Promoter" means: (i) any person who, acting alone or in conjunction with one (1) or more 
persons, directly or indirectly, takes the initiative in founding and organizing the business 
or enterprise of a corporation; (ii) any person who, in connection with the founding or 
organizing of the business or enterprise of a corporation, directly or indirectly, receives in 
consideration of services or property or both services and property five percent (5%) or 
more of any class of equity security of the corporation or five percent (5%) or more of the 
proceeds from the sale of any class of equity security of the corporation; provided, 
however, that a person who receives such securities or proceeds solely as underwriting 
commissions shall not be deemed a promoter within the meaning of this clause if such 
person does not otherwise take part in founding and organizing the enterprise; (iii) any 
person who is an officer, director, or who beneficially owns, directly or indirectly, more 
than five percent (5%) of any class of equity security of a corporation, excluding any 
unaffiliated institutional investor that purchased its shares more than two (2) years prior 
to the filing date of the proposed offering; and (iv) any person who is an affiliate of a 
person specified under clause (i), (ii), or (iii), of this part 6. 

7. "Promotional or Development Stage Corporation" means a corporation which has no 
public market for its shares and has no significant earnings. All other corporations shall 
be deemed "Seasoned Corporations". 

8. "Promotional Shares" means those equity securities which were issued within three (3) 
years prior to the filing date or are to be issued to promoters for a consideration valued at 
less than eighty-five percent (85%) of the proposed public offering price excluding the 
number of such securities calculated by dividing eighty-five percent (85%) of the public 
offering price per share into the total consideration paid by promoters for their shares. 
Equity securities which were, or are to be, issued for services rendered, patents, 
copyrights, or other intangibles are presumed to be promotional shares unless the value 
of such intangibles has been established to the satisfaction of the Division. In 
determining the consideration paid or the value of property under this definition, the 
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EXAMPLE: 

Division may recognize as consideration any property, including patents, copyrights, or 
other intangibles (except goodwill) to the extent that the fair market value of such assets 
is established to the Division's satisfaction. Consideration for equity securities may 
include the fair market value of such assets if the fair market value can be determined by 
an independent appraisal (according to recognized standards of valuation) that is 
acceptable to the Division and may also include verifiable out-of-pocket development or 
marketing expenses (excluding promoters' salaries) paid by promoters to the extent such 
expenses are not reimbursed by the issuer. Excluded from this definition shall be any 
shares issued to promoters at the same price paid by unaffiliated persons in offerings 
made pursuant to SEC Regulation D. 

Calculations of number of promotional shares. 

#of 
shares 

Total Price 

Paid Per Share 

Shares Held by Promoters 
Public Offering Price Per Share 

100 $1.00 
$10.00 

Total Paid by Promoters $100.00 

Public Offering Price Per 
Share x .85 

$10x.85 

Fully Paid Shares $100.00 

$8.50 = 11.77* 

Shares Held by Promoters 1 00 
-Fully Paid Shares -12* 

Number of Promotional Shares 88 

*Rounded 
9. "Public Market" means, with respect to the equity securities of an issuer, that one of the 

following criteria is met: 

(i) The security is traded on a national or regional stock exchange registered under 
the 1934 Act; 

(ii) The security is designated on the Nasdaq National Market; or 

(iii) Each of the following criteria is met: 

(I) There were at least three hundred (300) holders of the security at the 
beginning and end of the six (6) month period preceding the date of the filing; 

(II) At least two hundred thousand (200,000) shares of the security are publicly 
outstanding (exclusive of securities held by officers, directors, and five 
percent (5%) holders); 

(Ill) At least two (2) broker-dealers regularly make a market in the security; 
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(IV) At least one (1) financial publication regularly quotes the market price; 

(V) Trading of the security in the six (6) month period preceding the date of the 
filing averaged at least one hundred ( 1 00) transactions or at least five 
percent (5%) of the outstanding securities (not including securities held by 
officers, directors, and five percent (5%) security holders) per month; and 

(VI) The bid price and the asking price represent quotations in a firm market. 

10. "Significant Earnings" shall be deemed to exist if the corporation's earnings record over 
the last five (5) years (or such shorter period of the corporation's existence, but in no 
event less than three (3) years) demonstrates that it would have met either of the 
earnings tests set forth in items (4)(f)4.(i)(l-ll) of this Rule based upon its shares 
outstanding immediately before the proposed public offering. 

11. "Unaffiliated Institutional Investor" includes any unaffiliated: bank; investment company 
registered under the Investment Company Act or a business development company as 
defined in Section 2(a)(48) of the Investment Company Act; small business investment 
company licensed by the U.S. Small Business Administration under Section 301 of the 
Small Business Investment Act of 1958; employee benefit plan within the meaning of 
Title I of the Employee Retirement Income Security Act of 1974; insurance company; 
private business development company as defined in Section 202(a)(22) of the 
Investment Advisers Act or comparable business entity engaged as a substantial part of 
its business in the purchase and sale of securities and which owns less than twenty 
percent (20%) of the securities to be outstanding at the completion of the proposed public 
offering. 

(c) Options and Warrants. 

The amounts and kinds of options and warrants to purchase securities issued or sold, other 
than ratably in connection with a proposed offering of equity securities or securities convertible 
into equity securities, shall be reasonable. The amounts and kinds of options and warrants are 
presumed to be reasonable if they satisfy the following conditions: 

1. With respect to options or warrants to underwriters: 

(i) The options or warrants are issued to the managing underwriters under a firm 
commitment underwriting agreement only after the entire issue has been sold, 
provided that the options and warrants are not assignable or transferable except 
among or to the partners, or officers arid directors of the managing underwriters; 

(ii) The exercise price of the options or warrants is at least equal to the public offering 
price with a step-up of the exercise price of either seven percent (7%) each year 
such options and warrants are outstanding, or in the alternative, an overall twenty 
percent (20%) step-up at any time after one ( 1) year from the date of issuance. 
The step-up shall commence twelve (12) months after the grant of the options or 
warrants. The election as to either step-up alternative must be made by the 
underwriters at the time that the options or warrants are issued; 

(iii) The options or warrants are issued by a relatively small company other than a 
seasoned issuer with a public market, or where it appears from all of the facts and 
circumstances that the issuance of options or warrants is necessary to obtain 
competent investment banking services, provided that the direct commissions to 
the underwriters are lower than the usual and customary commissions would be in 
the absence of such options and warrants; 
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(iv) The securities covered by the options and warrants consist solely of securities of 
the same class and of the same issuer as those securities proposed to be sold to 
the public in the offering under consideration; 

(v) The number of shares covered by all options or warrants does not exceed twelve 
percent (12%) of the securities proposed to be sold to the public in the offering 
under consideration; 

(vi) The options or warrants do not exceed five (5) years in duration and are 
exercisable no sooner than one ( 1) year after issuance; and 

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

2. With respect to options or warrants issued to persons other than underwriters in 
connection with financing arrangements made by the issuer, the options or warrants are 
issued as a result of bona fide negotiations between the issuer and persons not affiliated 
with the issuer, and upon terms and conditions which are reasonable in light of the 
proposed public offering. 

3. The total amount of options and warrants issued or reserved for issuance at the date of 
the public offering, excluding those issued in connection with acquisitions, does not 
exceed either twelve percent (12%) of the shares to be outstanding upon completion of 
the offering or twelve percent (12%) of the shares outstanding during the twelve (12) 
month period commencing with the effective date of the registration. The number of 
options and warrants issued or reserved for issuance may be disregarded if the issuer 
states in the prospectus that the amount of outstanding options and warrants shall not 
exceed the above amount during the period the registration statement is effective with 
the Division. 

4. All options and warrants except those issued to financing institutions other than 
underwriters shall be issued at not less than eighty-five percent (85%) of fair market 
value on the date of issuance, or where no market exists, at not less than eighty-five 
percent (85%) of book value on the date of issuance, and the exercise price shall not be 
subject to change by the issuer except in accordance with anti-dilution provisions in effect 
on the date of issuance. 

(d) Offering Price. 

1. The offering price of equity securities of seasoned corporations may be deemed unfair to 
the purchasers unless at least one ( 1) of the following conditions is met: 

(i) The price for the equity security does not exceed thirty-three (33) times the issuer's 
net earnings per share for the last twelve (12) months, or does not exceed thirty­
three (33) times its average annual net earnings per share for the last three (3) 
years prior to the proposed offering date; 

(ii) The price of the equity security is based on a public market; or 

(iii) If there is no public market, the issuer may show that the proposed price-earnings 
ratio is justified in relation to price earnings ratios of comparable companies by 
means of published industry guides that include key business ratios. Comparable 
companies shall mean companies similar in terms of size, history of operations, 
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industry and products, and other relevant factors. Key business ratios include but 
are not limited to liquidity ratios, activity ratios, leverage ratios, profitability ratios, 
and common stock ratios. 

2. The offering price of equity securities of promotional or development stage corporations 
shall be reasonably related to the price paid for the stock by promoters or controlling 
persons of the issuer except as permitted by subparagraph (4)(f) of this Rule regarding 
promotional shares. Facts and circumstances to be considered shall include, but are not 
limited to, the following: the price paid for the equity securities by promoters or controlling 
persons of the issuer in transactions effected within three (3) years prior to the public 
offering; the book value of the equity security; the market value of the corporation's 
assets; and the sophistication of the proposed purchasers. 

(e) Selling Commissions and Expenses. 

1. The aggregate amount of underwriters' and sellers' discounts, commissions, and other 
compensation shall be reasonable. Such compensation is presumed reasonable if the 
total of all underwriters' or sellers' compensation and other expenses in connection with 
the offering does not exceed fifteen percent (15%) of the gross proceeds of the offering, 
except that in the case of securities which qualify for registration on Forms S-81 or S-82 
under the 1933 Act or which qualify for exemption pursuant to Regulation A under the 
1933 Act, the total underwriters' and sellers' compensation and all other expenses will be 
presumed reasonable if not in excess of twenty percent (20%) of the gross proceeds of 
the offering. See also subpart (4)(c)1.(vii) of this Rule. 

2. Compensation to be received by underwriters or sellers shall include, but is not limited to, 
the following: 

(i) Underwriter's discounts, commissions, or concessions; 

(ii) Non-accountable expense allowances; 

(iii) Expenses incurred by an underwriter or related person payable by the issuer or 
from the proceeds of the offering to or on behalf of an underwriter or related 
person; 

(iv) Finder's fees known to be payable at the commencement of the offering; 

(v) Wholesaler's fees; 

(vi) Financial consulting and advisory fees, whether in the form of cash, securities, or 
any other item of value which are connected with or related to the offering unless 
an ongoing financial consulting or advisory relationship between the proposed 
issuer or affiliate and the proposed underwriter or related person has been 
established at least twelve (12) months prior to the filing of the registration 
statement; 

(vii) Stock, options, warrants, and other securities, the options and warrants to be 
valued in accordance with subpart (4)(c)1. (vii) of this Rule; 

(viii) Special sales incentive items; 

(ix) A right provided to an underwriter or related person to require the issuer upon 
demand to register securities on behalf of the underwriter or person in the future at 
the expense of the issuer, which shall be valued at one percent (1 %) of the gross 
proceeds of the offering, unless the demand is for only one (1) such registration in 
which event the right to demand registration shall be valued at one-half of one 
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percent (.5%) of the gross proceeds of the offering; provided, however, that a right 
to "piggyback" on a non-demand registration shall be valued at one-quarter of one 
percent (.25%) of the gross proceeds of the offering unless the underwriter agrees 
to pay its pro rata share of offering expenses incurred as a result of such securities 
being included in the offering; 

(x) Commissions, expense reimbursements, or other compensation to be received by 
an underwriter or related person as a result of the exercise of the conversion within 
twelve (12) months following the effective date of the offering of warrants, options, 
convertible securities, or similar securities distributed as part of the offering; and 

(xi) If promotional shares are issued to an underwriter, the difference between the 
consideration paid and the public offering price shall be considered compensation 
to the underwriters. 

3. All underwriter compensation set forth in part (4)(e)2. of this Rule, when added to all 
other marketing expenses, such as printing costs, registration fees, filing fees, issuer's 
attorneys and accounting fees, fees and expenses of underwriters' counsel, accountable 
expense allowances paid to underwriters, and miscellaneous marketing expenses, shall 
not exceed the limit imposed in part (4)(e)1. of this Rule. 

4. If the securities are sold under a deferred or installment plan, the underwriters' or sellers' 
commissions payable in cash shall be payable pro rata over the life of the plan. 

5. In the case of the sale to the public of outstanding securities held by existing security 
holders to be sold alone or in conjunction with the sale of securities by the issuer, the 
selling security holders shall pay, as the case may be, all of their equitable portion of the 
selling commissions and expenses. 

(f) Promotional Shares. 

1. Maximum Amount of Promotional Shares. If the maximum amount of promotional shares 
exceeds thirty-three percent (33%) of the outstanding shares of stock of the issuer after 
the completion of the offering, the promotional shares will be subject to part (4)(f)3. of this 
Rule. 

2. Mergers, Recapitalizations, Reorganizations, and Stock Splits. 

(i) If the maximum amount of dilution to public investors exceeds seventy-five percent 
(75%) of the public offering price after the completion of the offering, the 
promotional shares will be subject to part (4)(f)3. of this Rule; and 

(ii) Even if the amount of dilution to public investors does not exceed seventy-five 
percent (75%) of the public offering price after the completion of the offering, all 
shares owned by officers, directors, and parties owning five percent (5%) or more 
of the outstanding shares of the corporation before the public offering that cause 
dilution in excess of forty percent (40%) of the public offering price after the 
completion of the offering shall be subject to escrow pursuant to part (4)(f)3. of this 
Rule. 

3. Escrow of Promotional Shares. The assistant commissioner may require as a condition 
of registration that all or part of any promotional shares be deposited in escrow absent 
adequate justification that escrow of such shares is not in the public interest and not 
necessary for the protection of investors. 

4. Release Provisions. 
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(i) Promotional shares which are to be escrowed shall remain in escrow until the sixth 
anniversary of the effective date of the registration. On the sixth, seventh, eighth, 
and ninth anniversary dates, twenty-five percent (25%) of each promoter's shares 
shall be released from escrow. Shares may also be released from escrow upon 
the achievement by the issuer of any of the following tests during the escrow 
period: 

(I) After two (2) consecutive fiscal years from the date of effectiveness, during 
which the issuer has minimum average annual earnings per share equal to 
six percent (6%) of the public offering price. 

(II) After five (5) fiscal years from the date of effectiveness, the average earnings 
per share are equal to five percent (5%) or more of the public offering price. 

(Ill) After one (1) year, for a term of at least ninety (90) consecutive trading days 
following such one (1) year period, and for the thirty (30) trading days prior to 
the requested termination date of the escrow, the shares of the issuer are 
trading in a reliable public market at a price at least one-hundred seventy-five 
percent (175%) of the initial public offering price. 

(ii) A request for termination of an escrow based on satisfaction of either of the tests 
set forth in items (4)(f)4.(i)(l-ll) of this Rule shall be accompanied by an earnings 
per share calculation audited and reported on by an independent certified public 
accountant. 

5. Terms of Escrow. 

(i) The shares in escrow may be transferred by will or pursuant to the laws of descent 
and distribution or through appropriate legal proceedings without the consent of the 
assistant commissioner, but in all such cases the shares shall remain in escrow 
and subject to the terms of the escrow agreement. In addition, upon the death of a 
promoter, such promoter's escrowed shares may be hypothecated, subject to all of 
the terms of the escrow agreement, to the extent necessary to pay the expenses of 
the estate; otherwise, the escrowed shares may not be pledged to secure a debt. 
The securities in escrow may be transferred by gift to family members, provided 
that the shares remain subject to the terms of the escrow agreement. 

(ii) The shares required to be held in escrow as a condition to registration of a public 
offering shall not have any right, title, interest, or participation in the assets of the 
issuer in the event of dissolution, liquidation, merger, consolidation, reorganization, 
sales of assets, exchange, or any other transaction or proceeding which 
contemplates or results in the distribution of the assets of the issuer, until the 
holders of all shares not escrowed have received, or had irrevocably set aside for 
them, an amount equal to the purchase price per share in the public offering, 
adjusted for stock splits and stock dividends. Subsequently, the holders of the 
escrowed shares shall be entitled to receive an amount per share equal to the 
amount received by or set aside for the holders of the non-escrowed shares, on a 
per share basis, plus any dividends and interest set aside for the escrowed shares, 
to the extent any such cash dividends plus interest are not necessary to meet the 
issuer's obligation of payment to holders of shares not escrowed, and thereafter all 
shares shall participate on a pro rata basis. However, a merger, consolidation, or 
reorganization may proceed on terms and conditions different than those stated 
above if a majority of shares held by persons other than promoters approve the 
terms and conditions by vote at a meeting held for such purpose. 

(iii) Shares held in escrow shall continue to have all voting rights to which those shares 
are entitled. Any dividends paid on such shares shall be paid to the escrow agent 
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and held pursuant to the terms of the escrow agreement. The escrow agent shall 
treat such dividends as assets available for distribution as provided under subpart 
(4)(f)5.(ii) of this Rule. The escrow agent shall place any cash dividends in an 
interest bearing account. The cash dividends and any interest earned thereon will 
be disbursed in proportion to the number of shares released from escrow. All 
certificates representing stock dividends and shares resulting from stock splits of 
escrowed shares shall be delivered to the escrow agent to be held pursuant to the 
escrow agreement. 

(iv) A summary of the terms of the escrow shall be included in the prospectus and, 
during the term of the escrow agreement and until the release of all shares from 
escrow, in subsequent prospectuses, annual reports to shareholders, proxy 
statements, or other disclosure materials used by shareholders or investors in 
making decisions with respect to the issuer. 

(v) The escrow agent must be satisfactory to the assistant commissioner and may not 
be affiliated with any promoter of the issuer. The issuer shall not bear any of the 
fees or expenses associated with the escrow. 

(g) Promoters' Investment. The offering of an issuer that is a promotional or development stage 
corporation shall be presumed unfair unless the equity investment of the promoters equals at 
least ten percent (10%) of the tangible net worth of the issuer adjusted for the proposed 
offering. 

(h) Alternative Guidelines for Promotional Shares and Promoters' Investment: 

1. In lieu of the guidelines set forth above in part (4)(d)2. and subparagraphs (4)(f-g) of this 
Rule, an issuer may comply with the standards of this subparagraph (4)(h). 

2. An offering of equity securities of a promotional or a development stage corporation may 
be deemed to be unfair if the ratio of equity capital to equity ownership of the public 
investors buying pursuant to the proposed offering on a per share basis is more than ten 
(1 0) times the ratio of the equity capital to equity ownership of promoters, on a per share 
basis. For purposes of this part: 

(i) With respect to public investors, "equity capital" shall mean the tangible 
consideration paid by the public investors.· 

(ii) With respect to promoters, "equity capital" shall mean the greater of the tangible 
consideration contributed to the equity of the issuer on a fully diluted basis, or the 
net worth of the issuer demonstrated by the most recent audited balance sheet 
furnished by the issuer in the registration statement and all interim unaudited 
balance sheets. 

(iii) With respect to promoters, "equity ownership" shall mean the total number of 
shares owned on a fully diluted basis. 

(iv) With respect to public investors, "equity ownership" shall mean the total number of 
shares to be offered to the public. 

EXAMPLE: Calculation of the Ratio of Equity Capital to Equity Ownership on a Per Share Basis. 

(The example assumes that there are no outstanding options, warrants, or convertible securities.) 
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Total# Issuer's Net 
Worth 

Proposed Price 
Per Share 

Total Tangible 
Consideration of Shares 

Promoters' 880,000 $500,000 $300, 000 

Public 
Investors' 200,000 $10.00 $2,000,000 

Totals 1,080,000 $500,000 $2,300,000 

Public Investor's 
Equity Capital 

Equity Ownership 

Promoters' 
Equity Capital 

Equity Ownership 

Promoters' 
Net Worth 

Equity Ownership 

= $2,000,000 

200,000 

= $300,000 

880,000 

= $500,000 

== $10.00 

== .34090;.34 X 10 = $3.40 

-----== .56818; .57 X 10 = $5.70 
880,000 

CONCLUSION: THE ALTERNATIVE TEST IS NOT MET. 
$10.00>$3.40 OR 5.70 

(i) Voting Rights. 

1. Unless either preferential treatment as to dividends and liquidation is provided with 
respect to the publicly offered securities or a public market exists for the securities, the 
offering of equity securities of an issuer having more than one class of equity securities 
outstanding will be deemed unfair to public investors if the class of equity securities 
offered to the public has no voting rights or less than equal voting rights in proportion to 
the number of shares of each class outstanding in all matters, including the election of 
members to the board of directors of the issuers. 

2. If at the time of a proposed offering the issuer has authorized preferred stock issued or 
issuable with rights, preferences, or privileges to be determined by the issuer's board of 
directors without further action by stockholders, the offering document shall include a 
disclosure to the effect that a subsequent determination by the board of directors with 
respect to the rights, preferences, or privileges of the preferred stock may adversely 
affect the rights of common stockholders. 

U) Preferred Stock and Debt Securities. 

1. The net earnings of the issuer for its last fiscal year prior to the offering or for the average 
of its last three (3) fiscal years prior to the offering must be sufficient to cover adequately 
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the dividends and redemption requirements, if any, on the preferred stock proposed to be 
offered. Net earnings shall be determined exclusive of non-recurring items and shall be 
adjusted for any debt securities or preferred stock to be redeemed with the proceeds of 
the offering, less applicable income tax effects. 

2. The net earnings of the issuer for its last fiscal year prior to the offering, or for the 
average of its last three (3) fiscal years prior to the offering, must be sufficient to cover 
adequately its debt service requirements on all debt securities issued subsequent to its 
last fiscal year (including all securities proposed to be offered). Net earnings shall be 
determined before taxes, depreciation, and extraordinary items and shall be adjusted for 
any debt securities to be redeemed with the proceeds of the offering and for applicable 
tax effects. 

3. Upon completion of the offering, the total amount of debt of the issuer must be 
reasonable in proportion to the amount of equity of the issuer. Reasonableness is to be 
determined in relation to the prevailing debt-equity ratios for comparable companies in 
the issue~sindustry. 

4. If the issuer has made or proposes to make any material acquisitions subsequent to the 
last year specified in parts (4)U)1.-3. of this Rule, the earnings for each year shall be 
restated on a pro-forma basis to reflect such acquisition. 

5. The sale of preferred stock or debt securities by promotional or development stage 
corporations is presumed not to meet the standard in paragraph ( 1) of this Rule unless a 
variance is granted pursuant to paragraph (3) of this Rule. 

6. The issuer may not bind itself to purchase debt securities or preferred stock at the 
request of the holder prior to maturity except pursuant to sinking fund provisions or 
pursuant to some other reasonable method fully disclosed in the prospectus. 

(k) Loans to Company Officials. 

1. The sale of securities by an issuer may be deemed unfair if the issuer or its affiliates have 
made, or may make, loans or forbearances to company officers, directors, or controlling 
persons, other than as described below: 

(i) Advances for travel, business expense, relocation, and similar ordinary operating 
expenditures. 

(ii) Any other loans or forbearances for specific purposes directly related to the 
ordinary course of the issuer's business, or for bona fide personal emergencies, 
provided the loans or forbearances are approved by a majority of disinterested 
members of the issuer's board of directors. 

(iii) Any other loans or forbearances approved by a majority of disinterested 
shareholders (excluding all company officials and controlling persons) pursuant to 
a proxy solicitation conforming to the proxy rules set by the SEC. 

(iv) An issuer or affiliate whose primary business is that of making loans may make 
loans to the officers, directors, or controlling persons of the issuer or affiliate 
provided that the loans: 

(I) Will be evidenced by a promissory note naming the lender as payee, and 
contain an annual percentage rate which is reasonably comparable to that 
normally charged to non-affiliates by other commercial lenders for similar 
loans made in the lender's locale; 
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(II) Will be repaid pursuant to appropriate amortization schedules and contain 
default provisions comparable to those normally used by other commercial 
lenders for similar loans made to non-affiliates in the lender's locale; 

(Ill) Will be made only if credit reports and financial statements, or other 
reasonable investigation appropriate in the light of the nature and terms of 
the loan and which meet the loan policies normally used by other commercial 
lenders for similar loans made to non-affiliates in the lender's locale show the 
loan to be collectible and the borrower a satisfactory credit risk; and 

(IV) The purpose of the loan and the disbursement of proceeds are reviewed and 
monitored in a manner comparable to that normally used by other 
commercial lenders for similar loans made in the lender's locale. 

2. All loans except those described in part (4)(k)1. of this Rule shall be repaid in full prior to 
the offering. The Division may waive this requirement if: 

(i) The issuer is a going concern and repayment of such loan will be made pursuant to 
appropriate amortization schedules; or 

(ii) Any portion of the offering is, by, or on behalf of any company official to whom a 
loan or forbearance has been made, and such person undertakes to effect 
repayment from the proceeds of the offering and repayment to the extent of such 
proceeds will be made immediately upon completion of the offering. 

3. If the issuer or its affiliates has or will make loans or forbearances to officers, directors, or 
controlling persons, the prospectus or offering circular shall disclose the terms and 
details of the loans or forbearances. 

(I) Impoundment of Proceeds. The Division may require that as a condition to registration that all 
proceeds of sales of securities be impounded in escrow until such time that a sufficient amount 
has been realized to accomplish the purpose of the. offering. 

(m) Future Self-Dealing Transactions. The prospectus shall contain a statement to the effect that 
all future transactions with affiliates of the issuer are to be on terms no less favorable than 
could be obtained from an unaffiliated third party and must be approved by a majority of the 
directors including the majority of disinterested directors. 

(n) Standards for Specific Issuers. 

1. Applicability. 

(i) The Statements of Policy referred to in this subparagraph (4)(n) apply to the 
indicated specific type of security and will, by analogy, be applied to securities in 
other forms. Deviations from these guidelines may be permitted by the Division 
where good cause is shown in accordance with paragraph (3) of this Rule. 

(ii) The Division may grant effectiveness to any offering that is subject to review under 
guidelines below on a basis other than that permitted in such guidelines where the 
offering requires each investor in this state (including transferees) to have a 
minimum net worth of a least two hundred fifty thousand dollars ($250,000) 
exclusive of home, home furnishings, and automobiles and to have had during the 
last tax year, and be expected to have during the current tax year a gross income 
of at least sixty-five thousand dollars ($65,000) or, in the alternative, a minimum net 
worth of at least five hundred thousand dollars ($500,000) exclusive of home, 
home furnishings, and automobiles. In the case of such offerings, the Division may 

20 



require a statement signed by each investor in this state acknowledging how the 
offering varies from the standards set forth in the guidelines below. 

(iii) The term "Administrator" as used in these guidelines shall mean the assistant 
commissioner. 

(iv) Copies of these guidelines may be obtained from the Division upon request and 
payment in advance of a reasonable charge for copying. 

2. Cattle-Feeding Programs. 

The Statement of Policy on Registration of Publicly Offered Cattle-Feeding Programs 
adopted by NASAA, as reported at CCH NASAA Reports 1f601, as it may be amended 
from time to time, is incorporated herein by reference. 

3. Church Bonds. 

The Statement of Policy on Church Bonds adopted by NASAA, as reported at CCH 
NASAA Reports 1f1 001, as it may be amended from time to time, is incorporated herein 
by reference. 

4. Commodity Pool Programs. 

The Statement of Policy on Registration of Commodity Pool Programs adopted by 
NASAA, as reported at CCH NASAA Reports 1f1201, as it may be amended from time to 
time, is incorporated herein by reference. 

5. Equipment Programs. 

The Statement of Policy on Registration of Equipment Programs adopted by NASAA, as 
reported at CCH NASAA Reports 1J1601, as it may be amended from time to time, is 
incorporated herein by reference. 

6. Finance Company Debt Securities. 

The Statement of Policy on Finance Company· Debt Securities adopted by the Central 
Securities Administrators Council, as reported at CCH Blue Sky Reporter 1J5431, as it 
may be amended from time to time, is incorporated herein by reference. 

7. Health Care Facility Offerings. 

The Statement of Policy on Health Care Facility Offerings adopted by NASAA, as 
reported at CCH NASAA Reports 1f2001, as it may be amended from time to time, is 
incorporated herein by reference. 

8. Oil and Gas Programs. 

The Statement of Policy on Registration of Oil and Gas Programs adopted by NASAA, as 
reported at CCH NASAA Reports 1f2621, as it may be amended from time to time, is 
incorporated herein by reference. 

9. Real Estate Investment Trusts. 

The Statement of Policy on Real Estate Investment Trusts adopted by NASAA, as 
reported at CCH NASAA Reports 1f3401, as it may be amended from time to time, is 
incorporated herein by reference. 
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10. Real Estate Programs. 

The Statement of Policy on Real Estate Programs adopted by NASAA, as reported at 
CCH NASAA Reports ~3601, as it may be amended from time to time, is incorporated 
herein by reference. 

11. Miscellaneous Direct Participation Programs. 

In order to provide consistency in its review, the Division will use, to the extent 
appropriate, the NASAA Statement of Policy on Real Estate Programs, and particularly 
Sections II, Ill, and V through IX, as a reference in determining whether types of direct 
participation programs other than those specifically referenced in parts (4)(n)1.-10. of this 
Rule meet the standard set forth in paragraph (1) of this Rule. 

12. Religious Denominations. 

The Guidelines for General Obligation Financing by Religious Denominations adopted by 
NASAA, as reported at CCH NASAA Reports ~~1951-1957, as it may be amended from 
time to time, is incorporated herein by reference. 

(5) Coordinated Review - Equity. 

(a) An offering of equity securities which is submitted pursuant to a coordinated review process 
agreed to by the Division and other states, will be deemed to meet the standard of paragraph 
( 1) of this Rule if it meets all of the terms and conditions of such coordinated review process, as 
well as meets the following guidelines: 

1. The Statement of Policy Regarding Corporate Securities Definitions adopted by NASAA, 
as reported at CCH NASAA Reports ~3811 et seq., as it may be amended from time to 
time, is incorporated herein by reference. 

2. The Statement of Policy Regarding the Impoundment of Proceeds adopted by NASAA, 
as reported at CCH NASAA Reports ~2151, as it may be amended from time to time, is 
incorporated herein by reference. 

3. The Statement of Policy Regarding Loans and Other Affiliated Transactions adopted by 
NASAA, as reported at CCH NASAA Reports ~371, as it may be amended from time to 
time, is incorporated herein by reference. 

4. The Statement of Policy Regarding Options and Warrants adopted by NASAA, as 
reported at CCH NASAA Reports ~2801, as it may be amended from time to time, is 
incorporated herein by reference. 

5. The Statement of Policy Regarding Preferred Stock adopted by NASAA, as reported at 
CCH NASAA Reports ~3001, as it may be amended from time to time, is incorporated 
herein by reference. 

6. The Statement of Policy Regarding Promoters Equity Investment adopted by NASAA, as 
reported at CCH NASAA Reports ~3101, as it maybe amended from time to time, is 
incorporated herein by reference. 

7. The Statement of Policy Regarding Promotional Shares adopted by NASAA, as reported 
at CCH NASAA Reports ~3201, as it may be amended from time to time, is incorporated 
herein by reference. 
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8. The Statement of Policy Regarding Specificity in Use of Proceeds adopted by NASAA, as 
reported at CCH NASAA Reports 1l1l3831-3837, as it may be amended from time to time, 
is incorporated herein by reference. 

9. The Statement of Policy Regarding Underwriting Expenses and Underwriter's Warrants, 
Selling Expenses, and Selling Security Holders adopted by NASAA, as reported at CCH 
NASAA Reports 1l1f3813-3820, as it may be amended from time to time, is incorporated 
herein by reference. 

10. The Statement of Policy Regarding Unsound Financial Condition adopted by NASAA, as 
reported CCH NASAA Reports 1l1l3821-3827, as it may be amended from time to time, is 
incorporated herein by reference. 

11. The Statement of Policy Regarding Unequal Voting Rights adopted by NASAA, as 
reported at CCH NASAA Reports 1f2401, as it may be amended from time to time, is 
incorporated herein by reference. 

12. The Statements of Policy referenced in subparagraph (4)(n) of this Rule will apply to the 
indicated specific type of security and will, by analogy, be applied to securities in other 
forms. 

(b) Copies of these guidelines and terms and conditions of the coordinated review process may be 
obtained from the Division upon request and payment in advance of a reasonable charge for 
copying. 

Authority: T.C.A. §§48-1-105, 48-1-106,48-1-107,48-1-115,48-1-116, §2(a)(48) of the Investment Company Act 
of 1940, §301 of the Small Business Investment Act of 1958, Employee Retirement Income Security Act of 1974, 
Title I, and §202(a)(22) of the Investment Advisers Act of 1940. 

0780-04-02-.07 NON-PROFIT EXEMPTION. 

(1) All persons offering securities claimed to be exempt under T.C.A. §48-1-103(a)(7) shall, at least ten 
(1 0) days prior to any sale of such securities, file a notice on Form U-1 (including all applicable 
exhibits thereto) accompanied by the following additional information: 

(a) A statement of the basis for the issuer's qualification for the exemption under T.C.A. §48-1-
103(a)(7); 

(b) An undertaking to notify the commissioner immediately upon the receipt of any stop order, 
denial, order to show cause, suspension, or revocation order, injunction or restraining order, or 
similar order entered by or issued by any regulatory authority or by any court, concerning the 
securities covered by the notice or other securities of the issuer currently being offered to the 
public; and 

(c) A statement of whether or not the issuer has ever been the subject of any order described in 
subparagraph (1)(b) of this Rule. 

(2) The issuer shall furnish at a minimum the following information to offerees: 

(a) 1. If the issuer is selling Church Bonds, a disclosure document prepared in accordance with 
the Statement of Policy Regarding Church Bonds adopted by NASAA, as reported at 
CCH NASAA Reports 1l1 001, as it may be amended from time to time. For purposes of 
this Rule, the term "Church Bonds" shall mean certificates in the form of notes, bonds, or 
similar instruments issued by a congregation or church that represents an obligation to 
repay a specific principal amount at a stated rate of interest. 
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2. If the issuer is selling General Obligation Financing Notes by Religious Denominations, a 
disclosure document prepared in accordance with the Guidelines for General Obligations 
Financing by Religious Denominations adopted by NASAA, as reported at CCH NASAA 
Reports 111!1951-1957, as may it be amended from time to time. For purposes of this 
Rule, the term "General Obligation Financing" shall mean notes, certificates, or similar 
debt instruments issued by religious denominations that represent an obligation to repay 
a specific principal amount at a stated rate of interest. 

(c) If the issuer is selling Health Care Facility Bonds, a disclosure document prepared in 
accordance with the Statement of Policy on Health Care Facility Offerings adopted by NASAA, 
as reported at CCH NASAA Reports 1!2001, as it may be amended from time to time. For 
purposes of this Rule, the term "Health Care Facility Bonds" shall mean certificates in the form 
of notes, bonds, or similar instruments issued by a non-profit health care facility that represent 
an obligation to repay a specific principal amount at a stated rate of interest. 

(c) If the issuer is other than as described in subparagraph (1 )(a-b) of this Rule, the disclosure 
document must contain: 

1. Financial statements of the issuer prepared in accordance with generally accepted 
accounting principles including, but not limited to, the following: 

(i} A balance sheet as of the end of the most recent fiscal year of the issuer; and 

(ii) A statement of income for each of the issuer's three (3) most recent fiscal years. 

2. A statement from the issuer setting forth the issuer's plan for paying the principal and 
interest due on the securities to be sold, including, but not limited to, anticipated sources 
of revenue to be used in paying such principal and interest, and supporting financial 
information; and 

3. A statement as to whether or not the issuer or any affiliate or predecessor has had any 
material default during the past ten (1 0) years in the payment of: 

(i) Principal, interest, dividends, or sinking fund installments on any security or 
indebtedness for borrowed money; or 

(ii) Rentals under material leases with terms of three (3) years or more. 

(d) Legend. The offering document shall display on its cover substantially the following 
information, to the extent appropriate, in capital letters and, if printed, in boldface roman type at 
least as high as ten (1 0) point modern type: 

IN MAKING AN INVESTMENT DECISION INVESTORS MUST RELY ON THEIR OWN 
EXAMINATION OF THE ISSUER AND THE TERMS OF THE OFFERING, INCLUDING THE 
MERITS AND RISKS INVOLVED. THESE SECURITIES HAVE NOT BEEN RECOMMENDED 
BY ANY FEDERAL OR STATE SECURITIES COMMISSION OR REGULATORY AUTHORITY. 
FURTHERMORE, THE FOREGOING AUTHORITIES HAVE NOT CONFIRMED THE 
ACCURACY OR DETERMINED THE ADEQUACY OF THIS DOCUMENT. ANY 
REPRESENTATION TO THE CONTRARY IS A CRIMINAL OFFENSE. 

THESE SECURITIES ARE SUBJECT TO RESTRICTIONS ON TRANSFERABILITY AND 
RESALE AND MAY NOT BE TRANSFERRED OR RESOLD EXCEPT AS PERMITTED 
UNDER THE SECURITIES ACT OF 1933, AS AMENDED, AND THE APPLICABLE STATE 
SECURITIES LAWS, PURSUANT TO REGISTRATION OR EXEMPTION THEREFROM. 
INVESTORS SHOULD BE AWARE THAT THEY MAY BE REQUIRED TO BEAR THE 
FIANANCIAL RISK OF THIS INVESTMENT FOR AN INDEFINITE PERIOD OF TIME. 
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Authority: T.C.A. §§48-1-103(a)(7), 48-1-115, and 48-1-116. 

0780-04-02-.08 UNIFORM LIMITED OFFERING EXEMPTION. 

( 1) Preliminary Notes. 

(a) Nothing in this exemption is intended to or should be construed as in any way relieving issuers 
or persons acting on behalf of issuers from providing disclosure to prospective investors 
adequate to satisfy the antifraud provisions of the Act. 

(b) In view of the objective of this Rule and the purposes and policies underlying the Act, this 
exemption is not available to any issuer with respect to any transaction which, although in 
technical compliance with this Rule, is part of a plan or scheme to evade registration or the 
conditions or limitations explicitly stated in this Rule. 

(c) Nothing in this Rule is intended to relieve registered broker-dealers or agents from the due 
diligence, suitability, or know-your-customer standards or any other requirements of the law 
otherwise applicable to such registered persons. 

(2) Exemptions. By the authority delegated to the commissioner in T.C.A. §§48-1-103(b)(11) and 48-1-
116, the following transactions are determined to be exempt from T.C.A. §§48-1-1 04 and 48-1-113. 

Any sale of securities offered and sold in compliance with the 1933 Act, Regulation D, SEC Rule 505 
(17 C.F.R. §230.505), including any offer or sale made exempt by application of SEC Rule 508(a) (17 
C.F.R. §230.508(a)), as made effective in SEC Release No. 33-6389 and as amended in subsequent 
SEC releases, which satisfies the following further conditions and limitations: 

(a) Commissions. 

1. No commission, fee, or other remuneration shall be paid or given directly or indirectly to 
any person for soliciting any prospective purchaser in this state unless such person has 
fully complied with the registration requirements set forth in the Act and in these Rules, 
and has satisfied all outstanding comments of the Division. 

2. It is a defense to a violation of this subparagraph if the issuer sustains the burden of proof 
to establish that the issuer did not know and in the exercise of reasonable care could not 
have known that the person who received a commission, fee, or other remuneration was 
not registered in compliance with the registration requirements set forth in the Act and in 
these Rules. 

(b) Disqualification. No exemption under this Rule shall be available for the securities of any issuer 
if any of the parties described in the 1933 Act, Regulation A, SEC Rule 252 (c-f) (17 C.F.R. 
§230.252 (c-f)): 

1. Has filed a registration statement which is the subject of a currently effective registration 
stop order entered pursuant to any state's securities law within five (5) years prior to the 
filing of the notice required under this exemption. 

2. Has been convicted within five (5) years prior to the filing of the notice required under this 
exemption of any felony or misdemeanor in connection with the offer, purchase, or sale 
of any security or any felony involving fraud or deceit, including but not limited to forgery, 
embezzlement, obtaining money under false pretenses, larceny, or conspiracy to 
defraud. 

3. Is currently subject to any state administrative enforcement order or judgment entered by 
that state's securities administrator within five (5) years prior to the filing of the notice 
required under this exemption or is subject to any state's administrative enforcement 
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order or judgment in which fraud or deceit, including but not limited to making untrue 
statements of material facts or omitting to state material facts, was found and the order or 
judgment was entered within five (5) years prior to the filing of the notice required under 
this exemption. 

4. Is subject to any state's administrative enforcement order or judgment which prohibits, 
denies, or revokes the use of any exemption from registration in connection with the 
offer, purchase, or sale of securities. 

5. Is currently subject to any order, judgment, or decree of any court of competent 
jurisdiction temporarily or preliminary restraining or enjoining, or is subject to any order, 
judgment, or decree of any court of competent jurisdiction permanently restraining or 
enjoining such party from engaging in or continuing any conduct or practice in connection 
with the purchase or sale of any security or involving the making of any false filing with 
the state entered within five (5) years prior to the filing of the notice required under this 
exemption. 

6. The prohibitions of parts (2)(b)1.-3. and (2)(b)5. of this Rule shall not apply if the person 
subject to the disqualification is duly licensed or registered to conduct securities related 
business in the state in which the administrative order or judgment was entered against 
such person or if the broker-dealer employing such party is licensed or registered in this 
state and the Form BD filed with this state discloses the order, conviction, judgment, or 
decree relating to such person. No person disqualified under this subparagraph may act 
in a capacity other than that for which the person is licensed or registered. 

7. Any disqualification caused by this subparagraph is automatically waived if the state 
securities administrator or agency of the state which created the basis for disqualification 
determines upon a showing of good cause that it is not necessary under the 
circumstances that the exemption be denied. 

8. It is a defense to a violation of this subparagraph if the issuer sustains the burden of proof 
to establish that the issuer did riot know and in the exercise of reasonable care could not 
have known that a disqualification under this subparagraph existed. 

(c) Filing Requirement. The issuer shall file with the Division a notice on Form D (17 C.F.R. 
§239.500): 

1. No later than fifteen (15) days after theearlier of the first payment of consideration or the 
delivery of a signed subscription agreement by an investor in this state which results from 
an offer being made in reliance upon this exemption, and at such other times and in the 
form required under Regulation D, SEC Rule 503, (17 C.F.R. §230.503), to be filed with 
the SEC. The Form D shall contain all information requested on the Form. 

2. The notice on Form D shall be accompanied by: 

(i) One (1) copy of all written information furnished to offerees; 

(ii) A Form U-2 Uniform Consent to Service of Process; 

(iii) If the issuer is a corporation, a Form U-2A Uniform Form of Corporate Resolution; 

(iv) A non-refundable filing fee in the amount of five hundred dollars ($500); and 

(v) A statement noting the date of the first sale, if any of such security, in this state. 

3. The issuer shall promptly furnish any additional information requested by the Division. 
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4. Any initial notice on or amendment to the Form D shall be manually signed by a person 
authorized by the issuer. 

(d) Amendments. Any filing pursuant to this exemption shall be amended by filing with the Division 
such information and changes as may be necessary to correct any material misstatement or 
omission in the filing. Any written offering material required by this Rule that was not prepared 
at the time of the initial filing, or which materially differs from the written offering material 
included in the filing shall be delivered or mailed to the Division concurrently with its first use in 
this state. There shall be no fees charged for amendment to filings pursuant to this Rule. 

(e) Suitability. In all sales to nonaccredited investors in this state the following conditions must be 
satisfied, or the issuer and any person acting on its behalf shall have reasonable grounds to 
believe and after making reasonable inquiry shall believe that the following conditions are 
satisfied. 

1. The investment is suitable for the purchaser upon the basis of the facts, if any, disclosed 
by the purchaser as to the purchaser's other security holdings, financial situation, and 
needs. For the purpose of this condition only, it may be presumed that if the investment 
does not exceed ten percent (1 0%) of the investor's net worth, it is suitable; and 

2. The purchaser, either alone or with his/her purchaser representative(s), has such 
knowledge and experience in financial and business matters that he/she is or they are 
capable of evaluating the merits and risks of the prospective investment. 

(f) Legend. The offering document shall display on its cover substantially the following 
information, to the extent appropriate, in capital letters, and if printed, in boldface roman type at 
least as high as ten ( 1 0) point modern type: 

IN MAKING AN INVESTMENT DECISION INVESTORS MUST RELY ON THEIR OWN 
EXAMINATION OF THE ISSUER AND THE TERMS OF THE OFFERING, INCLUDING THE 
MERITS AND RISKS INVOLVED. 

THESE SECURITIES HAVE NOT BEEN RECOMMENDED BY ANY FEDERAL OR STATE 
SECURITIES COMMISSION OR REGULATORY AUTHORITY. FURTHERMORE, THE 
FOREGOING AUTHORITIES HAVE NOT CONFIRMED THE ACCURACY OR DETERMINED 
THE ADEQUACY OF THIS DOCUMENT. ANY REPRESENTATION TO THE CONTRARY IS 
A CRIMINAL OFFENSE. 

THESE SECURITIES ARE SUBJECT TO RESTRICTIONS ON TRANSFERABILITY AND 
RESALE AND MAY NOT BE TRANSFERRED OR RESOLD. EXCEPT AS PERMITTED 
UNDER THE SECURITIES ACT OF 1933, AS AMENDED AND THE APPLICABLE STATE 
SECURITIES LAWS, PURSUANT TO REGISTRATION OR EXEMPTION THEREFROM. 
INVESTORS SHOULD BE AWARE THAT THEY MAY BE REQUIRED TO BEAR THE 
FINANCIAL RISK OF THIS INVESTMENT FOR AN INDEFINITE PERIOD OF TIME. 

(3) A failure to comply with a term, condition, or requirement of subparagraphs (2)(a), (2)(c), and (2)(e) of 
this Rule will not result in the loss of the exemption from the requirements of T.C.A. §§48-1-1 04 and 
48-1-113 for any sale to a particular purchaser if the person relying on the exemption shows: 

(a) The failure to comply did not pertain to a term, condition, or requirement directly intended to 
protect that particular purchaser; 

(b) The failure to comply was insignificant with respect to the offering as a whole; and 

(c) A good faith and reasonable attempt was made to comply with all applicable terms, conditions, 
and requirements of subparagraphs (2)(a), (2)(c), and (2)(e) of this Rule. 
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(4) Where an exemption is established only through reliance on paragraph (3) of this Rule, the failure to 
comply shall nonetheless be actionable by the commissioner. 

(5) Transactions which are exempt under this Rule may not be combined with transactions exempt under 
any other Rule or any section of the Act; however, nothing in this limitation shall act as an election. 
Should, for any reason, the offer and sale fail to comply with all of the conditions for this exemption, 
the issuer may claim the availability of any other applicable exemption. 

(6) The commissioner may, by rule or order, increase the number of purchasers or waive any other 
conditions of this exemption. 

(7) The exemption authorized by this Rule shall be known and may be cited as the "Tennessee Uniform 
Limited Offering Exemption." 

Authority: T.C.A. §§48-1-103(b)(11), 48-1-104, 48-1-113, 48-1-115, 48-1-116, 48-1-124(e), Public Acts of 1997, 
Chapter 164, §1, §18 of the Securities Act of 1933, as amended by the National Securities Markets Improvement 
Act of 1996, 17 C.F.R. §230.252, 17 C.F.R. §230.500, 17 C.F.R. §230.503, 17 C.F.R. §230.505, and 17 C.F.R. 
§230.508. 

0780-04-02-.09 SUCCESSOR CORPORATE ISSUERS. 

( 1) If an issuer is a corporate successor to a corporate issuer that met the standards of T. C.A. §48-1-
1 03(a)(8), at the time of succession, the successor corporate issuer shall be deemed to have met the 
standards of T.C.A. §48-1-1 03(a)(8), if the predecessor and successor corporations taken together 
do so, provided that: 

(a) The succession was primarily for the purpose of changing the state of incorporation of the 
predecessor or forming a holding company; 

(b) The assets and liabilities of the successor at the time of succession were substantially the 
same as those of the predecessor; and 

(c) The net income of the predecessor may, in accordance with generally accepted accounting 
principles, be consolidated with the income of the successor corporation. 

Authority: T.C.A. §§48-1-103(a)(8), 48-1-115, and 48-1-116. 

0780-04-02-.10 NASDAQ/NMS EXEMPTION. 

(1) Exemption. By the authority delegated to the commissioner in T.C.A. §§48-1-103(b)(11) and 48-1-
116, the following transactions are determined to be exempt from T.C.A. §§48-1-104 and 48-1-113: 

Any sale of securities that are designated or approved for designation upon notice of issuance on the 
NASDAQ/NMS, any other security of the same issuer that is of senior or substantially equal rank, any 
security called for by subscription rights or warrants so designated or approved, or any warrant or 
right to purchase or subscribe to any of the foregoing. 

(2) The commissioner: 

(a) Shall have the authority by rule or order to deny, suspend, or revoke the exemption created by 
this Rule as to a specific issuer or category of securities; and 

(b) May rescind this Rule based on a finding that; 

1. The requirements of the NASDAQ/NMS have materially changed from those set forth in 
paragraph (3) of this Rule and no longer afford equivalent investor protection; or 
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2. The requirements of the NASDAQ/NMS as set forth in paragraph (3) of this Rule are not 
applied or enforced sufficiently to afford protection to investors. 

(3) (a) 1. The FINRA shall require at least the following minimum standards to be met for the 
designation of an issuer's securities on the quotation system: 

Alt. No. 1 Alt. No.2 

Net Tangible Assets $4,000,000 $12,000,000 
Public Float 500, 000 1,000,000 
Pre-Tax Income 750,000 --------------
Net Income 400,000 --------------
Shareholders 800/400 800/400 

(The minimum number of shareholders under each alternative is eight hundred (800) for 
companies with five hundred thousand (500,000) to one million (1 ,000,000) shares 
publicly held, and four hundred (400) for companies with over one million (1 ,000,000) 
shares publicly held and with daily trading volume in excess of two thousand (2,000) 
shares per day for six (6) months.) 

Market Value of Float 
Minimum Bid 
Operating History 

3,000,000 
$5/share 

15,000,000 

3 years 

2. The rules of the FINRA shall require at least two (2) authorized market makers for each 
issuer. 

3. For purposes of this subparagraph (3)(a), the term "net tangible assets" is meant to 
include the value of patents, copyrights, and trademarks but to exclude the value of 
goodwill. 

(b) The FINRA shall require at least the following minimum corporate governance standards for its 
domestic issuers; 

1. Distribution of Annual and Interim Reports. 

(i) Each issuer shall distribute to shareholders copies of an annual report containing 
financial statements of the company and its subsidiaries. The report shall be 
distributed to shareholders in a reasonable period of time prior to the company's 
annual meeting of shareholders and shall be filed with the FINRA at the time it is 
distributed to shareholders. 

(ii) Each issuer which is subject to SEC Rule 13a-13 (17 C.F.R. §240.13a-13) shall 
make available to shareholders copies of quarterly reports including statements of 
operating results either prior to or as soon as practicable following the company's 
filing of its Form 1 0-Q with the SEC. If the form of such quarterly report differs from 
the Form 1 0-Q, both the quarterly report and the Form 1 0-Q shall be filed with the 
FINRA. The statement of operations contained in quarterly reports shall disclose at 
a minimum, any substantial items of an unusual or nonrecurrent nature, net 
income, and the amount of estimated federal taxes. 

(iii) Each issuer which is not subject to SEC Rule 13a-13 (17 C.F.R. §240.13a-13) and 
which is required to file with the SEC or another federal or state regulatory authority 
interim reports relating primarily to operations and financial position shall make 
available to shareholders reports which reflect the information contained in such 
interim reports. Such reports shall be made available to shareholders either before 
or as soon as practicable following filing with the appropriate regulatory authority. 
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If the form of the interim report made available to shareholders differs from that 
filed with the regulatory authority, both the report to shareholders and the report to 
the regulatory authority shall be filed with the FINRA. 

2. Independent Directors. Each issuer shall maintain a minimum of two (2) independent 
directors on its board of directors. For purposes of this subparagraph (3)(b), 
"independent director" shall mean a person other than an officer or employee of the 
issuer or its subsidiaries or any other individual having a relationship which, in the opinion 
of the board of directors, would interfere with the exercise of independent judgment in 
carrying out the responsibilities of a director. 

3. Audit Committee. Each issuer shall establish and maintain an audit committee, a 
majority of the members of which shall be independent directors. 

4. Shareholder meetings. Each issuer shall hold an annual meeting of shareholders and 
shall provide notice of such meeting to the FINRA. 

5. Quorum. Each issuer shall provide for a quorum as specified in its bylaws for any 
meeting of the holders of common stock; provided, however, that in no case shall such 
quorum be less than thirty-three and one-third percent (33 1/3%) of the outstanding 
shares of the issuer's common voting stock. 

6. Solicitation of Proxies. Each issuer shall solicit proxies and provide proxy statements for 
all meetings of shareholders and shall provide copies of such proxy solicitation to the 
FINRA. 

7. Conflicts of Interest. Each issuer shall conduct an appropriate review of all related party 
transactions on an ongoing basis and shall use the issuer's audit committee or a 
comparable body for the review of potential conflict of interest situations where 
appropriate. 

8. Shareholders' Approval Policy. Each issuer shall require shareholder approval of the 
issuance of securities in connection with the following: 

(i) Options plans or other special remuneration plans for directors, officers, or key 
employees. 

(ii) Actions resulting in a change in control of the issuer. 

(iii) The acquisition, direct or indirect, of a business, a company, tangible or intangible 
assets, or property or securities representing any such interests: 

(I) 

(II) 

(c) Voting Rights. 

From a director, officer, or substantial security holder of the issuer (including 
its subsidiaries and affiliates), or from any company or party in which one of 
such persons has a direct or indirect interest; and 

Where the present or potential issuance of common stock or securities 
convertible into common stock could result in an increase in outstanding 
common shares of twenty-five percent (25%) or more. 

1. The FINRA rules shall provide that no rule, stated policy, practice, or interpretation shall 
permit the authorization for designation on the NASDAQ/NMS ("authorization") or the 
continuance of the authorization, of any common stock or other equity security of a 
domestic issuer if, on or after September 1, 1988, the issuer issues any class of security 
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or takes other corporate action that would have the effect of nullifying, restricting, or 
disparately reducing the per share voting rights of holders of an outstanding class or 
classes of common stock of such issuer registered pursuant to Section 12 of the 1934 
Act. 

2. For purposes of part (3)(c)1. of this Rule, the following shall be presumed to have the 
effect of nullifying, restricting, or disparately reducing the per share voting rights of an 
outstanding class or classes of common stock:· 

(i) Corporate action to impose any restriction on the voting power of shares of the 
common stock of the issuer held by a beneficial owner or record holder based on 
the number of shares held by such beneficial owner or record holder; 

(ii) Corporate action to impose any restriction on the voting power of shares of the 
common stock of the issuers held by a beneficial owner or record holder based on 
the length of time such shares have been held by such beneficial owner or record 
holder; 

(iii) Any issuance of securities through an exchange offer by the issuer for shares of an 
outstanding class of common stock of the issuer, in which the securities issued 
have voting rights greater than or less than the per share voting rights of any 
outstanding class of the common stock of the issuer; or 

(iv) Any issuance of securities pursuant to a stock dividend, or any other type of 
distribution of stock in which the securities issued have voting rights greater than 
the per share voting rights of any outstanding class of the common stock of the 
issuer. 

3. For purposes of part (3)(c)1. of this Rule, the following, standing alone, shall be 
presumed not to have the effect of nullifying, restricting, or disparately reducing the per 
share voting rights of holders of an outstanding class or classes of common stock: 

(i) The issuance of securities pursuant to an initial registered public offering; 

(ii) The issuance of any class of securities, through a registered public offering, with 
voting rights not greater than the per share voting rights of any outstanding class of 
common stock of the issuer; 

(iii) The issuance of any class of securities to effect a bona fide merger or acquisition, 
with voting rights not greater than the per share voting rights of any outstanding 
class of the common stock of the issuer; or 

(iv) Corporate action taken pursuant to state law requiring a state's domestic 
corporation to condition the voting rights of a beneficial or record holder of a 
specified threshold percentage of the corporation's voting stock on the approval of 
the corporation's independent shareholders. 

4. Definitions. For the purposes of this subparagraph (3)(c), the terms below shall have the 
following meanings and the rules of the FINRA shall include such definitions for purposes 
of the prohibition in part (3)(c)1. of this Rule: 

(i) "Common Stock" shall include any security of an issuer designated as common 
stock and any security of an issuer, however designated, which by statute or by its 
terms, is common stock (e.g., a security which entitles the holders thereof to vote 
generally on matters submitted to the issuer's security holders for a vote). 
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(ii) "Equity security" shall include any equity security defined as such pursuant to SEC 
Rule 3a11-1 (17 C.F.R. §240.3a11-1). 

(iii) "Domestic issuer" shall mean an issuer that is not a "foreign private issuer" as 
defined in SEC Rule 3b-4 (17 C.F.R. §240.3b-4). 

(iv) "Security" shall include any security defined as such pursuant to Section 3(a)(1 0) of 
the 1934 Act, but shall exclude any class of security having a preference or priority 
over the issuer's common stock as to dividends, interest payments, redemption, or 
payments in liquidation, if the voting rights of such securities only become effective 
as a result of specified events, not relating to an acquisition of the common stock of 
the issuer, which reasonably can be expected to jeopardize the issuer's financial 
ability to meet its payment obligation to the holders of that class of securities. 

(d) Maintenance Criteria. After authorization for designation of a security on the NASDAQ/NMS, 
the issuer of such security must meet the following criteria in order for such designation to 
continue in effect: 

1. The issuer of the security has net tangible assets of at least: 

(i) Two million dollars ($2,000,000) if the issuer sustained losses from continuing 
operations and/or net losses in two (2) of its three (3) most recent fiscal years; or 

(ii) Four million dollars ($4,000,000) if the issuer has sustained losses from continuing 
operations and/or net losses in three (3) of its four (4) most recent fiscal years; 

2. There are at least two hundred thousand (200,000) publicly held shares; 

3. There are at least four hundred (400) shareholders or at least three hundred (300) 
shareholders of round lots; and 

4. The aggregate market value of publicly held shares is at least one million dollars 
($1 ,000,000). 

Authority: T.C.A. §§48-1-103(b)(11), 48-1-104,48-1-113,48-1-115,48-1-116, §3(a)(10) and §12 of the Securities 
Exchange Act of 1934, 17 C.F.R. §240.3a11-1, 17 C.F.R. §240.3b-4, and 17 C.F.R. §240.13a-13. 

0780-04-02-. 11 RESERVED. 

0780-04-02-.12 NOTICE FILINGS FOR COVERED SECURITIES. 

(1) Initial notice filings for covered securities. 

(a) An initial notice filing for a covered security of an issuer to be sold in this state shall contain: 

1. A copy of the issuer's prospectus and statement of additional information; however, if the 
person making the notice filing provides an accurate filing number from the Electronic 
Data Gathering Access and Retrieval (EDGAR) system or other electronic data gathering 
access and retrieval system maintained by the SEC, or other identifying designation 
issued by the SEC, paper copies of the issuer's prospectus and additional information 
are not required to be filed with the Division; 

2. A completed and properly executed Form U-2, as provided under T.C.A. §48-1-124(e); 

3. Either (i) a completed and properly executed Form NF, Form D, or Form U-1, as 
applicable, or (ii) a copy of the issuer's federal registration statement as filed with the 
SEC; and 
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4. The appropriate filing fee as set forth in T.C.A. §48-1-125. 

(b) An issuer of a security, which is subject to the notice filing requirements for covered securities, 
shall make an initial notice filing with the Division prior to the sale of such security in this state, 
unless the security being sold is a covered security as defined under T.C.A. §48-1-
1 02(8)(F)(iv). 

(c) An issuer of a security that is defined as a covered security under T.C.A. §48-1-1 02(8)(F)(iv) 
shall make an initial notice filing with the Division no later than fifteen (15) days after the first 
sale of such covered security in this state. 

(2) Renewal of notice filings for covered securities. 

(a) A renewal of a notice for a covered security that may be renewed as provided under T.C.A. 
§48-1-125(c) shall consist of: 

1. A copy of the issuer's prospectus and statement of additional information; 

2. Either (i) a completed and properly executed Form NF, Form D, or Form U-1, as 
applicable, or (ii) a copy of the issuer's federal registration statement as filed with the 
SEC; and 

3. The appropriate filing fee as set forth in T.C.A. §48-1-125(a). 

(b) Any notice filing, subject to renewal which is not timely renewed, shall expire as provided under 
T.C.A. §48-1-125(c). 

(c) A renewal of a notice filing for a covered security shall not stay the expiration of the notice filing 
if: 

1. Such renewal is deficient; and 

2. Such deficiency is not addressed prior to the expiration of the notice filing. 

(3) Deficient notice filings. 

(a) Documents. An issuer, who has filed an initial notice filing or a renewal of a notice filing for a 
covered security shall be subject to a stop order of the commissioner suspending the offer or 
sale of such covered security in this state as provided under T.C.A. §48-1-125(d}, if: 

1. The filing is deficient by failing to satisfy the document filing requirements of T.C.A. §48-
1-125 (a), (b), or (c) and parts (1)(a)1.-3. of this Rule; and 

2. The document deficiency is not addressed within ten (10) business days of the issuer's 
receipt of notification from the Division. 

(b) Fees. An issuer, who has filed an initial notice filing or a renewal of a notice filing for a covered 
security shall be subject to a stop order of the commissioner suspending the offer or sale of 
such covered security in this state, as provided under T.C.A. §48-1-125(d}, if: 

1. The filing is deficient by failing to satisfy the fee requirements of T.C.A. §48-1-125 and 
part (1)(a)4. of this Rule; and 

2. The fee deficiency is not addressed within ten (1 0) business days of the issuer's receipt 
of notification from the Division. 
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(c) In any case where the commissioner may issue a stop order, the issuer may be subject to 
further orders of the commissioner pursuant to T.C.A. §48-1-116. 

(4) Failure to make notice filings. 

(a) Any issuer who fails to make a notice filing for a covered security to be sold in this state, as set 
forth under T.C.A. §48-1-125 and subparagraph (1)(b) or (1)(c) of this Rule, shall be subject to 
a stop order of the commissioner, as provided under T.C.A. §48-1-125(d), suspending the offer 
or sale of such securities in this state. 

(b) For purposes of T.C.A. §48-1-125(d)(2) and paragraph (4) of this Rule, a failure to make a 
notice filing cannot be promptly remedied: 

1. If the security is a covered security, other than a covered security as defined under 
T.C.A. §48-1-102(8)(F)(iv) and the delay in making the notice filing, required under T.C.A. 
§48-1-125(a), exceeds ten (10) business days from the date of the first sale of such 
security in this state; or 

2. If the security is a covered security, as defined under T.C.A. §48-1-102(8)(F)(iv), and the 
delay in making the notice filing required under T.C.A. §48-1-125(b) exceeds twenty five 
(25) calendar days from the date of the first sale of such security in this state. 

(5) Refusal to pay notice filing fees. 

(a) For purposes of this paragraph (5), an issuer is deemed to refuse to pay the notice filing fee 
when: 

1. The issuer is subject to a stop order under the provisions of subparagraph (3)(b) of this 
Rule; or 

2. The issuer has failed to make a notice filing, as defined in subparagraph (4)(b) of this 
Rule, and includes a failure to pay the appropriate notice filing fee. 

(6) Unit Investment Trusts. 

(a) Notwithstanding any of the requirements in paragraph (1) of this Rule to the contrary, notice 
filings of series (except the first in a series) of unit investment trusts registered with the SEC 
under the Investment Company Act and not engaged in the business of investing in securities 
issued by one (1) or more open end management investment companies may comply with the 
following alternative filing requirements: 

1. One (1) completed and properly executed Form NF, including the name and the address 
of the trustee, except that any exhibits filed with the Division within five (5) years 
preceding the filing of the application may be incorporated by reference to the extent that 
such exhibits are currently accurate; 

2. A statement identifying one (1) or more previous series of the unit investment trust for 
which an application for registration was made effective by the Division within five (5) 
years preceding the filing of the current application; 

3. The following representations as filed with the SEC pursuant to SEC Rule 487 (17 C.F.R. 
§230.487): 

(i) That the portfolio securities deposited in the series with respect to which the 
registration statement or pre-effective amendment is being filed do not differ 
materially in type or quality from those deposited in the previous series identified by 
the applicant; and 
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(ii) That, except to the extent necessary to identify the specific portfolio securities 
deposited in, and to provide essential financial information for, the series with 
respect to which the registration statement or pre-effective amendment is being 
filed, the registration statement or pre-effective amendment does not contain 
disclosures that differ in any material respect from those contained in the 
registration statement of the previous series identified by the applicant; 

4. A copy of any adverse order, judgment, or decree entered in connection with the offering 
by the regulatory authorities of any state or by any court or the SEC; 

5. The appropriate filing fee computed in accordance with T.C.A. §48-1-125; and 

6. Forms U-2 and U-2A or a statement in the transmittal letter that such forms are already 
on file with respect to the issuer under its current name of each firm-commitment 
underwriter. · 

(b) Upon SEC effectiveness, the following shall be filed with the Division; 

1. Notice of SEC effectiveness, to include: 

(i) The full name of each series of the unit investment trust registered with the SEC; 

(ii) The time and date declared effective by the SEC; 

(iii) The public offering price per unit; 

(iv) The amount of sales commission per unit; 

(v) The number of units registered with the SEC; and 
(vi) The total aggregate dollar amount of the offering. 

2. One ( 1) copy of the post-effective amendment containing one ( 1) copy of the final 
prospectus. 

(c) Each series underlying a unit investment trust constitutes a separate and distinct security under 
the Act and shall be separately notice filed under the Act. Unit investment trusts applying to 
notice file multiple series shall file separate notices for each series containing all of the 
information specified in subparagraph (6)(a) of this Rule, with each Form NF specifically 
identifying the series to be notice filed. 

(d) The commissioner may deny, suspend, or revoke the availability of this paragraph (6) to a unit 
investment trust if it appears to the commissioner that a notice filing that is or is intended to 
become effective in this state in reliance upon this paragraph (6) is incomplete or inaccurate in 
any material respect or the filer has not complied with the requirements set forth in this 
paragraph (6). 

(e) The notice filing of a unit investment trust expires one (1) year from the date of SEC 
effectiveness, subject to T.C.A. §48-1-125. 

Authority: T.C.A. §§48-1-102(8)(F)(iv), 48-1-108, 48-1-115, 48-1-116, 48-1-121, 48-1-124(e), 48-1-125, Public 
Acts of 1997, Chapter 164, §8, §18 of the Securities Act of 1933, as amended by the National Securities Markets 
Improvement Act of 1996, and 17 C.F.R. §230.487. 

0780-04-02-.13 NOTICE FILINGS FOR EXEMPT EMPLOYEE PLANS. 
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(1) All issuers who wish to offer securities in or into this state in reliance on an exemption afforded to 
sales of securities in an employee stock purchase/option plan must file with the commissioner no 
later than fifteen ( 15) days after the first sale: 

(a) One (1) copy of the form entitled "Notice of Sale of Securities Pursuant to Employee Stock 
Purchase/Option Plan Exemption", as provided by the Division; 

(b) A Form U-2 Uniform Consent to Service of Process; 

(c) If the issuer is a corporation, a Form U-2A Uniform Form of Corporate Resolution; 

(d) A non-refundable filing fee in the amount of five hundred dollars ($500); and 

(e) A statement noting the date of the first sale, if any, of such security in this state. 

Authority: T.C.A. §§48-1-1 03(b)(9), 48-1-115, 48-1-116, 48-1-124, and Public Acts of 2001, Chapter 278. 

0780-04-02-.14 NOTICE FILINGS FOR SECURITIES SOLD TO ACCREDITED INVESTORS. 

(1) All issuers who wish to offer securities in or into this state in reliance on the exemption afforded to 
sales of securities to accredited investors, as set forth in T.C.A. §48-1-103(b)(14), must file with the 
commissioner no later than fifteen (15) days after the first sale: 

(a) One (1) copy of the form entitled "Notice of Sale of Securities Pursuant to Accredited Investor 
Exemption", as provided by the Division; 

(b) A Form U-2 Uniform Consent to Service of Process; 

(c) One (1) copy of the general announcement, if one is made regarding the proposed offering; 

(d) A non-refundable filing fee in the amount of five hundred dollars ($500); and 

(e) A statement noting the date of the first sale, if any, of such security in this state. 

Authority: T.C.A. §§48-1-1 03(b)(14), 48-1-115, 48-1-116, 48-1-124, and Public Acts of 2001, Chapter 278. 

0780-04-02-.15 BANK HOLDING COMPANY EXEMPTION. 

(1) All issuers who wish to offer securities in or into this state in reliance on an exemption afforded to 
sales of securities by a bank holding company or a savings and loan holding company must file with 
the commissioner no later than ten ( 1 0) days prior to the first sale: 

(a) One (1) copy of the Form U-1, Uniform Application to Register Securities; 

(b) A Form U-2 Uniform Consent to Service of Process; 

(c) If the issuer is a corporation, a Form U-2A Uniform Form of Corporate Resolution; 

(d) A non-refundable filing fee in the amount of one hundred dollars ($1 00.00); and 

(e) A copy of all sales or advertising literature used or proposed to be used. 

Authority: T.C.A. §§48-1-1 03(b)(1 0), 48-1-113, 48-1-115, 48-1-116, and 48-1-124. 

0780-04-02-.16 UNSOLICITED TRANSACTION EXEMPTION. 

(1) Preliminary Notes: 
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(a) Nothing in this Rule is intended to relieve registered or exempt broker-dealers or agents from 
the due diligence, suitability, know-your-customer standards, or any other requirements of the 
law otherwise applicable to such registered or exempt persons. 

(2) Exemption. By the authority delegated to the commissioner in T.C.A. §§48-1-1 03(b)(20) and 48-1-
116, all registered or exempt broker-dealers who intend to rely upon the exemption afforded to 
unsolicited non-issuer transactions on the basis of T.C.A. §48-1-1 03(b)(20) must comply with the 
following to be exempt from T.C.A. §§48-1-104 and 48-1-113: 

(a) Shall retain the following information for each such unsolicited non-issuer transaction: 

1. The CRD numbers for the broker-dealer firm and the agent; 

2. The name of the broker-dealer; 

3. The name of the agent; 

4. The date of the transaction; 

5. The dollar amount of the transaction, the number of shares, and the price per share; 

6. The Cusip number for each security making up the order placed by the purchaser; 

7. The name of each security making up the order placed by the purchaser; 

8. The purchaser(s)'s account number at the broker-dealer; 

9. The broker-dealer's office address; 

10. The broker-dealer's branch office identification number (if applicable); 

11. An indication that the transaction was not solicited in any way by the broker-dealer or any 
agent of the broker-dealer; and 

12. An indication that the broker-dealer: 

(i) Acted solely as an agent for the purchaser; 

(ii) Had no direct or indirect interest in the sale or distribution of the security ordered by 
the purchaser; and 

(iii) Received no commission, profit, or other compensation from any source other than 
the purchaser. 

(b) The information in subparagraph (2)(a) of this Rule must be retained by the broker-dealer for a 
period of five (5) years from the date of the transaction, in a manner consistent with Rule 0780-
04-03-.02(1 )(b). 

(c) Upon request by the Division, based on a complaint or as the result of a Division examination of 
the broker-dealer's books and records, the broker-dealer must provide the purchaser(s) with a 
document containing the information retained pursuant to subparagraph (2)(a) of this Rule and 
must obtain the purchaser(s) signed acknowledgement that the transaction was unsolicited. 
Such acknowledgement may be in the form of a manual or electronic signature. 

Authority: T.C.A. §§48-1-1 03(b)(20), 48-1-111, 48-1-115, 48-1-116), and Public Acts of 2013, Chapter 261. 
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* If a roll-call vote was necessary, the vote by the Agency on these rules was as follows: 

Board Member Aye No Abstain Absent Signature 
(if required) 

I certify that this is an accurate and comple7 COPY. of proposed rules, lawfully promulgated and adopted by the 
(board/commission/other authority) on ~ "2LJ /i5 (date as mmldd/yyyy), and is in compliance with the 
provisions of T.C.A. § 4-5-222. The Secretary of State is hereby instructed that, in the absence of a petition for 
proposed rules being filed under the conditions set out herein and in the locations described, he is to treat the 
proposed rules as being placed on file in his office as rules at the expiration of ninety (90) days of the filing of the 
proposed rule with the Secretary of State. 

Title of Officer: Commissioner of the Dept. of Commerce & Insurance 

SUbscribed andN:~:; ;:~:::~.:u:: =:~~::o:z:t:• =~==::~=~:===· j{=·=D::· ===-·=========== 
My commission expires on: ---'~'---.!._J_5=-t.f_I_L,=-----------

All proposed rules provided for herein have been examined by the Attorney General and Reporter of the State of 
Tennessee and are approved as to legality pursuant to the provisions of the Administrative Procedures Act, 
Tennessee Code Annotated, Title 4, Chapter 5. 

Department of State Use Only 
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Regulatory Flexibility Addendum 
Pursuant to T.C.A. §§ 4-5-401 through 4-5-404, prior to initiating the rule making process as described in T.C.A. 
§ 4-5-202(a)(3) and T.C.A. § 4-5-202(a), all agencies shall conduct a review of whether a proposed rule or rule 
affects small businesses. 

These proposed rules will correct typographical, grammatical, and rulemaking drafting inconsistencies and update 
the rules pursuant to statutory changes that have occurred since the last general update to Chapter 0780-04-02 
and, therefore, will not have an economic impact on small businesses (businesses with fifty (50) or fewer 
employees). 
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Impact on Local Governments 

Pursuant to T.C.A. §§ 4-5-220 and 4-5-228 "any rule proposed to be promulgated shall state in a simple 
declarative sentence, without additional comments on the merits of the policy of the rules or regulation, whether 
the rule or regulation may have a projected impact on local governments." (See Public Chapter Number 1070 
(http://state.tn.us/sos/acts/1 06/pub/pc1 070.pdf) of the 2010 Session of the General Assembly) 

These proposed rules will not impact local governments. 
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Additional Information Required by Joint Government Operations Committee 

All agencies, upon filing a rule, must also submit the following pursuant to T. C.A. § 4-5-226(i)( 1 ). 

(A) A brief summary of the rule and a description of all relevant changes in previous regulations effectuated by 
such rule; 

This Proposed Rulemaking will make housekeeping changes to Chapter 0780-04-02 of the Tennessee 
Securities Rules. 

(B) A citation to and brief description of any federal law or regulation or any state law or regulation mandating 
promulgation of such rule or establishing guidelines relevant thereto; 

I These proposed rules are promulgated pursuant to T.C.A. §48-1-116. 

(C) Identification of persons, organizations, corporations or governmental entities most directly affected by this 
rule, and whether those persons, organizations, corporations or governmental entities urge adoption or 
rejection of this rule; 

The housekeeping changes in this rulemaking will not affect persons, organizations, corporations, or 
overnmental entities and, therefore, these parties are not expected to urge adoption or rejection of these rules. 

(D) Identification of any opinions of the attorney general and reporter or any judicial ruling that directly relates to 
the rule; 

None. 

(E) An estimate of the probable increase or decrease in state and local government revenues and expenditures, 
if any, resulting from the promulgation of this rule, and assumptions and reasoning upon which the estimate 
is based. An agency shall not state that the fiscal impact is minimal if the fiscal impact is more than two 
percent (2%) of the agency's annual budget or five hundred thousand dollars ($500,000), whichever is less; 

I State and local government revenues and expenditures will not be affected by the proposed rules. 

(F) Identification of the appropriate agency representative or representatives, possessing substantial knowledge 
and understanding of the rule; 

I Daphne D. Smith, Assistant Commissioner for Securities. 

(G) Identification of the appropriate agency representative or representatives who will explain the rule at a 
scheduled meeting of the committees; 

I Barbara Doak, Chief Counsel for Securities. 

(H) Office address, telephone number, and email address of the agency representative or representatives who 
will explain the rule at a scheduled meeting of the committees; and 

I 500 James Robertson Parkway, Nashville, TN 37243: (615) 741-9467; Barbara.Doak@tn.gov 

(I) Any additional information relevant to the rule proposed for continuation that the committee requests. 

None. 
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Chapter 0780-04-02 Securities Registration and Exemptions is amended by deleting the Chapter in its 
entirety and replacing it with the following language: 

0780-04-02-.01 REGISTRATION BY COORDINATION. 

(1) Securities may be registered by coordination with SEC registration. _A registration statement 
and a prospectus for such securities shall be filed with a completed and properly executed 
Form U-1, including all applicable exhibits thereto, a Form U-2, a Form U:2A (if applicablet 
and the appropriate filing fee computed in accordance with T.C.A~ §48-1-107(b). The 
registrant shall also provide, or in Item 8(k) of the Form U-1 undertake to provide promptly if 
unavailable on the date of filing: 

(a) Any additional exhibits included in Part II of the applicable SEC registration statement; 

(b) Any applicable cross-reference sheet, including but not limited to cross-reference 
sheets adopted by NASAA; and 

(c) Such other information as the Division may require to determine that the offering meets 
applicable fairness guidelines and that the registration statement does not include any 
untrue statement of a material fact required to be stated therein or omit to state a 
material fact necessary to make the statements made, in light of the circumstances 
under which they are made, not misleading. 

(2) Only those offerings registered by coordination in this state on Forms 1-A, S-1, S-2, S-3, S-4, 
S-11, SB-1, and SB-2, or any successors to these forms, are subject to review under the 
applicable portions of f.B_ule 0780-04-02-.06. 

(3) Until such time as an applicant has complied with all filing requirements and Division 
comments, the applicant may waive automatic concurrent effectiveness by written notice to 
the Division._ Once an applicant has fully complied with the filing requirements set forth in the 
Act and in these f.B_ules, and has satisfied all outstanding comments issued by the Division, 
the Gg_ommissioner shall make the application to register effective or conditionally clear the 
application to register until notification of SEC effectiveness, subject to any condition or 
limitations imposed by the Division. The Division shall give notice by mail of the effective 
date of registration to each registrant, but such notice shall be conditioned upon the 



Division's receipt of notice from the applicant of the date that its registration statement was 
made effective by the SEC. 

(4) Every registration statement covering securities registered by coordination is effective for one 
(1) year from the effective date. Renewals of registrations by coordination may be made in 
accordance with r.B.ule 0780-04-02-.05. 

Authority: T.C.A. §§-48-1-105, 48-1-107,48-1-115. and 48-1-116fa}. 

0780-04-02-.02 REGISTRATION OF QUALIFICATION 

(1) An application filed pursuant to T.C.A. §48-1-106 shall contain, at a minimum, all of the 
information and the documents specified in Schedule A of the 1933 Act to the extent 
applicable, unless filed pursuant to a registration statement or notice filing format prescribed 
by the SEC-Bf--fi.led on the Form U 7. 

(2) A prospectus or offering circular shall be submitted with a completed and properly executed 
Form U-1 and the appropriate filing fee computed in accordance with T.C.A. §48-1-107(b}, 
and shall contain or be accompanied by the following information; 

(a) The Uniform Consent to Service of Process on Form U-2 required by T.C.A._§48-1-
124(e); 

(b) The Uniform Form of Corporate Resolution on Form U-2A, if applicable; 

(c) Any applicable cross-reference sheet, including but not limited to cross:-reference 
sheets adopted by NASAA; and 

(d) Such other information as the Division may require to determine that the offering meets 
applicable fairness guidelines and that the prospectus or offering circular does not 
include any untrue statement of a material fact or omit to state any material fact 
necessary to make the statements made, in light of the circumstances under which 
they were made, not misleading. 

(3) All notices, circulars, advertisements, sales literature~ or communications required to be filed 
by T.C.A. §48-1-1 06(b)(5) shall be filed according to the terms and conditions set forth in 
f!3.ule 0780-04-02-.04 of these rules. 

(4) All offerings registered by qualification are subject to review under the applicable portions of 
f!3.ule 0780-04-02-.06.:. 

(5) Every registration statement covering securities registered by qualification is effective for one 
(1) year from the effective date. Renewals of registrations by qualification may be made in 
accordance with f!3.ule 0780-04-02-.05. 

Authority: T.C.A. §§-48-1-106, 48-1-107, 48-1-113, 48-1-115,aR4 48-1-116fa}, 48-1-121(c), 48-1-124(e), 
and Public Acts of 2001, Chapter 61. 

0780-04-02-.03 SECURITIES REGISTRATION GENERALLY. 

(1) Review Procedures for Registrations. 

(a) At the time an application to register securities that is subject to review under either 
paragraph (3) of RfUie 0780-04-02-.01t-Jj or rule-paragraph (4) of Rule 0780-04-02-
.02~ is filed and the proper fee is received, the Division may in its sole discretion 
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make a preliminary review of the application to determine which of the following review 
procedures will be employed in connection with the filing: 

1. Deferred Review. If the Division staff has determined after an initial analysis that 
the application is so deficient or presents problems so serious that the Division 
could not justify spending more time in reviewing the application, review will be 
deferred and the applicant will be promptly notified. Detailed comments will not 
be prepared or issued and it will be the responsibility of the applicant to consider 
whether to withdraw or amend the application. 

2. Summary Review. This category of review involves notification to an applicant 
that the Division staff has made only a summary review of the application and 
only such comments as may arise from such review will be made. In such 
cases, applicants may be required to furnish as supplemental information certain 
representations on behalf of the issuer, including representations that the issuer 
is aware that the Division staff has made only a summary rather than a detailed 
full review of the application. 

3. Full Review. In the final category of review, applications will receive a more 
complete accounting, financial~ and legal review. The Division staff will 
undertake to provide timely comments regarding the application for registration, 
which may include requirements for additional exhibits or supplemental data. 
Upon satisfactory compliance with any comments, the Division shall declare the 
application effective or conditionally clear the application pending notice of SEC 
effectiveness without a receipt of representation letters fromfeFm the persons 
mentioned in the preceding part (1 )(a)2. 

(b) Notwithstanding the type of review performed, the burden of compliance with the Act 
and these f.B.ules remains with the issuer and as a matter of law cannot be shifted to 
the Division's staff. 

(2) Post Effective Reports. 

(a) The A9_ssistant G.Qommissioner may as a condition to registration require the person 
who filed the application for registration to file specified current financial information on 
a periodic basis. _The A§ssistant Ggommissioner may also as a condition to registration 
require the filing of periodic reports on the use of proceeds. Such information may be 
submitted in letter form or by filing a copy of any form containing the required 
information that the issuer has filed with the SEC or -any state securities agency. 

(b) The person who filed the application for registration shall file a final sales report of the 
dollar amount and number of securities sold in this state, provided, however, that no 
final sales report shall be due with respect to any twelveJ.11} month period covering an 
initial registration or a renewal pursuant to which the maximum filing fee was paid 
pursuant to T.C.A. §48-1-107(b). Unless an extension is granted by the A9_ssistant 
Ggommissioner, such report shall be filed within thirty (30) days after the expiration of 
the effectiveness of the registration statement or the termination or completion of the 
offering of the securities covered by the registration statement, whichever is earlier. 
The report may be submitted in letter form or by filing a copy of any form containing the 
required information that the issuer has filed with the SEC or any state securities 
agency. 

(3) Legend Requirement. 

(a) Offering documents for securities to be registered in this state and registered or to be 
registered with the SEC under the 1933 Act shall contain on the cover page 
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substantially the following legend in capital aM-letters and, if printed, in boldface roman 
type at least as high as ten-11Qlpoint modern type: 

THESE SECURITIES HAVE NOT BEEN APPROVED OR DISAPPROVED BY THE 
SECURITIES AND EXCHANGE COMMISION OR ANY STATE SECURITIES 
COMMISSION, NOR HAS THE SECURITIES AND EXCHANGE COMMISSION OR 
ANY STATE SECURITIES COMMISSION PASSED UPON THE ACCURACY OR 
ADEQUACY OF THIS PROSPECTUS. ANY REPRESENTATION TO THE 
CONTRARY IS A CRIMINAL OFFENSE. 

(b) Offering documents for securities to be registered in this state that will not be registered 
with the SEC under the 1933 Act shall contain on the cover page substantially the 
following legend in capital letters and, if printed, in boldface roman type at least as high 
as ten11Ql-point modern type: 

THESE SECURITIES HAVE NOT BEEN REGISTERED WITH THE SECURITIES AND 
EXCHANGE COMMISSION IN RELIANCE UPON AN EXEMPTION FROM 
REGISTRATION SET FORTH IN THE SECURITIES ACT OF 1933. THESE 
SECURITIES HAVE BEEN REGISTERED WITH THE TENNESSEE DEPARTMENT 
OF COMMERCE AND INSURANCE. SUCH REGISTRATION DOES NOT 
CONSTITUTE A RECOMMENDATION OR ENDORSEMENT OF ANY SECURITY, 
NOR HAS THE TENNESSEE DEPARTMENT OF COMMERCE AND INSURANCE 
PASSED UPON THE ACCURACY OR ADEQUACY OF THE INFORMATION 
CONTAINED IN THIS OFFERING DOCUMENT. ANY REPRESENTATION TO THE 
CONTRARY IS A CRIMINAL OFFENSE. 

(4) Prospectuses. 

(a) Preliminary Prospectuses. The publication and distribution of preliminary prospectuses 
in connection with proposed offerings to Tennessee residents shall be permitted if such 
preliminary -prospectuses: 

1. Are used for the purpose of obtaining indications of interest (as distinguished 
from firm commitments to purchase) in the proposed securities; 

2. Are filed with the Division no later than the date of first use in this state; and 

3. Contain the legend required by the SEC, if applicable, or substantially the 
following legend in capital letters and, if printed, in at least as high as ten (1 0}__­
point modern boldface roman type on the cover7~ 

AN APPLICATION TO REGISTER THESE SECURITIES HAS BEEN FILED 
WITH THE TENNESSEE COMMISSIONER OF COMMERCE AND 
INSURANCE. THESE SECURITIES MAY NOT BE SOLD NOR MAY OFFERS 
TO BUY BE ACCEPTED PRIOR TO THE TIME THE REGISTRATION 
BECOMES EFFECTIVE. 

(b) Any person filing a registration statement pursuant to T.C.A. §48-1-1 05 that is 
described in paragraph (2) of B.fule 0780-04-02-.01f21 or pursuant to T.C.A. §48-1-106 
shall promptly file with the Division all amendments to each registration statement 
(other than amendments which merely delay the effective date of the registration 
statement) and all supplements to each addition or deletion to the offering material 
made in the- amendment. 
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(c) After the effective date of an application to register securities, no prospectus shall be 
used in this state unless it contains all supplements to the prospectus as of the date of 
its use. 

(5) Abandonment. If an application to register securities has been on file with the Division for 
more than one_{jj year without becoming registered, or if no written communication 
addressing offering terms in response to comm~nts or a substantive amendment is received 
in connection with the application for a period of six (6) months, the Division may, in its 
discretion, determine whether the application for registration has been abandoned by the 
following procedure: 

(a) Notice will be sent to the correspondent designated on the Form U-1, as amended, by 
certified mail, return receipt requested, at the correspondent's most recent address 
designated on the Form U-1. Such notice will inform the correspondent that the 
application for registration is out of date and must either be updated or withdrawn 
within thirty (30) days after the date of such notice. 

(b) If the correspondent fails to respond to such a notice by filing a substantive update or 
withdrawing the application for registration, the Division may enter an order declaring 
the application for registration abandoned. 

(c) If applicable, the applicant may request a return of the refundable portion of the 
registration fee pursuant to subparagraph (2)(ct-) of Rfule 0780-Q4-Q1-.04~. 

(6) Blank-Check Offerings. 

(a) This stffiparagraph (6) is not intended to apply to offerings to be registered where the 
type of business or property is identified in the registration statement but the specific 
property or investment has not been identified. Specifically, this stffiparagraph (6) shall 
not be applied to non-specified blind-pool offerings with adequate disclosure of 
investment objectives. 

(b) An issuer must disclose with specificity, in the registration statement, its business plan 
and its intended use of net proceeds from an offering to be registered. The description 
of the issuer's business plan and use of net proceeds must enable offerees to know 
with reasonable certainty what types of business or industry -the issuer will be engaged 
in, the types of products or services the issuer will manufacture, sell~ or provide, and 
the identity and experience of the principal managers of the business to be acquired or 
developed. 

(c) An offering of securities by a development stage company that commits less than 
seventy-five percent (75%} of the net proceeds of an offering for use in a specific 
business to be acquired or developed shall be considered a blank-check offering. The 
Gg_ommissioner shall deem the registration statement of a blank-check offering to be 
one that omits to state a necessary material fact under T.C.A. §48-1-121@(2) and the 
blank:-check offering itself as one that would work~ or tend to work~ a fraud on 
purchasers, and may take any action authorized by law, including but not limited to the 
issuance of an order pursuant to T.C.A. §§48-1-108 and 48-1-116 denying, 
suspending~ or revoking registration or the use of any exemption, which order may 
name the issuer, its controlling persons, and any underwriter or seller of the securities. 

(d) For purposes of this stffiparagraph (6), the terms below shall have the following 
meanings; 

1. "Development stage company" shall mean any issuer devoting substantially all of 
its efforts to establishing a new business and either: (+!) planned principal 
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operations have not commenced; or (til-l-) planned principal operations have 
commenced, but there has been no significant revenue therefrom. 

2. "Net proceeds" shall mean the amount of offering proceeds remaining after 
payment of selling commissions and expenses and all other expenses paid or 
payable in connection with the offer and sale of securities, such as printing, legal, 
accounting~ and filing fees. 

(7) Multiple Securities Under Single Registration Statement. 

Any issuer filing an initial or renewal application for registration of more than one security 
pursuant to a single registration statement may file: 

(a) A single Form U-1 if that form is completed to clearly enumerate each security and the 
proposed dollar amount of each security for which the application for registration is 
being made; and 

(b) A single check combining the filing fees payable for the securities listed on the Form U-
1. 

Authority: T.C.A. §§48-1-105, 48-1-106, 48-1-107, 48-1-108, 48-1-115 48-1-116{-8), and 48-1-1~21. 

0780-04-02-.04 ADVERTISING AND SALES LITERATURE~ 

(1) All advertising and sales literature of any kind to be used directly or indirectly in connection 
with the offer or sale of securities registered or subjectto registration in this state, whether 
through written, radio~ or television medium, except advertising and sales literature described 
in SEC Rule 134 (17 C~F~R~ §230.134), shall be filed with the Division prior to the proposed 
use date or circulation date. 

(2) For purposes of this f,Bule, the term "advertising and sales literature" shall be deemed to 
include any communication distributed or made available to prospective investors or the 
public by any person to offer to sell or to induce the sale of securities other than a 
prospectus, a preliminary prospectus~ or any prospectus supplements that have been filed 
with the Division as part of an application for registration. The sales material shall present a 
balanced discussion of both risk and reward. The contents of advertising and sales literature 
shall be consistent with representations in the prospectus. 

(3) No advertising or sales literature of any kind shall contain: 

(a) Any untrue statement of material fact or any omission to state any material fact 
necessary in order to make the statements made, in light of the circumstances under 
which they were made, not misleading. 

(b) Any statement or implication that the securities offered are without risk, that returns are 
assured, or that failure or loss of the investment is not possible. 

(4) All advertising or sales literature of any kind used in connection with offerings registered or to 
be registered shall contain: 

(a) The name of the issuer and of the person circulating or publishing the same. 

(b) A statement showing the relationship between the issuer or dealer and every person 
whose name is used or from whom quotations are made. 
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(c) A statement clearly indicating the source and authority of all reports, statements, or 
claims used in whole or in part or in any manner referred to therein. 

(d) 1. Substantially the following legend: 

"THIS IS NEITHER AN OFFER TO SELL NOR A SOLICITATION OF AN OFFER 
TO BUY THE SECURITIES DESCRIBED HEREIN. AN OFFERING IS MADE 
ONLY BY THE PROSPECTUS". 

2. If printed, the legend shall appear on the face of the advertising or sales literature 
in type as large as that used generally in the body thereof. 

(5) Oral statements made by salesmen or other persons in connection with the purchase or sale 
of a security registered or to be registered supplementing, interpreting,_ -or explaining any 
advertising or sales literature or made in connection with sales meetings or seminars shall be 
consistent with representations in the prospectus. 

(6) The Gg_ommissioner may notify the filer in writing if he/she determines that the advertising 
and sales literature submitted in accordance with paragraph ( 1) of this FJ3.ule fails to conform 
with the provisions of this FJ3.ule, or the Act, or has been otherwise determined to be unfair or 
deceptive. Such notice shall specify the reason(s) for the Gg_ommissioner's determination 
and shall afford the filer a right to a hearing in compliance with the UAPATennessee Uniform 
~cedures/\ct, T.C.A. §4 5 301, etseq. 

(7) After notice and a hearing, the Gg_ommissioner may order any person to cease and desist 
from using any advertising and sales literature that is determined to violate this c.Q.hapter. 

(8) Failure of the Gg_ommissioner to issue a notice pursuant to paragraph (6) of this FJ3.ule shall 
not relieve any person of responsibility for compliance with this chapter, nor will this failure 
waive any right of the Gg_ommissioner to bring an action against a person for violation of this 
G.Q.hapter. 

(9) The provisions of paragraphs (1) through (8) of this FJ3.ule shall not apply to advertising or 
sales literature -of any kind meeting the requirements of SEC Rules 134 (17 C~F~R~ 
§230.134), 156 (17 C~F~R~ §230.156),_ and 482 (17 C~F~R~ §.230.482) or any successor rules 
relating to advertising and sales literature used in the sale of investment company shares 
registered pursuant to the Investment Company Act of 1940, unless such advertising or sales 
literature is not filed with and is not subject to review by the N-A&Q-FINRA or the SEC. 

Authority: T.C.A. §§-48-1-105, 48-1-106, 48-1-107 48-1-113, 48-1-115, 48-1-116(a},-afl4 48-1-
~121(-at, 17 C.F.R. §230.134, 17 C.F.R. §230.156, and 17 C.F.R. §230.482. 

0780-04-02-.05 RENEWALS. 

Registration statements are effective for a period of one f1l_year f41-from the date of effectiveness and 
may be renewed, unless a more specific rule regulating a certain type of security states to the contrary, 
for additional periods of one (1) year by filing an application for registration by qualification not later than 
twenty (20) days prior to the expiration of effectiveness, to include the following: 

(1) A completed Form U-1 designating that the application is being made pursuant to T.C.A. §48-
1-1 06, except that any exhibits filed with the Division within five (5) years preceding the filing 
of the application may be incorporated by reference to the extent that such exhibits are 
currently accurate, unless the Division specifically requests that such exhibits be filed; 

(2) One ,(jJ_copy of the most recent prospectus; 
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(3) One 1..1l_copy of each statement of additional information or supplement to the most recent 
prospectus, if any; 

(4) If the issuer has changed its name since the most recent prior filing, a completed Form U-2, 
unless such form reflecting the amended name change has been previously filed with the 
Division; and 

(5) The appropriate filing fee computed in accordance with T.C.A. §48-1-107(b). 

Authority: T.C.A. §§48-1-106 48-1-107 48-1-115 aRG-48-1-116faj, and Public Acts of 2001, Chapter 61. 

0780-04-02-.06 STANDARDS OF FAIRNESS AND REASONABLENESS. 

(1) General Rule. 

All securities covered by this f.B.ule shall be offered upon such terms and conditions that the 
potential rewards to the investors and to the promoter or issuer of the securities bear a 
reasonable relation to the risks assumed by each. 

(2) Applicability. 

(a) Unless different criteria for a specific type of security are set forth elsewhere in these 
.B.fule.§, this f.B.ules shall apply to: 

1. All offerings filed for registration in this state pursuant to T.C.A. §48-1-105, 
except as provided in paragraph (3) of RFule 0780-04-02-.01~; and 

2. All offerings filed for registration in this state pursuant to T.C.A. §48-1-1 06. 

(b) With respect to offerings registered by coordination or by qualification, if there is any 
conflict between the disclosure or accounting requirements of this f.B.ule and those of 
the SEC, the Division may accept compliance with the SEC requirements in lieu of 
compliance with this f.B.ule. 

(3) Variances. 

__ The standards set forth in this f.B.ule are intended to furnish guidelines for the determination 
that an application for registration meets the requirement of paragraph (1) abeveof this Rule. 
These standards are not meant to preclude the application of more liberal or more stringent 
standards if the circumstances of a particular application for registration so justify. The 
Division may modify or waive any of the standards set forth in paragraph- (4) of this F.B.ule 
where good cause is shown or where the goal sought to be achieved by these guidelines can 
be accomplished by other means. _Good cause may be shown by a demonstration of 
adequate alternative safeguards built into a particular offering that bring that offering within 
the spirit of paragraph ( 1) of this F.B.ule. 

(4) Standards. 

(a) An offering which meets the applicable provisions of this paragraph (4) will be deemed 
to meet the standard of paragraph (1) of this f.B.ule. 

(b) The following definitions shall apply to this f.B.ule except as expressly provided 
otherwise herein: 
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1. "Earnings Per Share" means net profits determined on a per share basis after 
taxes but before extraordinary items, calculated in accordance with generally 
accepted accounting principles consistently applied on a fully diluted basis. 

2. "Equity Investment of Promoters" means the total of all cash, together with the 
reasonable value of all assets contributed to the issuer as determined by 
qualified independent appraisals acceptable to the A3ssistant GQommissioner, 
and may be adjusted by the earned surplus or deficit of the issuer subsequent to 
the dates of contribution. 

3. "Equity Security" means any common stock or similar security; or any instrument 
convertible, with or without consideration, into such a security, or carrying a 
warrant, option, or right to subscribe to or purchase such a securitY~-i- or any such 
warrant, option~ or right. 

4. "Firm Market" means a market in which quoted prices are those at which a 
security can actually be bought and sold currently, and are not quotes that are 
merely based on historical prices. 

5. "Person" means any individual, corporation, partnership, trust, or other legal 
entity, or any unincorporated association or organization, and includes the 
following: (i) any relative, spouse, or relative of the spouse of the specified 
person~ (ii) any trust or estate in which the specified person or any of the persons 
specified in (i) collectively own five percent (5%) or more of the total beneficial 
interest or of which any of such persons serve as trustee, executor, or in any 
similar capacity; and (iii) any corporation or other organization (other than the 
issuer corporation) in which the specified person or any of the persons specified 
in (i) are the beneficial owners collectively of five percent (5%) or more of any 
class of equity securities or five percent (5%) or more of the equity interest. 

6. "Promoter" means: (i) any person who, acting alone or in conjunction with oneJ1l 
or more person~'-s~ directly or indirectly, takes the initiative in founding and 
organizing the business or enterprise of a corporation; (ii) any person who, in 
connection with the founding or organizing of the business or enterprise of a 
corporation, directly or indirectly~ receives in consideration of services or property 
or both services and property five percent (5%) or more of any class of equity 
security of the corporation or five percent (5%) or more of the proceeds from the 
sale of any class of equity security of the corporation; provided, however, that a 
person who receives such securities or proceeds solely as underwriting 
commissions shall not be deemed a promoter within the meaning of this clause if 
such person does not otherwise take part in founding and organizing the 
enterprise; (iii) any person who is an officer, director, or who beneficially owns, 
directly or indirectly, more than five percent (5%) of any class of equity security of 
a corporation, excluding any unaffiliated institutional investor that purchased its 
shares more than two~ years prior to the filing date of the proposed offering; 
and (iv) any person who is an affiliate of a person specified under clause (i), (ii), 
or (iii), of this part§. 

7. "Promotional or Development Stage Corporation" means a corporation which has 
no public market for its shares and has no significant earnings. All other 
corporations shall be deemed "Seasoned Corporations". 

8. "Promotional Shares" means those equity securities which were issued within 
three (3) years prior to the filing date or are to be issued to promoters for a 
consideration valued at less than eighty:-five percent (85%) of the proposed 
public offering price excluding the number of such securities calculated by 
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dividing eighty:-five percent (85%) of the public offering price per share into the 
total consideration paid by promoters for their shares. Equity securities which 
were, or are to be, issued for services rendered, patents, copyrightsJ. or other 
intangibles are presumed to be promotional shares unless the value of such 
intangibles has been established to the satisfaction of the Division. In 
determining the consideration paid or the value of property under this definition, 
the Division may recognize as consideration any property, including patents, 
copyrightsJ. or other intangibles (except goodwill) to the extent that the fair market 
value of such assets is established to the Division's satisfaction. Consideration 
for equity securities may include the fair market value of such assets if the fair 
market value can be determined by an independent appraisal (according to 
recognized standards of valuation) that is acceptable to the Division and may 
also include verifiable out-of-pocket development or marketing expenses 
(excluding promoters' salaries) paid by promoters to the extent such expenses 
are not reimbursed by the issuer. Excluded from this definition shall be any 
shares issued to promoters at the same price paid by unaffiliated persons in 
offerings made pursuant to SEC Regulation D. 

EXAMPLE: Calculations of number of promotional shares. 

Shares Held by Promoters 
Public Offering Price Per Share 

Total Paid by Promoters 

Public Offering Price Per 
Share x .85 

Fully Paid Shares 

#of 
shares 

100 

Shares Held by Promoters 1 00 
-Fully Paid Shares -12* 

Number of Promotional Shares 88 

*Rounded 

Total Price 

Paid Per Share 

$1.00 
$10.00 

_$100.00 

$10x.85 

_$100.00 

$8.50 = 11.77* 

9. "Public Market" means, with respect to the equity securities of an issuer, that one 
of the following criteria is met: 

(i) The security is traded on a national or regional stock exchange registered 
under the Securities Exchange J\ct of 1934 Act; 

(ii) The security is designated on the Nasdaq National Market; or 

(iii) Each of the following criteria is met: 
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(I) There were at least three hundred (300) holders of the security at the 
beginning and end of the sixj§lJI:l-month period preceding the date 
of the filing; 

(II) At least two hundred thousand (200,000) shares of the security are 
publicly outstanding (exclusive of securities held by officers, 
directors~ and five percent (5%) holders); 

(Ill) At least two (2) broker-dealers regularly make a market in the 
security; 

(IV) At least one ( 1) financial publication regularly quotes the market 
price; 

(V) Trading of the security in the six__{§L-month period preceding the 
date of the filing averaged at least one hundred (1 00) transactions or 
at least five percent (5%) of the outstanding securities (not including 
securities held by officers, directors, and five percent (5%) security 
holders) per month; and 

(VI) The bid price and the asking price represent quotations in a firm 
market. 

10. "Significant Earnings" shall be deemed to exist if the corporation's earnings 
record over the last five ®_years (or such shorter period of the corporation's 
existence, but in no event less than three .Ql._years) demonstrates that it would 
have met either of the earnings tests set forth in items @.(f)4.(i)(l:~ll) of this 
fEule based upon its shares outstanding immediately before the proposed public 
offering. 

11. "Unaffiliated Institutional Investor" includes any unaffiliated: bank; investment 
company registered under the Investment Company Act-B-f--4-940 or a business 
development company as defined in s§ection 2(a)(48) of the Investment 
Company Act of 1940; small business investment company licensed by the U.S. 
Small Business Administration under s§ection 301 of the Small Business 
Investment Act of 1958; employee benefit plan within the meaning of Title I of the 
Employee Retirement Income Security Act of 1974; insurance company; private 
business development company as defined in Section 202-(a)(22) of the 
Investment Advisers Act of 1940 or comparable business entity engaged as a 
substantial part of its business in the purchase and sale of securities and which 
owns less than twenty percent (20%} of the securities to be outstanding at the 
completion of the proposed public offering. 

(c) Options and Warrants. 

The amounts and kinds of options and warrants to purchase securities issued or sold, 
other than ratably in connection with a proposed offering of equity securities or 
securities convertible into equity securities, shall be reasonable. The amounts and 
kinds of options and warrants are presumed to be reasonable if they satisfy the 
following conditions: 

1. With respect to options or warrants to underwriters: 

(i) The options or warrants are issued to the managing underwriters under a 
firm commitment underwriting agreement only after the entire issue has 
been sold, provided that the options and warrants are not assignable or 
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transferable except among or to the partners, or officers and directors of 
the managing underwriters; 

(ii) The exercise price of the options or warrants is at least equal to the public 
offering price with a step-up of the exercise price of either seven percent 
(7%) each year such options and warrants are outstanding, or in the 
alternative, an over-all twenty percent (20%) step-:UP at any time after one 
(1) year from the date of issuance. The step-up shall commence twelve 
(12) months after the grant of the options or warrants. The election as to 
either step-up alternative must be made by the underwriters at the time 
that the options or warrants are issued; 

(iii) The options or warrants are issued by a relatively small company other 
than a seasoned issuer with a public market, or where it appears from all of 
the facts and circumstances that the issuance of options or warrants is 
necessary to obtain competent investment banking services, provided that 
the direct commissions to the underwriters are lower than the usual and 
customary commissions would be in the absence of such options and 
warrants; 

(iv) The securities covered by the options and warrants consist solely of 
securities of the same class and of the same issuer as those securities 
proposed to be sold to the public in the offering under consideration; 

(v) The number of shares covered by all options or warrants does not exceed 
twelve percent (12%) of the securities proposed to be sold to the public in 
the offering under consideration; 

(vi) The options or warrants do notexceed five (5) years in duration and are 
exercisable no sooner than one ( 1) year after issuance; and 

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

2. With respect to options or warrants issued to persons other than underwriters in 
connection with financing arrangements made by the issuer, the options or 
warrants are issued as a result of bona_fide negotiations between the issuer and 
persons not affiliated with the issuer, and upon terms and conditions which are 
reasonable in light of the proposed public offering. 

3. The total amount of options and warrants issued or reserved for issuance at the 
date of the public offering, excluding those issued in connection with acquisitions, 
does not exceed either twelve percent (12%) of the shares to be outstanding 
upon completion of the offering or twelve percent ( 12%) of the shares 
outstanding during the twelve ( 12) month period commencing with the effective 
date of the registration. The number of options and warrants issued or reserved 
for issuance may be disregarded if the issuer states in the prospectus that the 
amount of outstanding options and warrants shall not exceed the above amount 
during the period the registration statement is effective with the Division. 

4. All options and warrants except those issued to financing institutions other than 
underwriters shall be issued at not less than eighty:-five percent (85%) of fair 
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market value on the date of issuance, or where no market exists, at not less tJ::\at 
than eighty:-five percent (85%) of book value on the date of issuance, and the 
exercise price shall not be subject to change by the issuer except in accordance 
with anti-dilution provisions in effect on the date of issuance. 

(d) Offering Price. 

1. The offering price of equity securities of seasoned corporations may be deemed 
unfair to the purchasers unless at least one .{1lof the following conditions is met: 

(i) The price for the equity security does not exceed thirty-three (33) times the 
issuer's net earnings per share for the last twelve (12) months, or does not 
exceed thirty:-three_(33) times its average annual net earnings per share 
for the last three (3) years prior to the proposed offering date; 

(ii) The price of the equity security is based on a public market; or 

(iii) If there is no public market, the issuer may show that the proposed price­
earnings ratio is justified in relation to price earnings ratios of comparable 
companies by means of published industry guides that include key 
business ratios. Comparable companies shall mean companies similar in 
terms of size, history of operations, industry and products, and other 
relevant factors. Key business ratios include but are not limited to liquidity 
ratios, activity ratios, leverage ratios, profitability ratios, and common stock 
ratios. 

2. The offering price of equity securities of promotional or development stage 
corporations shall be reasonably related to the price paid for the stock by 
promoters or controlling persons of the issuer except as permitted by 
subparagraph .(1i(f) of this rB.ule regarding promotional shares. Facts and 
circumstances to be considered shall include, but are not limited to, the following: 
the price paid for the equity securities by promoters or controlling persons of the 
issuer in transactions effected within three (3) years prior to the public offering; 
the book value of the equity security; the market value of the corporation's 
assets; and the sophistication of the proposed purchasers. 

(e) Selling Commissions and Expenses~ 

1. The aggregate amount of underwriters' and sellers' discounts, commissions, and 
other compensation shall be reasonable. Such compensation is presumed 
reasonable if the total of all underwriters' or sellers' compensation and other 
expenses in connection with the offering does not exceed fifteen percent (15%) 
of the gross proceeds of the offering, except that in the case of securities which 
qualify for registration on Forms S-81 or S-82 under the Securities .A.ct of 1933 
Act or which qualify for exemption pursuant to Regulation A under the Securities 
Act---Gf-1933 Act, the total underwriters' and sellers' compensation and all other 
expenses will be presumed reasonable if not in excess of twenty percent (20%) 
of the gross proceeds of the offering. See also subpartl4}(c)1.(vii) of this rB.ule. 

2. Compensation to be received by underwriters or sellers shall include, but is not 
limited to, the following: 

(i) Underwriter's discounts, commissions, or concessions; 

(ii) Non-accountable expense allowances; 
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(iii) Expenses incurred by an underwriter or related person payable by the 
issuer or from the proceeds of the offering to or on behalf of an underwriter 
or related person; 

(iv) Finder's fees known to be payable at the commencement of the offering; 

(v) Wholesaler's fees; 

(vi) Financial consulting and advisory fees, whether in the form of cash, 
securities, or any other item of value which are connected with or related to 
the offering unless an ongoing financial consulting or advisory relationship 
between the proposed issuer or affiliate and the proposed underwriter or 
related person has been established at least twelve (12) months prior to 
the filing of the registration statement; 

(vii) Stock, options, warrants~ and other securities, the options and warrants to 
be valued in accordance with subpart_Hl(c}1Jvii) aOO\teof this Rule; 

(viii) Special sales incentive items; 

(ix) A right provided to an underwriter or related person to require the issuer 
upon demand to register securities on behalf of the underwriter or person 
in the future at the expense of the issuer, which shall be valued at one 
percent (1 %) of the gross proceeds of the offering, unless the demand is 
for only one.J..D. such registration in which event the right to demand 
registration shall be valued at one.:-half of one percent (.5%) of the gross 
proceeds of the offering; provided, however, that a right to "piggyback" on 
a non:-demand registration shall be valued at one:-quarter of one percent 
(.25%) of the gross proceeds of the offering unless the underwriter agrees 
to pay its pro rata share of offering expenses incurred as a result of such 
securities being included in the offering; 

(x) Commissions, expense reimbursements, or other compensation to be 
received by an underwriter or related person as a result of the exercise of 
the conversion within twelve (12) months following the effective date of the 
offering of warrants, options, convertible securities, or similar securities 
distributed as part of the offering; and 

(xi) If promotional shares are issued to an underwriter, the difference between 
the consideration paid and the public offering price shall be considered 
compensation to the underwriters. 

3. All underwriter compensation set forth in part 1..11@l2. above. of this Rule, when 
added to all other marketing expenses, such as printing costs, registration fees, 
filing fees, issuer's attorneys and accounting fees, fees and expenses of 
underwriters~ counsel, accountable expense allowances paid to underwriters~ 
and miscellaneous marketing expenses, shall not exceed the limit imposed in 
part 1..11@l1. of this Rule. above. 

4. If the securities are sold under a deferred or installment plan, the underwriters' or 
sellers' commissions payable in cash shall be payable pro rata over the life of the 
plan. 

5. In the case of the sale to the public of outstanding securities held by existing 
security holders to be sold alone or in conjunction with the sale of securities by 
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the issuer, the selling security holders shall pay, as the case may be, all of their 
equitable portion of the selling commissions and expenses. 

(f) Promotional Shares. 

1. Maximum Amount of Promotional Shares .. If the maximum amount of promotional 
shares exceeds thirty::-three percent (33%) of the outstanding shares of stock of 
the issuer after the completion of the offering, the promotional shares will be 
subject to part Hllfl3. of this Rule~elew. 

2. Mergers, Recapitalizations, ReorganizationsL and Stock Splits~ 

(i) If the maximum amount of dilution to public investors exceeds seventy-five 
percent (75%) of the public offering price after the completion of the 
offering, the promotional shares will be subject to part Hlifl3~, of this Rule 
Belew; and 

(ii) Even if the amount of dilution to public investors does not exceed seventy­
five percent (75%) of the public offering price after the completion of the 
offering, all shares owned by officers, directors, and parties owning five 
percent (5%) or more of the outstanding shares of the corporation before 
the public offering that cause dilution in excess of forty percent (40%) of 
the public offering price after the completion of the offering shall be subject 
to escrow pursuant to part Hill}3. of this Rule.7 

3. Escrow of Promotional Shares. The A9.ssistant GQommissioner may require as a 
condition of registration that all or part of any promotional shares be deposited in 
escrow absent adequate justification that escrow of such shares is not in the 
public interest and not necessary for the protection of investors. 

4. Release Provisions. 

(i) Promotional shares which are tb be escrowed shall remain in escrow until 
the sixth anniversary of the effective date of the registration. On the sixth, 
seventh, eighth, and ninth anniversary dates, twenty::-five percent (25%) of 
each promoter's shares shall be released fromfGI:m escrow. Shares may 
also be released from escrow upon the achievement by the issuer of any of 
the following tests during the escrow period: 

(I) After two_m consecutive fiscal years fromfGI:m the date of 
effectiveness, during which the issuer has minimum average annual 
earnings per share equal to six percent (6%) of the public offering 
price. 

(II) After fiveJ.§} fiscal years from the date of effectiveness, the average 
earnings per share are equal to five percent (5%) or more of the 
public offering price. 

(Ill) After one_w year, for a term of at least ninety (90) consecutive 
trading days following such oneJ1l_-year period, and for the thirty 
(30) trading days prior to the requested termination date of the 
escrow, the shares of the issuer are trading in a reliable public 
market at a price at least one-hundred seventy-five percent (175%) 
of the initial public offering price. 
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(ii) A request for termination of an escrow based on satisfaction of either of the 
tests set forth in items (4)(f)4.(i)-(l:}---aHG--fll) above of this Rule shall be 
accompanied by an earnings per share calculation audited and reported on 
by an independent certified public accountant. 

5. Terms of Escrow~ 

(i) The shares in escrow may be transferred by will or pursuant to the laws of 
descent and distribution or through appropriate legal proceedings without 
the consent of the A9.ssistant G_gommissioner, but in all such cases the 
shares shall remain in escrow and subject to the terms of the escrow 
agreement. In addition, upon the death of a promoter, such promoter's 
escrowed shares may be hypothecated, subject to all of the terms of the 
escrow agreement, to the extent necessary to pay the expenses of the 
estate; otherwise, the escrowed shares may not be pledged to secure a 
debt. The securities in escrow may be transferred by gift to family 
members, provided that the shares remain subject to the terms of the 
escrow agreement. 

(ii) The shares required to be held in escrow as a condition to registration of a 
public offering shall not have any right, title, interest, or participation in the 
assets of the issuer in the event of dissolution, liquidation, merger, 
consolidation, reorganization, sales of assets, exchange~ or any other 
transaction or proceeding which contemplates or results in the distribution 
of the assets of the issuer, until the holders of all shares not escrowed 
have received, or had irrevocably set aside for them, an amount equal to 
the purchase price per share in the public offering, adjusted for stock splits 
and stock dividends. Subsequently, the holders of the escrowed shares 
shall be entitled to receive an amount per share equal to the amount 
received by or set aside for the holders of the non:-escrowed shares, on a 
per share basis, plus any dividends and interest set aside for the escrowed 
shares, to the extent any such cash dividends plus interest are not 
necessary to meet the issuer's obligation of payment to holders of shares 
not escrowed, and thereafter all shares shall participate on a pro rata 
basis. However, a merger, consolidation, or reorganization may proceed 
on terms and conditions different than those stated above if a majority of 
shares held by persons other than promoters approve the terms and 
conditions by vote at a meeting held for such purpose. 

(iii) Shares held in escrow shall continue to have all voting rights to which 
those shares are entitled. Any dividends paid on such shares shall be paid 
to the escrow agent and held pursuant to the terms of the escrow 
agreement. The escrow agent shall treat such dividends as assets 
available for distribution as provided under subpart ~(ii) of this Rule. 
The escrow agent shall place any cash dividends in an interest bearing 
account. The cash dividends and any interest earned thereon will be 
disbursed in proportion to the number of shares released from escrow. All 
certificates representing stock dividends and shares resulting from stock 
splits of escrowed shares shall be delivered to the escrow agent to be held 
pursuant to the escrow agreement. 

(iv) A summary of the terms of the escrow shall be included in the prospectus 
and, during the term of the escrow agreement and until the release of all 
shares from escrow, in subsequent prospectuses, annual reports to 
shareholders, proxy statements, or other disclosure materials used by 
shareholders or investors in making decisions with respect to the issuer. 
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(v) The escrow agent must be satisfactory to the AE!_ssistant Ggommissioner 
and may not be affiliated with any promoter of the GGI'f}Gfa-t.iwl-issuer. The 
corporation issuer shall not bear any of the fees or expenses associated 
with the escrow. 

(g) Promoters' Investment. The offering of an issuer that is a promotional or development 
stage corporation shall be presumed unfair unless the equity investment of the 
promoters equals at least ten percent (1 0%) of the tangible net worth of the issuer 
adjusted for the proposed offering. 

(h) Alternative Guidelines for Promotional Shares and Promoters' Investment: 

1. In lieu of the guidelines set forth above in part (4)(d)2. and subparagraphs~ 
(f) and (g),(4)(f-g) of this Rule, an issuer may comply with the standards of this 
subparagraphi1.l.{h}. 

2. An offering of equity securities of a promotional or a development stage 
corporation may be deemed to be unfair if the ratio of equity capital to equity 
ownership of the public investors buying pursuant to the proposed offering on a 
per share basis is more than tenl1.Ql times the ratio of the equity capital to equity 
ownership of promoters, on a per share basis. For purposes of this stffipart: 

(i) With respect to public investors, "equity capital" shall mean the tangible 
consideration paid by the public investors. 

(ii) With respect to promoters, "equity capital" shall mean the greater of the 
tangible consideration contributed to the equity of the issuer on a fully 
diluted basis, or the net worth of the issuer demonstrated by the most 
recent audited balance sheet furnished by the issuer in the registration 
statement and all interim unaudited balance sheets. 

(iii) With respect to promoters, "equity ownership" shall mean the total number 
of shares owned on a fully diluted basis. 

(iv) With respect to public investors, "equity ownership" shall mean the total 
number of shares to be offered to the public. 

EXAMPLE: _Calculation of the Ratio of Equity Capital to Equity Ownership on a Per Share Basis. 

Promoters' 

Public 
Investors' 

(The example assumes that there are no outstanding options, warrants~ or convertible 
securities.) 

Total# 
of Shares 

880,000 

200,000 

Issuer's Net __ Proposed Price 
Worth Per Share 

---$500,000 

$10.00 

17 

Total Tangible 
Consideration 

___ $300, 000 

$2,000,000 



Totals 1,080,000 $500,000 ___ $2,300,000 

Public Investor's 
Equity Capital 

Equity Ownership 

Promoters' 
Equity Capital 

Equity Ownership 

Promoters' 
Net Worth 

Equity Ownership 

= $2,000,000 

200,000 

= $300,000 

== $10.00 

---------= .34090;.34 X 10 = $3.40 
880,000 

= $500,000 
_______ -== .56818; .57 X 10 = $5.70 

880,000 

CONCLUSION :_THE ALTERNATIVE TEST IS NOT MET. 
_$10.00>$3.40 OR 5.70 

(i) Voting Rights~ 

1. Unless either preferential treatment as to dividends and liquidation is provided 
with respect to the publicly offered securities or a public market exists for the 
securities, the offering of equity securities of an issuer having more than one 
class of equity securities outstanding will be deemed unfair to public investors if 
the class of equity securities offered to the public has no voting rights or less 
than equal voting rights in proportion to the number of shares of each class 
outstanding in all matters, including the election of members to the board of 
directors of the issuers. 

2. If at the time of a proposed offering the issuer has authorized preferred stock 
issued or issuable with rights, preferences~ or privileges to be determined by the 
issuer's board of directors without further action by stockholders, the offering 
document shall include a disclosure to the effect that a subsequent determination 
by the board of directors with respect to the rights, preferences~ or privileges of 
the preferred stock may adversely affect the rights of common stockholders. 

U) Preferred Stock and Debt Securities~ 

1. The net earnings of the issuer for its last fiscal year prior to the offering or for the 
average of its last three Ql_fiscal years prior to the offering must be sufficient to 
cover adequately the dividends and redemption requirements, if any, on the 
preferred stock proposed to be offered. Net earning§ shall be determined 
exclusive of non-recurring items and shall be adjusted for any debt securities or 
preferred stock to be redeemed with the proceeds of the offering, less applicable 
income tax effects. 
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2. The net earnings of the issuer for its last fiscal year prior to the offering, or for the 
average of its last three_iill fiscal years prior to the offering, must be sufficient to 
cover adequately its debt service requirements on all debt securities issued 
subsequent to its last fiscal year (including all securities proposed to be offered). 
Net earnings shall be determined before taxes, depreciation~ and extraordinary 
items and shall be adjusted for any debt securities to be redeemed with the 
proceeds of the offering and for applicable tax effects. 

3. Upon completion of the offering, the total amount of debt of the issuer must be 
reasonable in proportion to the amount of equity of the issuer. Reasonableness 
is to be determined in relation ef--.tQ_the prevailing debt-equity ratios for 
comparable companies in the issuer~s'- industry. 

4. If the issuer has made or proposes to make any material acquisitions subsequent 
to the last year specified in parts i.1llii.}1.-3. of this Rule, the earnings for each 
year shall be restated on a pro-forma basis to reflect such acquisition. 

5. The sale of preferred stock or debt securities by promotional or development 
stage corporations is presumed not to meet the standard in paragraph (1) of this 
FB.ule unless a variance is granted pursuant to paragraph (3) of this FB.ule. 

6. The issuer may not bind itself to purchase debt securities or preferred stock at 
the request of the holder prior to maturity except pursuant to sinking fund 
provisions or pursuant to some other reasonable method fully disclosed in the 
prospectus. 

(k) Loans to Company Officials~ 

1. The sale of securities by an issuer may be deemed unfair if the issuer or its 
affiliates have made, or may make, loans or forbearances to company officers, 
directors, or controlling persons, other than as described below: 

(i) Advances for travel, business expense, relocation~ and similar ordinary 
operating expenditures. 

(ii) Any other loans or forbearances for specific purposes directly related to the 
ordinary course of the issuer's business, or for bona fide personal 
emergencies, provided the loans or forbearances are approved by a 
majority of disinterested members of the issuer's board of directors. 

(iii) Any other loans or forbearances approved by a majority of disinterested 
shareholders (excluding all company officials and controlling persons) 
pursuant to a proxy solicitation conforming to the Securities and Exchange 
Commission's proxy rules set by the SEC. 

(iv) An issuer or affiliate whose primary business is that of making loans may 
make loans to the officers, directors, or controlling persons of the issuer or 
affiliate provided that the loans: 

(I) Will be evidenced by a promissory note naming the lender as payee, 
and contain an annual percentage rate which is reasonably 
comparable to that normally charged to non-affiliates by other 
commercial lenders for similar loans made in the lender's locale; 

(II) Will be repaid pursuant to appropriate amortization schedules and 
contain default provisions comparable to those normally used by 
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other commercial lenders for similar loans made to non-affiliates in 
the lender's locale;;:-

(Ill) Will be made only if credit reports and financial statements, or other 
reasonable investigation appropriate in the light of the nature and 
terms of the loan and which meet the loan policies normally used by 
other commercial lenders for similar loans made to non-affiliates in 
the lender's locale show the loan to be collectible and the borrower a 
satisfactory credit risk; and 

(IV) The purpose of the loan and the disbursement of proceeds are 
reviewed and monitored in a manner comparable to that normally 
used by other commercial lenders for similar loans made in the 
lender's locale. 

2. All loans except those described in part.Hl(Js),1. aOOve--of this Rule shall be repaid 
in full prior to the offering. The Division may waive this requirement if: 

(i) The issuer is a going concern and repayment of such loan will be made 
pursuant to appropriate amortization schedules; or 

(ii) Any portion of the offering is~ by~ or on behalf of any company official to 
whom a loan or forbearance has been made, and such person undertakes 
to effect repayment from the proceeds of the offering and repayment to the 
extent of such proceeds will be made immediately upon completion of the 
offering. 

3. If the issuer or its affiliates has or will make loans or forbearances to officers, 
directors~ or controlling persons, the prospectus or offering circular shall disclose 
the terms and details of the loans or forbearances. 

(I) Impoundment of Proceeds. The Division may require that as a condition to registration 
that all proceeds of sales of securities be impounded in escrow until such time that a 
sufficient amount has been realized to accomplish the purpose of the offering. 

(m) Future Self-Dealing Transactions. The prospectus shall contain a statement to the 
effect that all future transactions with affiliates of the issuer are to be on terms no less 
favorable than could be obtained from an unaffiliated third party and must be approved 
by a majority of the directors including the majority of disinterested directors. 

(n) Standards for Specific Issuers. 

1. Applicability~ 

(i) The Statements of Policy referred to in this subparagraph .(:U(n) apply to 
the indicated specific type of security and will, by analogy, be applied to 
securities in other forms. Deviations from these guidelines may be 
permitted by the Division where good cause is shown in accordance with 
paragraph (3) of this f.B.ule. 

(ii) The Division may grant effectiveness to any offering that is subject to 
review under guidelines below on a basis other than that permitted in such 
guidelines where the offering requires each investor in this state (including 
transferees) to have a minimum net worth of a least two hundred fifty 
thousand dollars {$250,0001 exclusive of home, home furnishings~ and 
automobiles and to have had during the last tax year~ and be expected to 
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have during the current tax year a gross income of at least sixty-five 
thousand dollars {$65,000} or, in the alternative, a minimum net worth of at 
least five hundred thousand dollars ($500,000} exclusive of home, home 
furnishings.!.- and automobiles. In the case of such offerings, the Division 
may require a statement signed by each investor in this state 
acknowledging how the offering varies from the standards set forth in the 
guidelines below. 

(iii) The term "Administrator" as used in these guidelines shall mean the 
A.9_ssistant Ggommissioner. 

(iv) Copies of these guidelines may be obtained from the Division upon request 
and payment in advance of a reasonable charge for copying. 

2. Cattle-Feeding Programs~ 

The s§.tatement of j:jEolicy on Registration of Publicly Offered Cattle-Feeding 
Programs adopted by NASAA, as reported at CCH NASAA Reports ~paragraph 
601,_ of CCH NASAA Reports, as it may be amended from time to time, is 
incorporated herein by reference. 

3. Church Bonds~ 

The Statement of Policy on Church Bonds adopted by NASAA, as reported at 
j:jaragraph 1001 of CCH NASAA ReportsJI1QQ1, as it may be amended from time 
to time, is incorporated herein by reference. 

4. Commodity Pool Programs~ 

The Statement of Policy on Registration of Commodity Pool Programs adopted 
by NASAA, as reported at paragraph 1201 of CCH NASAA Reports ~1201, as it 
may be amended from time to time, is incorporated herein by reference. 

5. Equipment Programs~ 

The Statement of Policy on Registration of Equipment Programs adopted by 
NASAA, as reported at paragraph 1601 of CCH NASAA Reports ~1601, as it 
may be amended from time to time, is incorporated herein by reference. 

6. Finance Company Debt Securities~ 

The Statement of Policy on Finance Company Debt Securities adopted by the 
Central Securities Administrators Council, as reported at paragraph 54 31, CCH 
Blue Sky haw-Reporters ~5431, as it may be amended from time to time, is 
incorporated herein by reference. 

7. Health Care Facility Offerings~ 

The Statement of Policy on Health Care Facility Offerings adopted by NASAA, as 
reported at paragraph 2001 of-CCH NASAA Reports ~2001, as it may be 
amended from time to time, is incorporated herein by reference. 

8. Oil and Gas Programs~ 
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The Statement of Policy on Registration of Oil and Gas Programs adopted by 
NASAA, as reported at paragraph 2601 of CCH NASAA Reports 1!2621, as it 
may be amended from time to time, is incorporated herein by reference. 

9. Real Estate Investment Trusts~ 

The Statement of Policy on Real Estate Investment Trusts adopted by NASAA, 
as reported at paragraph 3401 of CCH NASAA Reports 113401, as it may be 
amended from time to time, is incorporated herein by reference. 

10. Real Estate Programs" 

The Statement of Policy on Real Estate Programs adopted by NASAA, as 
reported at paragraph 3601 of CCH NASAA Reports 113601, as it may be 
amended from time to time, is incorporated herein by reference. 

11. Miscellaneous Direct Participation Programs~ 

In order to provide consistency in its review, the Division will use, to the extent 
appropriate, the NASAA Statement of Policy on Real Estate Programs, and 
particularly Sections II, Ill, and V through IX, as a reference in determining 
whether types of direct participation programs other than those specifically 
referenced in parts i11C.ol1. through:-1 0. abeve-of this Rule meet the standard set 
forth in su-bparagraph (1) of this f8ule. 

12. Religious Denominations~ 

The Guidelines for General Obligation Financing by Religious Denominations 
adopted by NASAA, as reported at paragraph 1951 of CCH NASAA Reports 
""1951-1957, as it may be amended from time to time, is incorporated herein by 
reference. 

(5) Coordinated Review- Equity. 

(a) An offering of equity securities which is submitted pursuant to a coordinated review 
process agreed to by the Division and other states, will be deemed to meet the 
standard of paragraph (1) of this f_8ule if it meets all of the terms and conditions of such 
coordinated review process, as well as meets the following guidelines: 

1. The Statement of Policy oo-Regarding Corporate Securities Definitions adopted 
by NASAA, as reported at paragraph 3811 of CCH NASAA Reports 113811 et 
seq., as it may be amended from time to time, is incorporated herein by 
reference. · 

2. The Statement of Policy sA-Regarding the Impoundment of Proceeds adopted by 
NASAA, as reported at paragraph 2151 of CCH NASAA Reports 1!2151, as it 
may be amended from time to time, is incorporated herein by reference. 

3. The Statement of Policy ooRegarding Loans and Other Affiliated Transactions 
adopted by NASAA, as reported at paragraph 371 of CCH NASAA Reports..IDZ1, 
as it may be amended from time to time, is incorporated herein by reference. 

4. The Statement of Policy oo-Regarding Options and Warrants adopted by 
NASAA, as reported at paragraph 2801 of CCH NASAA Reports 112801, as it 
may be amended from time to time, is incorporated herein by reference. 
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5. The Statement of Policy eft-Regarding Preferred Stock adopted by NASAA, as 
reported at ~graph 3001 of CCH NASAA Reports 113001, as it may be 
amended from time to time, is incorporated herein by reference. 

6. The Statement of Policy efl-Regarding Promoters Equity Investment adopted by 
NASAA, as reported at ~~h 3101 of CCH NASAA Reports "3101, as it 
may be amended from time to time, is incorporated herein by reference. 

7. The Statement of Policy efl-Regarding Promotional Shares adopted by NASAA, 
as reported at paragraph 3201 of CCH NASAA Reports "3201, as it may be 
amended from time to time, is incorporated herein by reference. 

8. The Statement of Policy efl-Regarding Specificity in Use of Proceeds adopted by 
NASAA, as reported at paragraph 3831 of CCH NASAA Reports ""3831-3837, 
as it may be amended from time to time, is incorporated herein by reference. 

9. The Statement of Policy efl-Regarding Underwriting Expenses and Underwriter's 
Warrants, Selling Expenses. and Selling Security Holders adopted by NASAA, as 
reported at paragraph 3671 of CCH NASAA Reports ""3813-3820, as it may be 
amended from time to time, is incorporated herein by reference. 

10. The Statement of Policy oR-Regarding Unsound Financial Condition adopted by 
NASAA, as reported at paragraph 3821 of CCH NASAA Reports 1[113821-3827, 
as it may be amended from time to time, is incorporated herein by reference. 

11. The Statement of Policy oA-Regarding Unequal Voting Rights adopted by 
NASAA, as reported at j*iffigraph 2401 of CCH NASAA Reports 1[2401, as it 
may be amended from time to time, is incorporated herein by reference. 

12. The Statements of Policy referenced in subparagraph (4)(n) of this f_Bule will 
apply to the indicated specific type of security and will, by analogy, be applied to 
securities in other forms. 

(b) Copies of these guidelines and terms and conditions of the coordinated review process 
may be obtained from the Division upon request and payment in advance of a 
reasonable charge for copying. 

Authority: T.C.A. §§48-1-105 48-1-106 48-1-107 48-1-115 aM-48-1-116fa1, §2(a)(48) of the 
Investment Company Act of 1940, §301 of the Small Business Investment Act of 1958, Employee 
Retirement Income Security Act of 197 4, Title I, and §202(a)(22) of the Investment Advisers Act of 1940. 

0780-04-02-.07 NON-PROFIT EXEMPTION. 

(1) All- persons offering securities claimed to be exempt under T.C.A. §48-1-103(a)(7l shall, at 
least ten (10) days prior to any sale of such securities, file a notice on Form U-1 (including all 
applicable exhibits thereto) accompanied by the following additional information: 

(a) A statement of the basis for the issuer's qualification for the exemption under T.C.A. 
§48-1-1 03(a){7h 

(b) An undertaking to notify the Gg_ommissioner immediately upon 'the receipt of any stop 
order, denial, order to show cause, suspension, or revocation order, injunction or 
restraining order, or similar order entered by or issued by any regulatory authority or by 
any court, concerning the securities covered by the notice or other securities of the 
issuer currently being offered to the public~, and 

23 



(c) A statement of whether or not the issuer has ever been the subject of any order 
described in subparagraph ill(b) a-00-veof this Rule. 

(2) The issuer shall furnish at a minimum the following information to offerees: 

(a) 1. If the issuer is selling Church Bonds, a disclosure document prepared in 
accordance with the Statement of Policy 9fl-Regarding Church Bonds adopted by 
NASAA, as reported at CCH NASAA Reports '111001, as it may be amended from 
time to time--aAEI-as--Fepefted--at--pafagraph 1001 of the CCH N/\S/\A Ropeft.s. For 
purposes of this fB.ule, the term "Church Bonds" shall mean certificates in the 
form of notes, bonds~ or similar instruments issued by a congregation or church 
that represents an obligation to repay a specific principal amount at a stated rate 
of interest. 

2. If the issuer is selling General Obligation Financing Notes by Religious 
Denominations, a disclosure document prepared in accordance with the 
Guidelines for General Obligations Financing by Religious Denominations 
adopted by NASAA, as reported at CCH NASAA Reports jJ1J1951-1957, as may it 
~amended from time to time and as reported at paragraph 1951 of tho CCH 
N/\SAA RepOfts. For purposes of this rB.ule~ the term "General Obligation 
Financing" shall mean notes, certificates, or similar debt instruments issued by 
religious denominations that represent an obligation to repay a specific principal 
amount at a stated rate of interest. 

(b) If the issuer is selling Health Care Facility Bonds, a disclosure document prepared in 
accordance with the Statement of Policy on Health Care Facility Offerings adopted by 
NASAA, as reported at CCH NASAA Reports TI2001, as it may be amended from time 
to time--Bfld as reported at paragraph 2001 of the CCH N/\S/\J\ RepeFt-s. For purposes 
of this rB.ule, the term "Health Care Facility Bonds" shall mean certificates in the form of 
notes, bonds.~. or similar instruments issued by a non::-profit health care facility that 
represent an obligation to repay a specific principal amount at a stated rate of interest. 

(c) If the issuer is other than as described in subparagraphs ill(a-b) and (b) aboveof this 
Rule, the disclosure document must contain: 

1. Financial statements of the issuer prepared in accordance with generally 
accepted accounting principles including, but not limited to, the following: 

(i) A balance sheet as of the end of the most recent fiscal year of the issuer; 
and 

(ii) A statement of income for each of the issuer's three__Q_l most recent fiscal 
years. 

2. A statement from the issuer setting forth the issuer's plan for paying the principal 
and interest due on the securities to be sold, including, but not limited to, 
anticipated sources of revenue to be used in paying such principal and interest, 
and supporting financial information; and 

3. A statement as to whether or not the issuer or any affiliate or predecessor has 
had any material default during the past ten (1 0) years in the payment of: 

(i) p_Erincipal, interest, dividends.~. or sinking fund installments on any security 
or indebtedness for borrowed money; or 

(ii) fB.entals under material leases with terms of three (3) years or more. 
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(d) Legend. The offering document shall display on its cover substantially the following 
information, to the extent appropriate, in capital letters and, if printed, in boldface 
roman type at least as high as tenl1Q.l point modern type: 

IN MAKING AN INVESTMENT DECISION INVESTORS MUST RELY ON THEIR OWN 
EXAMINATION OF THE ISSUER AND THE TERMS OF THE OFFERING, 
INCLUDING THE MERITS AND RISKS INVOLVED. THESE SECURITIES HAVE 
NOT BEEN RECOMMENDED BY ANY FEDERAL OR STATE SECURITIES 
COMMISSION OR REGULATORY AUTHORITY. FURTHERMORE, THE 
FOREGOING AUTHORITIES HAVE NOT CONFIRMED THE ACCURACY OR 
DETERMINED THE ADEQUACY OF THIS DOCUMENT. ANY REPRESENTATION 
TO THE CONTRARY IS A CRIMINAL OFFENSE. 

THESE SECURITIES ARE SUBJECT TO RESTRICHlONS ON TRANSFERABILITY 
AND RESALE AND MAY NOT BE TRANSFERRED OR RESOLD EXCEPT AS 
PERMITTED UNDER THE SECURITIES ACT OF 1933, AS AMENDED, AND THE 
APPLICABLE STATE SECURITIES LAWS, PURSUANT TO REGISTRATION OR 
EXEMPTION THEREFROM. INVESTORS SHOULD BE AWARE THAT THEY MAY 
BE REQUIRED TO BEAR THE FIANANCIAL RISK OF THIS INVESTMENT FOR AN 
INDEFINITE PERIOD OF TIME. 

Authority: T.C.A. §§-48-1-103(a){7), 48-1-115, and 48-1-116(-a-). 

0780-04-02-.08 UNIFORM LIMITED OFFERING EXEMPTION. 

( 1) Preliminary Notes. 

(a) Nothing in this exemption is intended to or should be construed as in any way relieving 
issuers or persons acting on behalf of issuers from providing disclosure to prospective 
investors adequate to satisfy the antifraud provisions of the Act. 

(b) In view of the objective of this FBule and the purposes and policies underlying the Act, 
this exemption is not available to any issuer with respect to any transaction which, 
although in technical compliance with this FBule, is part of a plan or scheme to evade 
registration or the conditions or limitations explicitly, stated in this FBule. 

(c) Nothing in this FBule is intended to relieve registered broker-dealers or agents from the 
due diligence, suitability, or know-your-customer standards or any other requirements 
of the law otherwise applicable to such registered persons. 

(2) Exemptions. By the authority delegated to the G_gommissioner in T.C.A. §§48-1-103-(b)(11) 
and 48-1-116, the following transactions are determined to be exempt from T.C.A. §§48-1-
104 and 48-1-113. 

Any sale of securities offered and sold in compliance with the Securities 1\ct of 1933 Act, 
Regulation D7, SEC Rule 505 (17 C.F.R. §230.505), including any offer or sale made exempt 
by application of SEC Rule 508-(a),- {17 C~F~R~ §.Sections 230.505 and 230.508-(a)}, as made 
effective in SEC Release No. 33-6389 and as amended in subsequent SEC releases, which 
satisfies the following further conditions and limitations: 

(a) Commissions. 

1. No commission, fee.~. or other remuneration shall be paid or given directly or 
indirectly to any person for soliciting any prospective purchaser in this state 
unless such person is appropriately registered in this state.has fully complied 
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with the registration requirements set forth in the Act and in these Rules, and has 
satisfied all outstanding comments of the Division. 

2. It is a defense to a violation of this subparagraph if the issuer sustains the burden 
of proof to establish that the issuer did not know and in the exercise of 
reasonable care could not have known that the person who received a 
commission, fee, or other remuneration was not appropriately.-registered in trns 
statecompliance with the registration requirements set forth in the Act and in 
these Rules. 

(b) Disqualification. No exemption under this f.Bule shall be available for the securities of 
any issuer if any of the parties described in Securities /\ct ofthe 1933, Act.-, Regulation 
A, SEC Rule 252 (c:), (d), (e) or (f), {17 C~F~R~ §Section 230.252 (c_)(d)(e) and (f).t~ 

1. Has filed a registration statement which is the subject of a currently effective 
registration stop order entered pursuant to any state's securities law within five 
.@}_years prior to the filing of the notice required under this exemption. 

2. Has been convicted within five ilil_years prior to the filing of the notice required 
under this exemption of any felony or misdemeanor in connection with the offer, 
purchase, or sale of any security or any felony involving fraud or deceit, including 
but not limited to forgery, embezzlement, obtaining money under false pretenses, 
larceny~ or conspiracy to defraud. 

3. Is currently subject to any state administrative enforcement order or judgment 
entered by that state's securities administrator within five ilil_years prior to the 
filing of the notice required under this exemption or is subject to any state's 
administrative enforcement order or judgment in which fraud or deceit, including 
but not limited to making untrue statements of material facts or omitting to state 
material facts, was found and the order or judgement was entered within five @l 
years prior to the filing of the notice required under this exemption. 

4. Is subject to any state's administrative enforcement order or judgment which 
prohibits, denies, or revokes the use of any exemption from registration in 
connection with the offer, purchase, or sale of securities. 

5. Is currently subject to any order, judgement, or decree of any court of competent 
jurisdiction temporarily or preliminary restraining or enjoining, or is subject to any 
order, judgment or decree of any court of competent jurisdiction permanently 
restraining or enjoining such party from engaging in or continuing any conduct or 
practice in connection with the purchase or sale of any security or involving the 
making of any false filing with the state entered within five ilil_years prior to the 
filing of the notice required under this exemption. 

6. The prohibitions of parts ~1.-3. through and ~G~-5. aOO-ve-of this Rule 
shall not apply if the person subject to the disqualification is duly licensed or 
registered to conduct securities related business in the state in which the 
administrative order or judgement was entered against such person or if the 
broker:-dealer employing such party is ·licensed or registered in this state and the 
Form BD filed with this state discloses the order, conviction, judgement or 
decree relating to such person. No person disqualified under this subparagraph 
may act in a capacity other than that for which the person is licensed or 
registered. 

7. Any disqualification caused by this subparagraph is automatically waived if the 
state securities administrator or agency of the state which created the basis for 
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disqualification determines upon a showing of good cause that it is not necessary 
under the circumstances that the exemption be denied. 

8. It is a defense to a violation of this subparagraph if the issuer sustains the burden 
of proof to establish that the issuer did not know and in the exercise of 
reasonable care could not have known that a disqualification under this 
subparagraph existed. 

(c) Filing Requirement. The issuer shall file with the Division a notice on Form D (17 
C~F~R~ §_Section 239.500): 

1. No later than fifteen {15} days after the earlier of the first payment of 
consideration or the delivery of a signed subscription agreement by an investor in 
this state which results from an offer being made in reliance upon this exemption, 
and at such other times and in the form required under Regulation D, SEC Rule 
503, {17 C~F~R~ §_Section 230.503}, to be filed with the SECecurities and 
Exchange Commission. The Form D shall contain all information requested on 
the f.Eorm. 

2. The notice on Form D shall be accompanied by: 

(i) eOne fficopy of all written information furnished to offerees; 

(ii) a6. Form U-2 Uniform Consent to Service of Process; 

(iii) i!f the issuer is a corporation, a Form U-2A Uniform Form of Corporate 
Resolution; 

(iv) a6. non-refundable filing fee in the amount of five hundred dollars 
f$WG-500); and 

(v) a6. statement noting the date of the first sale, if any of such security, in this 
state. 

3. The issuer shall promptly furnish any additional information requested by the 
Division. 

4. Any initial notice on or amendment to the Form D shall be manually signed by a 
person authorized by the issuer. 

(d) Amendments. Any filing pursuant to this exemption shall be amended by filing with the 
Division such information and changes as may- be necessary to correct any material 
misstatement or omission in the filing. Any written offering material required by this 
f.B.ule that was not prepared at the time of the initial filing, or which materially differs 
from the written offering material included in the filing shall be delivered or mailed to the 
Division concurrently with its first use in this state. There shall be no fees charged for 
amendment to filings pursuant to this f.B.ule. 

(e) Suitability. In all sales to nonaccredited inves.tors in this state the following conditions 
must be satisfied, or the issuer and any person acting on its behalf shall have 
reasonable grounds to believe and after making reasonable inquiry shall believe that 
the following conditions are satisfied. 

1. The investment is suitable for the purchaser upon the basis of the facts, if any, 
disclosed by the purchaser as to the purchaser's other security holdings, 
financial situation~ and needs. For the purpose of this condition only, it may be 
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presumed that if the investment does not exceed ten percent ( 1 0%) of the 
investor's net worth, it is suitable; and 

2. The purchaser.~, either alone or with his/her purchaser representative(s).~. has such 
knowledge and experience in financial and business matters that he/she is or 
they are capable of evaluating the merits and risks of the prospective investment. 

(f) Legend. The offering document shall display on its cover substantially the following 
information, to the extent appropriate, in capital letters, and if printed, in boldface 
roman type at least as high as tenl1Ql-point modern type: 

IN MAKING AN INVESTMENT DECISION INVESTORS MUST RELY ON THEIR OWN 
EXAMINATION OF THE ISSUER AND THE TERMS OF THE OFFERING, 
INCLUDING THE MERITS AND RISKS INVOLVED. 

THESE SECURITIES HAVE NOT BEEN RECOMMENDED BY ANY FEDERAL OR 
STATE SECURITIES COMMISSION OR REGULATORY AUTHORITY. 
FURTHERMORE, THE FOREGOING AUTHORITIES HAVE NOT CONFIRMED THE 
ACCURACY OR DETERMINED THE ADEQUACY OF THIS DOCUMENT. ANY 
REPRESENTATION TO THE CONTRARY IS A CRIMINAL OFFENSE. 

THESE SECURITIES ARE SUBJECT TO RESTRICTIONS ON TRANSFERABILITY 
AND RESALE AND MAY NOT BE TRANSFERRED OR RESOLD. EXCEPT AS 
PERMITTED UNDER THE SECURITIES ACT OF 1933, AS AMENDED AND THE 
APPLICABLE STATE SECURITIES LAWS, PURSUANT TO REGISTRATION OR 
EXEMPTION THEREFROM. INVESTORS SHOULD BE AWARE THAT THEY MAY 
BE REQUIRED TO BEAR THE FINANCIAL RISK OF THIS INVESTMENT FOR AN 
INDEFINITE PERIOD OF TIME. 

(3) A failure to comply with a term, condition.~. or requirement of subparagraphs (2)(a), .Lf.l(ct and 
ill( e) of this f.B.ule will not result in the loss of the exemption from the requirements of T.C.A. 
§§48-1-104 and 48-1-113 for any sale to a particular purchaser if the person relying on the 
exemption shows: 

(a) tihe failure to comply did not pertain to a term, condition.~, or requirement directly 
intended to protect that particular purchaser; 

(b) tihe failure to comply was insignificant with respect to the offering as a whole; and 

(c) a6 good faith and reasonable attempt was made to comply with all applicable terms, 
conditions.~. and requirements of subparagraphs (2)(a), .Lf.l(c),_and ill( e) of this Rule. 

(4) Where an exemption is established only through reliance on paragraph (3) of this F.B.ule, the 
failure to comply shall nonetheless be actionable by the Gfommissioner. 

(5) Transactions which are exempt under this f.B.ule may not be combined with transactions 
exempt under any other f.B.ule or any section of the Act; however, nothing in this limitation 
shall act as an election. Should, for any reason, the offer and sale fail to comply with all of 
the conditions for this exemption, the issuer may claim the availability of any other applicable 
exemption. 

(6) The Gfommissioner may, by rule or order, increase the number of purchasers or waive any 
other conditions of this exemption. 

(7) The exemption authorized by this f.B.ule shall be known and may be cited as the "Tennessee 
Uniform Limited Offering Exemption~" 
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Authority: T.C.A. §§-48-1-103(b}(11), 48-1-104 48-1-113 48-1-115 48-1-116Eaj., aAG--48-1-124(e}, Public 
Acts of 1997, Chapter 164, ~A-§.1~i- §18 of the Federal Securities Act of 1933, as amended by the 
National Securities Markets Improvement Act of 1996, 17 C.F.R. §230.252, 17 C.F.R. §230.500, 17 
C.F.R. §230.503, 17 C.F.R. §230.505, and 17 C.F.R. §230.508. 

0780-04-02-.09 SUCCESSOR CORPORATE ISSUERS. 

(1) If an issuer is a corporate successor to a corporate issuer that met the standards of T.C.A. 
§48-1-1 03{a){8}, at the time of succession, the successor corporate issuer shall be deemed 
to have met the standards of T.C.A. §48-1-1 03(a){8}, if the predecessor and successor 
corporations taken together do so, provided that: 

{a) The succession was primarily for the purpose of changing the state of incorporation of 
the predecessor or forming a holding company~7 

(b) The assets and liabilities of the successor at the time of succession were substantially 
the same as those of the predecessor; and 

(c) The net income of the predecessor may, in accordance with generally accepted 
accounting principles, be consolidated with the income of the successor corporation. 

Authority: T.C.A. §§-48-1-103(a){8), 48-1-115, and 48-1-116fa1. 

0780-04-02-.10 NASDAQ/NMS EXEMPTION. 

(1) Exemption. By the authority delegated to the Gg_ommissioner in T.C.A. §§48-1-103(b){11} 
and 48-1-116, the following transactions are determined to be exempt from T.C.A. §§48-1-
104 and 48-1-113: 

Any sale of securities that are designated or approved for designation upon notice of 
issuance on the NASDAQ/NMS, any other security of the same issuer that is of senior or 
substantially equal rank, any security called for by subscription rights or warrants so 
designated or approved, or any warrant or right to purchase or subscribe to any of the 
foregoing. 

(2) The Gg_ommissioner: 

(a) Shall have the authority by rule or order to deny, suspend~ or revoke the exemption 
created by this r.Bule as to a specific issuer or category of securities~, and 

(b) May rescind this r.Bule based on a finding that; 

1. The requirements of the NASDAQ/NMS have materially changed from those set 
forth in paragraph (3) of this RuleM.IGW and no longer afford equivalent investor 
protection; or 

2. The requirements of the NASDAQ/NMS as set forth in paragraph (3) of this 
Ruleee!Gw are not applied or enforced sufficiently to afford protection to 
investors. 

(3) {a) 1. The NASD FINRA shall require at least the following minimum standards to be 
met for the designation of an issuer's securities on the quotation system: 

_Alt. No.1 Alt. No.2 
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Net Tangible Assets 
Public Float 
Pre-Tax Income 
Net Income 
Shareholders 

$4,000,000 
_500,000 
_750,000 
_400,000 
_800/400 

$12,000,000 
_--1 ,000,000 
----------------

-
_--800/400 

(The minimum number of shareholders under each alternative is eight hundred 
.{800} for companies with five hundred thousand (500,000} to one million 
.{1 ,000,000} shares publicly held, and four hundred (400} for companies with over 
one million (1 ,000,000} shares publicly held and with daily trading volume in 
excess of two thousand (2,000} shares per day for sixJ§.l months.) 

Market Value of Float 
Minimum Bid 
Operating History 

3,000,000 
$5/share 

15,000,000 
-----------------
3 years 

2. The rules of the NASD FINRA shall require at least two_fl} authorized market 
makers for each issuer. 

3. For purposes of this subparagraph Ql(at the term "net tangible assets" is meant 
to include the value of patents, copyrights, and trademarks but to exclude the 
value of good-will. 

(b) The NASD FINRA shall require at least the following minimum corporate governance 
standards for its domestic issuers; 

1. Distribution of Annual and Interim Reports~ 

(i) Each issuer shall distribute to shareholders copies of an annual report 
containing financial statements of the company and its subsidiaries. The 
report shall be distributed to shareholdersJD. a reasonable period of time 
prior to the company's annual meeting of shareholders and shall be filed 
with the ~FINRA at the time it is distributed to shareholders. 

(ii) Each issuer which is subject to SEC Rule 13a-13 (17 C.F.R. §240.13a-13) 
shall make available to shareholders copies of quarterly reports including 
statements of operating results either prior to or as soon as practicable 
following the company's filing of its Form 10-Q with the SEC. If the form of 
such quarterly report differs from the Form 1 0-Q, both the quarterly report 
and the Form 10-Q shall be filed with the NASGFINRA. The statement of 
operations contained in quarterly reports shall disclose at a minimum, any 
substantial items of an unusual or nonrecurrent nature, net income, and 
the amount of estimated federal taxes. 

(iii) Each issuer which is not subject to SEC Rule 13a-13 (17 C.F.R. §240.13a­
.1l}_and which is required to file with the SEC or another federal or state 
regulatory authority interim reports relating primarily to operations and 
financial position shall make available to shareholders reports which reflect 
the information contained in such interim reports. Such reports shall be 
made available to shareholders either before or as soon as practicable 
following filing. with the appropriate regulatory authority. If the form of the 
interim report made available to shareholders differs from that filed with the 
regulatory authority, both the report to shareholders and the report to the 
regulatory authority shall be filed with the NAWFINRA. 
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2. Independent Directors. Each issuer shall maintain a minimum of two ill 
independent directors on its board of directors. For purposes of this 
sectionsubparagraph (3)(b), "independent director" shall mean a person other 
than an officer or employee of the issuer or its subsidiaries or any other individual 
having a relationship which, in the opinion of the board of directors, would 
interfere with the exercise of independent judgement in carrying out the 
responsibilities of a director. 

3. Audit Committee. Each issuer shall establish and maintain an audit committee, a 
majority of the members of which shall be independent directors. 

4. Shareholder meetings. Each issuer shall hold an annual meeting of 
shareholders and shall provide notice of such meeting to the NAWFINRA. 

5. Quorum. Each issuer shall provide for a quorum as specified in its bylaws for 
any meeting of the holders of common stock; provided, however, that in no case 
shall such quorum be less tA-a-t-than thirty-three and one-third percent (33 1/3%) 
of the outstanding shares of the issuer's common voting stock. 

6. Solicitation of Proxies. Each issuer shall solicit proxies and provide proxy 
statements for all meetings of shareholders and shall provide copies of such 
proxy solicitation to the NAWFINRA. 

7. Conflicts of Interest. Each issuer shall conduct an appropriate review of all 
related party transactions on an ongoing basis and shall use the issuer's audit 
committee or a comparable body for the review of potential conflict of interest 
situations where appropriate. 

8. Shareholders~ Approval Policy. Each issuer shall require shareholder approval of 
the issuance of securities in connection with the following: 

(i) Options plans or other special remuneration plans for directors, officers, or 
key employees. 

(ii) Actions resulting in a change in control of the issuer. 

(iii) The acquisition, direct or indirect, of a business, a company, tangible or 
intangible assets, or property or securities representing any such interests: 

(I) From a director, officer, or substantial security holder of the issuer 
(including its subsidiaries and affiliates), or from any company or 
party in which one of such persons has a direct or indirect interest; 
and 

(II) Where the present or potential issuance of common stock or 
securities convertible into common stock could result in an increase 
in outstanding common shares of twenty-five percent (25%} or more. 

(c) Voting Rights.:. 

1. The N,A,SD FINRA rules shall provide that no rule, stated policy, practice, or 
interpretation shall permit the authorization for designation on the NASDAQ/NMS 
("authorization") or the continuance of the authorization, of any common stock or 
other equity security of a domestic issuer if, on or after September 1, 1988, the 
issuer issues any class of security or takes other corporate action that would 
have the effect of nullifying, restricting, or disparately reducing the per share 
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voting rights of holders of an outstanding class or classes of common stock of 
such issuer registered pursuant to Section 12 of the 1934 Act. 

2. For purposes of stlbpart .Ql(Q).f1J of this Rulesoo~~h--fGJ. the following 
shall be presumed to have the effect of nullifying, restricting~ or disparately 
reducing the per share voting rights of an outstanding class or classes of 
common stock: 

(i) Corporate action to impose any restriction on the voting power of shares of 
the common stock of the issuer held by a beneficial owner or record holder 
based on the number of shares held by such beneficial owner or record 
holder; 

(ii) Corporate action to impose any restriction on the voting power of shares of 
the common stock of the issuers held by a beneficial owner or record 
holder based on the length of time such shares have been held by such 
beneficial owner or record holder; 

(iii) Any issuance of securities through an exchange offer by the issuer for 
shares of an outstanding class of common stock of the issuer, in which the 
securities issued have voting rights greater than or less than the per share 
voting rights of any outstanding class of the common stock of the issuer; or 

(iv) Any issuance of securities pursuant to a stock dividend, or any other type 
of distribution of stock in which the securities issued have voting rights 
greater than the per share voting rights of any outstanding class of the 
common stock of the issuer. 

3. For purposes of part .Q.li.gl1. of this Rule&oo~gra~, the following, standing 
alone, shall be presumed not to have the effect of nullifying, restricting, or 
disparately reducing the per share voting rights of holders of an outstanding 
class or classes of common stock: 

(i) The issuance of securities pursuant to an initial registered public offering~~ 

(ii) The issuance of any class of securities, through a registered public 
offering, with voting rights not greater than the per share voting rights of 
any outstanding class of common stock of the issuer; 

(iii) The issuance of any class of securities to effect a bona fide merger or 
acquisition, with voting rights not greater than the per share voting rights of 
any outstanding class of the common stock of the issuer; or 

(iv) Corporate action taken pursuant to state law requiring a state's domestic 
corporation to condition the voting rights of a beneficial or record holder of 
a specified threshold percentage of the corporation's voting stock on the 
approval of the corporation~s independent shareholders. 

4. Definitions. For the purposes of this subparagraph @(c), the terms below shall 
have the following meanings and the rules of the Nl\SD FINRA shall include 
such definitions for purposes of the prohibition in part .Q.}(Ql1. of- this 
Rule~Fagraph (c): 

(i) "Common Stock" shall include any security of an issuer tlesi@M€1 
designated as common stock and any security of an issuer, however 
designated, which by statute or by its terms, is common stock (e.g., a 

32 



security which entitles the holders thereof to vote generally on matters 
submitted to the issuer's security holders for a vote7L 

(ii) "Equity security" shall include any equity security defined as such pursuant 
to SEC Rule 3a11-1 ootleF--tRe-iQM--AGt-(17 C~F~R~§240.-3a11-1). 

(iii) "Domestic issuer" shall mean an issuer that is not a "foreign private issuer" 
as defined in SEC Rule 3b-4 ooder the 1934-ABt--(17 C~F~R~ §240.3b-4L 

(iv) "Security" shall include any security defined as such pursuant to Section 
3(a)(10) of the 1934 Act, but shall exclude any class of security having a 
preference or priority over the issuer's common stock as to dividends, 
interest payments, redemption~ or payments in liquidation, if the voting 
rights of such securities only become effective as a result of specified 
events, not relating to an acquisition of the common stock of the issuer, 
which reasonably can be expected to jeopardize the issuer's financial 
ability to meet its payment obligation to the holders of that class of 
securities. 

(d) Maintenance Criteria. After authorization for designation of a security on the 
NASDAQ/NMS, the issuer of such security must meet the following criteria in order for 
such designation to continue in effect: 

1. The issuer of the security has net tangible assets of at least: 

(i) Two million dollars ($2,000,000) if the issuer sustained losses from 
continuing operations and/or net losses in two____{2} of its three__@} most 
recent fiscal years; or 

(ii) Four million dollars ($4,000,000) if the issuer has sustained losses from 
continuing operations and/or net losses in three__@} of its four~ most 
recent fiscal years7~ 

2. There are at least two hundred thousand (200,000) publicly held shares; 

3. There are at least four hundred (400) shareholders or at least three hundred 
(300) shareholders of round lots; and 

4. The aggregate- market value of publicly held shares is at least one million dollars 
($1 ,000,000). 

Authority: T.C.A. §§-48-1-103(b){11), 48-1-104,48-1-113, 48-1-115,---a-A€148-1-116\a-1, §3(a)(10) and §12 
of the Securities Exchange Act of 1934, 17 C.F.R. §240.3a11-1, 17 C.F.R. §240.3b-4, and 17 C.F.R. 
§240.13a-13. 

0780-04-02-.11 RESERVED. 

0780-04-02-.12 NOTICE FILINGS FOR COVERED SECURITIES. 

(1) Initial notice filings for covered securities. 

(a) An initial notice filing for a covered security of an issuer to be sold in this state shall 
contain: 
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1. a6 copy of the issuer's prospectus and statement of additional information; 
however, if the person making the notice filing provides an accurate filing number 
from the Electronic Data Gathering Access and Retrieval (EDGAR) system or 
other electronic data gathering access and retrieval system maintained by the 
SEC, or other identifying designation issued by the SEC, paper copies of the 
issuer's prospectus and additional information are not required to be filed with 
the Division; 

2. a6 completed and properly executed Form U-2, as provided under T.C.A. §48-1-
124(e); 

3. e£ither (i) a completed and properly executed Form NF, Form D~ or Form U-1, as 
applicable, or (ii) a copy of the issuer's federal registration statement as filed with 
the SECecurities and Exchange Commission; and 

4. tihe appropriate filing fee as set forth in T.C.A. §48-1-125. 

(b) An issuer of a security, which is subject to the notice filing requirements for covered 
securities, shall make an initial notice filing with the Division prior to the sale of such 
security in this state, unless the security being sold is a covered security as defined 
under T.C.A. §48-1-102(8)(F)(ivb 

(c) An issuer of a security that is defined as g_covered security:ies under T.C.A. §48-1-
102(8}(F)(iv) shall make an initial notice filing with the Division no later than fifteen (15) 
days after the first sale of such covered security in this state. 

(2) Renewal of notice filings for covered securities. 

(a) A renewal of a notice for a covered security that may be renewed as provided under 
T.C.A. §48-1-125(c) shall consist of: 

1. a6 copy of the issuer's prospectus and statement of additional information; 

2. e£ither (i) a completed and properly executed Form NF, Form D~ or Form U-1, as 
applicable, or ffi-(ii) a copy of the issuer's federal registration statement as filed 
with the SECecurities and Exchange Commission; and 

3. tihe appropriate filing fee as set forth in T.C.A. §48-1-125-(a). 

(b) Any notice filing, subject to renewal which is not timely renewed, shall expire as 
provided under T.C.A. §48-1-125(c). 

(c) A renewal of a notice filing for a covered security shall not stay the expiration of the 
notice filing if: 

1. s§uch renewal is deficient,~ and 

2. s§uch deficiency is not feffieGieG-addressed prior to the expiration of the notice 
filing. 

(3) Deficient notice filings. 

(a) Documents. An issuer, who has filed an initial notice filing or a renewal of a notice 
filing for a covered security shall be subject to a stop order of the C_gommissioner 
suspending the offer of-Q.Lsale of such covered security in this state as provided under 
T.C.A. §48-1-125(d}, if: 
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1. tihe filing is deficient by failing to satisfy the document filing requirements of 
T.C.A. §48-1-125 (a), (b), or (c) and paragraph parts (1)(a)t-3~ of this FEule,~ 
and 

2. tihe document deficiency is not GUre€1---addressed within ten (1 0) business days 
of the issuer's receipt of notification from the Division. 

(b) Fees. _An issuer, who has filed an initial notice filing or a renewal of a notice filing for a 
covered security shall be subject to a stop order of the G.Qommissioner suspending the 
offer or sale of such covered security in this state, as provided under T.C.A. §48-1-125 
(d), if: 

1. tihe filing is deficient by failing to satisfy the fee requirements of T.C.A. §48-1-
125 and paragraph .Pm1_(1)(a)f4t of this fflule,~ and 

2. tihe fee deficiency is not GUre€1---addressed within- ten ( 1 0) business days of the 
issuer's receipt of notification from the Division. 

(c) In any case where the commissioner may issue a stop order, the issuer may be subject 
to further orders of the commissioner pursuant to T.C.A. §48-1-116. 

(4) Failure to make notice filings. 

(a) Any issuer who fails to make a notice filing for a covered security to be sold in this 
state, as set forth under T.C.A. §48-1-125 and subparagraph (1)(b) or ill(c) of this 
fflule, shall be subject to a stop order of the G.Qommissioner, as provided under T.C.A. 
§48-1-125(d), suspending the offer or sale of such securities in this state. 

(b) For purposes of T.C.A._§48-1-125-(d)(2) and paragraph (4) of this rEule, a failure to 
make a notice filing cannot be promptly remedied: 

1. ilf the security is a covered security, other than a covered security as defined 
under T.C.A. §48-1-102(8)(F)(iv) and the delay in making the notice filing, 
required under T.C.A. §48-1-125-(a), exceeds ten (10) business days from the 
date of the first sale of such security in this state,~ or 

2. Hf the security is a covered security, as defined under T.C.A. §48-1-102(8)(F)(iv), 
and the delay in making the notice filing required under T.C.A. §48-1-125-(b) 
exceeds twenty five (25) calendar days from the date of the first sale of such 
security in this state. 

(5) Refusal to pay notice filing fees. 

(a) For purposes of this paragraphJ§1 an issuer is deemed to refuse to pay the notice 
filing fee when: 

1. tihe issuer is subject to a stop order under the provisions of subparagraph (3)(b) 
of this rflule; or 

2. tihe issuer has failed to make a notice filing, as defined in subparagraph (4)(b).­
of this Rule, and includes a failure to pay the appropriate notice filing fee. 

(6) Unit Investment Trusts. 
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(a) Notwithstanding any of the requirements in paragraph (1) of this f.B_ule to the contrary, 
notice filings of series (except the first in a series) of unit investment trusts registered 
with the SEC under the Investment Company Act and not engaged in the business of 
investing in securities issued by one Ul_or more open end management investment 
companies may comply with the following alternative filing requirements: 

1. One Ul_completed and properly executed Form NF, including the name and the 
address of the trustee, except that any exhibits filed with the Division within five 
(5) years preceding the filing of the application may be incorporated by reference 
to the extent that such exhibits are currently accurate~~ 

2. A statement identifying one Ul_or more previous series of the unit investment 
trust for which an application for registration was made effective by the Division 
within five (5) years preceding the filing of the current application7~ 

3. The following representations as filed with the SEC pursuant to SEC Rule 487 
(17 C.F.R. §230.487): 

(i) That the portfolio securities deposited in the series with respect to which 
the registration statement or pre-effective amendment is being filed do not 
differ materially in type or quality from those deposited in the previous 
series identified by the applicant; and 

(ii) That, except to the extent necessary to identify the specific portfolio 
securities deposited in, and to provide essential financial information for, 
the series with respect to which the registration statement or pre-effective 
amendment is being filed, the registration statement or pre-effective 
amendment does not contain disclosures that differ in any material respect 
from those contained in the registration statement of the previous series 
identified by the applicant7 

4. A copy of any adverse order, judgment or decree entered in connection with the 
offering by the regulatory authorities of any state or by any court or the SEC; 

5. The appropriate filing fee computed in accordance with T.C.A. §48-1-125; and 

6. Forms U-2 and U-2A or a statement in the transmittal letter that such forms are 
already on file with respect to the issuer under its current name of each firm­
commitment underwriter. 

(b) Upon SEC effectiveness, the following shall be filed with the Division; 

1. Notice of SEC effectiveness, to include: 

(i) The full name of each series of the unit investment trust registered with the 
SEC; 

(ii) The time and date declared effective by the SEC; 

(iii) The public offering price per unit; 

(iv) The amount of sales commission per unit; 

(v) The number of units registered with the SEC; and 

(vi) The total aggregate dollar amount of the offering. 
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2. One fficopy of the post-effective amendment containing one fficopy of the final 
prospectus. 

(c) Each series underlying a unit investment trust constitutes a separate and distinct 
security under the Act and shall be separately notice filed under the Act. Unit 
investment trusts applying to notice file multiple series shall file separate notices for 
each series containing all of the information specified in subparagraph @(a) a00v9of 
this Rule, with each Form NF specifically identifying the series to be notice filed. 

(d) The G.Qommissioner may deny, suspend" or revoke the availability of this paragraph (6) 
to a unit investment trust if it appears to the G.Qommissioner that a notice filing that is or 
is intended to become effective in this state in reliance upon this paragraph @Lis 
incomplete or inaccurate in any material respect or the filer has not complied with the 
requirements set forth in this paragraph (6). 

(e) The notice filing of a unit investment trust expires oneJ1} year from the date of SEC 
effectiveness, subject to T.C.A. §48-1-125. 

Authority: T.C.A. §§48-1-102(8)(F)(iv), 48-1-108, 48-1-115, ---48-1-116, 48-1400121, 48-1-124(e),_--aM 
48-1-125 ... i- Public Acts of 1997, Chapter 164, Section §8 ... ;- § 18 of the Federal Securities Act of 1933~, as 
amended by the National Securities Markets Improvement Act of 1996, and 17 C.F.R. §230.487. 

0780-04-02-.13 NOTICE FILINGS FOR EXEMPT EMPLOYEE PLANS. 

(1) All issuers who wish to offer securities in, or into this state in reliance on an exemption 
afforded to sales of securities in an employee stock purchase/-option plan must file with the 
G.Qommissioner no later than fifteen (15) days after the first sale: 

(a) One .(j_)__copy of the form entitled "Notice of Sale of Securities Pursuant to Employee 
Stock Purchase/Option Plan Exemption", as provided by the Division; 

(b) A Form U-2 Uniform Consent to Service of Process; 

(c) If the issuer is a corporation, a Form U-2A Uniform Form of Corporate Resolution; 

(d) A non-refundable filing fee in the amount of five hundred dollars {$500}; and 

(e) A statement noting the date of the first sale, if any, of such security in this state. 

Authority: T.C.A. §§---48-1-103(b)(9), 48-1-115 48-1-116, 48-1-124 and Public Acts of 2001, Chapter 
278. 

0780-04-02-.14 NOTICE FILINGS FOR SECURITIES SOLD TO ACCREDITED INVESTORS. 

(1) All issuers who wish to offer securities in, or into this state in reliance on the exemption 
afforded to sales of securities to accredited investors, as set forth in Tenn. Code .A.nnT.C.A. § 
48-1-1 03(b)(14), must file with the G.Qommissioner no later than fifteen (15) days after the first 
sale: 

(a) One .(j_)__copy of the form entitled "Notice of Sale of Securities Pursuant to Accredited 
Investor Exemption", as provided by the Division; 

(b) A Form U-2 Uniform Consent to Service of Process; 

37 



(c) One 1.1l_copy of the general announcement, if one is made regarding the proposed 
offering; 

(d) A non-refundable filing fee in the amount of five hundred dollars ($500}; and 

(e) A statement noting the date of the first sale, if any, of such security in this state. 

Authority: T.C.A. §§-48-1-103(b)(14), 48-1-115 48-1-116, 48-1-124 and Public Acts of 2001, Chapter 
278. 

0780-04-02-.15 BANK HOLDING COMPANY EXEMPTION. 

(1) All issuers who wish to offer securities in, or into this state in reliance on an exemption 
afforded to sales of securities by a bank holding company or a savings and loan holding 
company must file with the G~ommissioner no later than ten (1 0) days prior to the first sale: 

(a) One fficopy of the Form U-1, Uniform a6pplication to Register Securities; 

(b) A Form U-2 Uniform Consent to Service of Process; 

(c) If the issuer is a corporation, a Form U-2A Uniform Form of Corporate Resolution; 

(d) A non-refundable filing fee in the amount of one hundred dollars ($1 00.00}; and 

(e) A copy of all sales or advertising literature used or proposed to be used. 

Authority: T.C.A. §§-48-1-103.(Q)i1Q.lfaj~, 48-1-113,48-1-115, af\G-48-1-116faj, and 48-1-124. 

0780-04-02-.16 UNSOLICITED TRANSACTION EXEMPTION. 

(1) Preliminary Notes: 

(a) Nothing in this r.B.ule is intended to relieve registered or exempt broker-dealers or 
agents from the due diligence, suitability, know-your-customer standards, or any other 
requirements of the law otherwise applicable to such registered or exempt persons. 

(2) Exemption. By the authority delegated to the G~ommissioner in T.C.A. §§48-1-103(b)(20) 
and 48-1-116, all registered or exempt broker~dealers who intend to rely upon the exemption 
afforded to unsolicited non-issuer transactions on the basis of T.C.A. §48-1-103(b)(20) must 
comply with the following to be exempt from T.C.A. §§48-1-1 04 and 48-1-113: 

(a) Shall retain the following information for each such unsolicited non-issuer transaction: 

1. The CRD numbers for the broker-dealer.firm and the agent; 

2. The name of the broker-dealer; 

3. The name of the agent; 

4. The date of the transaction; 

5. The dollar amount of the transaction, the number of shares, and the price per 
share; 
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6. The Cusip number for each security making up the order placed by the 
purchaser; 

7. The name of each security making up the order placed by the purchaser; 

8. The purchaser(s)'s account number at the broker-dealer; 

9. The broker-dealer's office address; 

10. The broker-dealer's branch office identification number (if applicable); 

11. An indication that the transaction was not solicited in any way by the broker­
dealer or any agent of the broker-dealer; and 

12. An indication that the broker-dealer: 

(i) Acted solely as an agent for the purchaser; 

(ii) Had no direct or indirect interest in the sale or distribution of the security 
ordered by the purchaser; and 

(iii) Received no commission, profit, or other compensation from any source 
other than the purchaser. 

(b) The information in subparagraph al(a) of this Ruleatleve-must be retained by the 
broker-dealer for a period of five (5) years from the date of the transaction, in a manner 
consistent with Rule 0780-04-03-.02(1)(b). 

(c) Upon request by the Division, based on a complaint or as the result of a Division 
examination of the broker-dealer's books and records, the broker-dealer must provide 
the purchaser(s) with a document containing the information retained pursuant to 
subparagraph al(a) of this Rulea00¥e and must obtain the purchaser(s) signed 
acknowledgement that the transaction was unsolicited. Such acknowledgement may 
be in the form of a manual or electronic signature. 

Authority: T.C.A. §§-48-1-1 03(b)(20), 48-1-111, 48-1-115, 48-1-116fa), and Public Acts of 2013, Chapter 
261. 
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