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Secu r i t i es  Enforcement and Examinatfon.. .I 

BANKING COMMISSIONER'S COHMENTS 

T h i s  1s the  f i r s t  ed t t i on  of the B u l l e t i n  published by t he  Secur i t ies and Buslness Invest- 
ments D iv is ion  o f  the  Connecticut Department o f  Bankfng.. This and subsequent edt t ions w i l l  
f ea tu re  matters per ta in ing t o  s i gn i f i can t  administrat ive actions, advisory interpretat ions,  
broker-dealer and investment adviser reg is t ra t ion,  secur f t ies  and buslness opportuntty 
re t s t ra t t on ,  and secur i t ies  enforcement and examination. From t ime t o  t ine,  the  B u l l e t f n  
w i  9 1 provide an in-depth analysis o f  current  administrat ive developments, as we l l  as an 
Inves to r  A l e r t  Sectton, which w i l l  h i gh l f gh t  matters o f  general concern t o  the  investment 
comnunt ty. 

I t  i s  envisioned t h a t  the  ~ u l l e t f n  w i l l  be published on a quar ter ly  basis. The D iv i s l on  
o f fe rs  l t  as an educational vehic le t o  t he  secur i t ies  industry, the Investment comnunity, 
secu r i t i es  p rac t i t i oners ,  and other in terested persons. Your suggesttons and comnents on 
m t t e r s  contained here in  are encouraged. General suggestions and comnents should be 
d i r e c t e d  t o  the Mvision Director  Mr. h l e b  1. Hichols. Speci f ic  questfons my be d i rected 
t o  the  respective Ind iv idua ls  whose nares appear above. 1 t e r t a i n l y  hope you w i l l  f i n d  t h i s  
pub l i ca t i on  usefu l  and infonnative. 

Br ian  J .  Woolf 
Banking Comnisstoner 



ENFORCEMENT AND EXAMINATION SECTION 

The Examination Section of the Securi t ies  & Business Investments Division 
is  primarily responsible f o r  conducting routine examinations of brokerdealers  
and investment advisers with t h e i r  principal place of business or branches located 
i n  Connecticut. I n  addition. investigations i n i t i a t e d  by public complaints and other 
sources are  handled by the Examination Section. 

A l l  main off ices  and branch off ices  of brokerdealers  located within the 
s t a t e  are  examined fo r  compliance with the Connecticut Uniform Securi t ies  Act, 
t h e  Securi t ies  Act of 1933, the Securi t ies  and Exchange Act of 1934, and the 
ru les  s e t  fo r th  by the New York Stock Exchange and the National Association 
of Securi t ies  Dealers, Inc. Among the documents reviewed during an exam are  com- 
mission tuns, salesmen's handbooks, order t i cke ts ,  confirmations, monthly s ta te-  
ments, and complaint and l i t i g a t i o n  f i l e s .  Procedures and policies are  a l so  
reviewed, with special  emphasis on back off ice  procedures. 

Investment advisers a r e  examined i n  the  same manner as a re  broker-dealers. 
Financial  books and records, advisory contracts, c l ien t  information, and recom- 
mendation lists a re  included i n  those documents reviewed by an examiner during 
routine inspections. Investment advisers m s t  comply with the Connecticut 
Uniform Securi t ies  Act and the Investment Advisers Act of 1910. 

The enforcement matters handled by the Enforcement Section are  generally 
i n i t i a t e d  as a resu l t  of public complaints and other s t a t e  or federal  agency 
re fe r ra l s .  Investigations are  conducted with the objective of determining 
whether violations of the Connecticut Uniform Securi t ies  Act have occurred. 
I n  a l l  investigations there i s  a lso considerable a t tent ion paid t o  any possible 
violat ions  of federal  secur i t i es  laws, stock exchange rules,  and the rules  of 
t h e  National Association of Securit ies Dealers, Inc. Inquiries and investiga- 
t i ons  may be referred t o  other regulatory or  prosecuting authori t ies  for  adminis- 
t r a t i v e ,  criminal, or  c i v i l  action. I n  addition. investigations which a re  i n i t i a t e d  
by investors themselves a r e  encouraged. 

Investigations handled by the Enforcement Section en t a i l  the conducting 
of personal interviews t o  obtain sworn a f f idavi t s ,  the  compilation of detailed 
reports  on investigation f i l e s ,  analysis of f inanc ia l  records, and the gathering 
of documents f o r  use during investigatory inquiries. I n  some instances 
examiners are  a l so  needed t o  t e s t i f y  i n  administrative hearings. These 
a c t i v i t i e s  make it necessary f o r  examiners t o  t r ave l  extensively i n  Connecticut 
and occasionally t o  other s ta tes .  

The Enforcement Section is a l so  responsible f o r  the enforcement of the  
Connecticut Business Opportunity Investment Act which became effect ive July 1, 
1979. This s t a t u t e  regulates the s a l e  and of fe r  f o r  s a l e  of business oppor- 
t u n i t i e s  i n  Connecticut and contains fraud provisions which a re  similar t o  
those found i n  the  Connecticut Uniform Securi t ies  Ac t .  Accordingly, examiners 



handle invest igat ive matters concerning business opportunities i n  much the 
same manner as they do those i n  the area of securi t ies .  Connecticut was one 
of the f i r s t  s t a t e s  t o  enact a Business Opportunity Investment law. Since 1979, 
when the business opportunity legis la t ion became effective,  enforcement has 
become an area of increasing concern. A s  with secur i t i es  matters, examiners 
generally find tha t  cooperation with other regulatory agencies, both federal  
and s t a t e ,  greatly increases t h e i r  success i n  enforcing th i s  re la t ively new 
law. 

The Examination Section conducts routine inspections of approximately 70 
broker-dealers and 60 investment advisers annually. Examiners a lso handle 
about 160 secu r i t i e s  investigations and 60 business opportunity investigations 
each year. 

CEASE AND DESIST ORDERS 

On April  15, 1983 the Division issued a Cease and Desist Order against 
Executive O i l  Centers, Inc., 12 Weston S t ree t ,  Hartford, CT 06120 f o r  
fraudulent a c t i v i t i e s  i n  the s a l e  of business opportunities. 

Also on April  15, 1983 a Cease and Desist Order was issued against Executive 
O i l  Centers, 12 Weston S t ree t ,  Bartf ord 06120 f o r  the sa le  of unregistered 
secur i t i es .  

On May 20, 1983, the Division issued a Cease and Desist Order against 
Pasadena Partnership, 2701-59th S t ree t  South, St .  Petersburg, F1 33707 f o r  
t he  s a l e  of unregistered securit ies.  

On May 25, 1983, three Cease and Desist Orders were issued t o  companies tha t  
sold unregistered business opportunities i n  Connecticut. The three companies 
were: Surgi-Graft System. 943 S i las  Deane Highway. Wethersfield. CT 06109. 

CRIMINAL REFERRALS 

.- On June 30, 1983 a r e f e r r a l  was made t o  John M. Bailey, State 's  Attorney 
f o r  Hartford County, of the resu l t s  of an investigation involving several 
l imited partnerships of which William E. Chipman, the  former principal of 
t h e  Hartford Hellions, was a general partner o r  a f f i l i a t e .  

I n  making t h i s  re fe r ra l ,  Commissioner Woolf announced tha t  the Securit ies 
and Business Investments Division of the Department of Banking completed i ts  
invest igat ion which centered around the possible diversion of investors'  funds 
invested i n  o i l  and gas d r i l l i n g  programs and r ea l  e s t a t e  l imited partnerships 
which were managed by William E. Chipman. This r e f e r r a l  received front page 
coverage i n  the  Hartford Courant, a daily newspaper with t he  largest  c i rculat ion 
i n  Connecticut. 



BROKER-DEALER AND INVESTMENT ADVISER REGISTRATION SECTION 

This section, under the  supervision of Maryellen Meara, i s  charged with the 
administration of s t a t e  laws and regulations re la t ing  t o  brokerdealers  and in- 
vestment advisers and t h e i r  agents, as well as  agents of issuers. 

The Connecticut Uniform Securit ies Act requires the  regis t ra t ion of a l l  persons 
publicly s e l l i ng  or  offering f o r  s a l e  secur i t i es  and of a l l  persons offering 
investment advice within or from the s ta te .  

This sect ion processes applications f o r  reg is t ra t ion  t o  determine the f i t nes s  
a s  t o  character, experience, and f inancial  responsibil i ty of the applicants. 

The regis t ra t ions ,  t ransfers ,  suspensions and cancellations are recorded on 
computer. Bi l l ing f o r  reg is t ra t ion  i s  done by computer. 

Forms 

Forms used t o  reg is te r  a brokerdealer  a r e  Form BD along with supplemental 
Connecticut forms issued by the Division. A non-refundable $250 reg is t ra t ion  
f e e  is required. Form BD is also used f o r  f i l i n g  amendments. 

FormU-4 i s  used for  the  application of new broker-dealer agents. Signatures 
must be or ig ina l  and a photograph and proof tha t  the  prospective agent has 
passed the exam for  registered representative administered by the National 
Association of Securit ies Dealers (NASD) should be submitted with the appli- 
cation. I f  the agent is a l so  an off icer ,  proof that  the agent passed the 
exam f o r  pr incipals  is necessary f o r  the agent t o  transact business as an 
agent i n  t h i s  s ta te .  The agent reg is t ra t ion  fee  is $50. Connecticut w i l l  
begin processing agent regis t ra t ions  through the Central Registration Depository 
System (CRD) on August 29, 1983. CRD w i l l  enable NASD member firms t o  reg is te r  
t h e i r  agents i n  Connecticut through the system. The NASD w i l l  col lect  regis- 
t r a t i o n  and renewal fees  f o r  these agents and remit them t o  the State. 

FormU-4(i) i s  used t o  apply f o r  reg is t ra t ion  as an agent of issuer. Form 
U-4(i) may be obtained from the BrokerDealer and Investment Adviser Registra- 
t i o n  Section. Proof tha t  the agent has passed the Uniform S ta t e  Agent Law 
Examination (USALE) or  the  exam f o r  registered representatives must be submitted. 

Form U-5 should be submitted promptly upon termination of an agent's employ- 
ment with a par t icu la r  brokerdealer.  

Transfers of an agent from one firm t o  another may be accomplished by (1) the 
submission of a l e t t e r  from the agent requesting such t ransfer ,  (2) the  submission 
of a l e t t e r  from the new firm requesting the  transfer,  and (3 )  t he  submission of 
FormU-5 by the former employer t o  the Division or  t o  the  NASD f o r  processing 
through the CRD System. 



Form ADV i s  used when applying f o r  r e g i s t r a t i o n  a s  an investment adviser.  
This  form is a l s o  used f o r  amendments. A $250 i n i t i a l  r e g i s t r a t i o n  f e e  is re- 
qui red  f o r  appl ica t ions .  

The Connecticut Form SC-3 i s  used when applying f o r  r e g i s t r a t i o n  a s  an 
investment adv i se r  agent. No examination i s  required. The r e g i s t r a t i o n  f e e  is $50. 

Reg i s t r a t ion  of Broker-Dealers. Agents, 
Investment Advisers and Investment Adviser Agents 

A r e g i s t r a t i o n  i s  not e f f e c t i v e  u n t i l  formally entered upon t h e  Reg i s t e r  
and appropr ia te  no t i ce  i s  forwarded t o  t h e  applicant .  

A l l  r e g i s t r a t i o n s  expi re  December 3 1  of each year. A renewal invoice  w i l l  
be  mailed out at t h a t  time with a  $150 f e e  f o r  t h e  b r o k e r d e a l e r  f i rm and a $30 
f e e  f o r  each agent. Payment of the  invoice c o n s t i t u t e s  renewal. NASD members 
may renew t h e i r  agents  through CRD. 

A l l  r e g i s t r a n t s  a r e  reminded t h a t  they have a  duty t o  update t h e i r  o r i g i n a l  
appl ica t ions .  This  is accomplished by f i l i n g  amendments. 

A statement of f i n a n c i a l  condit ion must be f i l e d  with each new broker-dealer 
o r  investment adv i se r  applicat ion.  For b r o k e r d e a l e r s ,  such statement of 
f i n a n c i a l  condi t ion  (1) s h a l l  be i n  such d e t a i l  as w i l l  d i sc lose  t h e  na ture  
and amount of a s s e t s  and l i a b i l i t i e s  and t h e  ne t  worth of such b r o k e r d e a l e r ,  
and (2) conta in  a  computation of h i s  aggregate indebtedness and ne t  c a p i t a l  
which s h a l l  comply wi th  the  requirements app l i cab le  t o  t h e  business of such 
b r o k e r d e a l e r  under Rule 15(c) (3) (1)  under t h e  S e c u r i t i e s  Exchange Act o r  under 
t h e  net  c a p i t a l  r u l e  of t h e  na t ional  s e c u r i t i e s  exchange of which such b r o k e r  
d e a l e r  is o r  has i n  good f a i t h  f i l e d  an app l i ca t ion  t o  become a member. 

Annual f i l i n g  of audited f i n a n c i a l  s tatements  must be accomplished not more 
than  60 days fol lowing t h e  end of t h e  calendar o r  f i s c a l  year. 

Current r e g i s t r a t i o n  s t a t i s t i c s  a s  of June 1983 a r e  as follows: 

B r o k e r d e a l e r s  834 . B r o k e r d e a l e r  Agents 20,761 
Investment Advisers 246 
Investment Adviser Agents 986 
Agents of I s s u e r  265 

S ta f f  Respons ib i l i t i e s  

Broker-dealer and investment adviser  r e g i s t r a t i o n s  - Maryellen Meara. 

New broker-dealer agent  r e g i s t r a t i o n s  - Tia  Damato. 



New investment adviser agent regis t ra t ions  and agent of i s suer  regis t ra-  
t ions  - Doris Kinsley. 

Agent t ransfers ,  terminations, reinstatements and address changes - Olympia Thompson. 

Financial f i l i n g s  and b i l l i ng  procedures - Thomas Dolan. 

Secre ta r ia l  support - Ann Cody 

Agent of Issuer 

Writers and ca l l e r s  frequently question the examination requirements 
f o r  agents of issuer. Section 36-500-6(g) of the  Regulations of Connecticut 
S t a t e  Agencies pronulgated pursuant t o  Chapter 662 of the  Connecticut General 
S ta tu tes  s ta tes :  

Each applicant fo r  reg is t ra t ion  as an agent sha l l  supply 
evidence t o  t he  commissioner tha t  he or  she has taken and 
successfully passed an examination given by the Securi t ies  
and Exchange Commission or an independent sel f  regulating 
group of the secur i t i es  industry registered with the 
Secur i t i es  and Exchange Commission before his  or her appli- 
cation w i l l  be considered for  any action whatsoever by the 
connnissioner. 

The Banking Commissioner accepts the Uniform S ta t e  Administrators S t a t e  Law 
Examination (USASLE) t o  s a t i s f y  the examination requirement f o r  agents of issuer.  
Arrangements t o  take the USASLE examination may be made with the National 
Association of Securi t ies  Dealers. 

CRD COMES TO CONNECTICUT 

Since Connecticut is one of the  f i ve  la rges t  s t a t e s  i n  the  number of secur i t i es  
agents registered, we welcome entry i n to  the nationwide computerized centralized 
system f o r  reg is t ra t ion  of secur i t i es  agents. The system 5s known as  the Cen- 
t r a l  Registration Depository ("CRD"). 

.* 

The CRD system i s  the product of cooperative e f f o r t s  between secur i t i es  
regulatory agencies ( s t a t e  and federal)  and secu r i t i e s  industry associations. 
Under the CRD system, a secur i t i es  agent f i l e s  one reg is t ra t ion  application 
central ly  with the National Association of Securi t ies  Dealers, Inc. (NASD) and 
indicates  i n  which s t a t e s  he desires t o  be registered. 

Although we ant ic ipate  an increase i n  the number of regis t rants ,  we expect 
t o  be able t o  be t t e r  service regis t rants  through the  elimination of papervork. 
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Effect ive August 29, 1983, a l l  agent registrations,  t ransfers ,  terminations, 
a s  well as  yearend  renewal f i l i n g s  by NASD members only, w i l l  be accomplished 
en t i r e ly  through the CRD. 1 

A l l  f i l i n g s  with the appropriate fee  of $50.00 must be sent to: 1 
NASAAINASD Central Registration Depository 
Post Office Box 37441 
Washington. D.C. 20013 

A l l  checks forwarded t o  the CRD i n  payment fo r  agent applications m u s t  
be made payable t o  the "National Association of Securi t ies  Dealers. Inc." Make 
sure  that  the s t a t e  block for  Connecticut i s  checked on Form U-4 and Form U-5 
f i l i ngs .  

NASD members not familiar with CRD f i l i n g  procedures should review NASD 
Notice t o  Members 81-7 t o  avoid f i l i n g  deficiencies. 

SECURITIES & BUSINESS 
OPPORTUNITY REGISTRATION SECTION 

This section is responsible f o r  the regis t ra t ion of secur i t i es ,  business 
opportunit ies and tender offers;  f o r  receiving documents and any fees required t o  be 
f i l e d  i n  connection with cer ta in  exempt transactions; and f o r  responding t o  
inqui r ies  regarding regis t ra t ion and the ava i lab i l i ty  of exemptions and exclusions. 

Securi t ies  f o r  which a regis t ra t ion statement has been f i l e d  with the Sec- 
u r i t i e s  and Exchange Commission may be registered by coordination. A regis t ra t ion 
statement containing the application t o  reg is te r  secur i t i es  (Form U-1 or  CT-3). 
a l l  applicable documents l i s t e d  i n  item 8 on the application, the appropriate 
f i l i n g  fee  and the names of any broker-dealer or agent of the issuer registered 
under the Connecticut Uniform Securi t ies  Act who w i l l  offer  the  securi t ies  m s t  
be f i l ed .  A f ee  of $300 i s  required f o r  reg is t ra t ion  of secur i t i es  of an open- 
end investment company or  uni t  investment t rust .  Registration of a l l  other 
s ecu r i t i e s  requires a f i l i n g  fee  of one-tenth of one percent of the  maximum ag- 
gregate offering price of secur i t i es  t o  be offered i n  t h i s  s t a t e ,  such fee  not 
t o  exceed f i f t e e n  hundred dol lars  ($1500.00) nor t o  be less  than three hundred 
do l l a r s  ($300.00). 

Upon receipt  of the reg is t ra t ion  statement, the Section w i l l  notify the  
applicant of the  date of receipt  and the need t o  f i l e  addit ional documentation. 
A review w i l l  then be undertaken t o  determine whether the  offering materials 
provide f u l l  disclosure and whether a stop order need be issued pursuant t o  the  
provisions of Section 36-489 of the Connecticut Uniform Securi t ies  Act. Any amend- 
ments t o  the  materials f i l e d  rmst be promptly submitted f o r  review and redlined t o  
i nd ica t e  changes. 



Registrat ion by Coordination 

A reg is t ra t ion  f i l e d  by coordination i s  effective concurrently with SEC 
effect iveness  provided the  r eg i s t r a t i on  statement (including required docu- 
mentation) has been on f i l e  f o r  a t  l e a s t  f i f t e e n  (15) days; a notice of the  min- 
imum and loaximum offer ing prices and maximum commissions has been on f i l e  f o r  at 
l e a s t  two days; no s top order i s  i n  e f fec t ;  and the  applicant has infowed the  
Section of the date and time of SEC effectiveness and the  contents of the  f i n a l  
p r ic ing  amendment. An order evidencing effectiveness and providing requirements 
f o r  maintaining the  reg is t ra t ion  w i l l  be issued upon wri t ten notice of the  
f i n a l  pr ic ing information and the  da te  and time of SEC effectiveness. 

Registrat ion by Qual i f icat ion 

Any secur i ty  may be registered by qualif ication.  The application, appro- 
p r i a t e  f i l i n g  fee,  and information and offering c i rcu la r  required by Section 
36-487 of the Connecticut Uniform Securi t ies  Act, together with a cross-reference 
sheet  indicat ing the  presence of required information must be f i l ed .  The regis- 
t r a t i o n  statement w i l l  be reviewed f o r  f u l l  disclosure and t o  deterudne whether 
a s top order need be issued pursuant t o  the  provisions of Section 36-489 of the 
Connecticut Uniform Securi t ies  A c t .  Any amendments t o  the  materials f i l e d  must 
be promptly submitted fo r  review and redlined t o  indicate changes. A regis- 
t r a t i o n  by qual i f icat ion i s  e f fec t ive  when the  Commissioner so orders. 

Exemptions 

P r iva t e  placement exemption f i l i n g s  (including f i l i n g s  fo r  offerings exempt 
under Rules 505 and 506 of Regulation D or  under Section 4(2) of the  Securi t ies  
Act of 1933) must comply with the  provisions of the  Banking Commissioner's order 
dated May 4, 1983. (See the following discussion of the  order issued pursuant t o  
sect ion 36-490(b)(9)(C) of the Connecticut Uniform Securi t ies  Act ) .  

I s suers  proposing t o  o f fe r  Secur i t ies  i n  rel iance upon most other exemp- 
t i ons  from reg is t ra t ion  mst submit a consent t o  service of process appointing 
t h e  Banking Commissioner a s  agent f o r  service  (Form U-2) together with a cover 
l e t t e r  indicat ing re l iance on the  appropriate exemption. The Section w i l l  ac- 
knowledge receipt  of the  consent t o  service  of process. 

Discussion of the Order Issued Pursuant t o  
Section 36-490(b)(g)(C) of the  Connecticut Uniform Securi t ies  Act 

On May 4, 1983 t h e  Banking Commissioner issued an order pursuant t o  Sec- 
t i o n  36-490(b)(9)(C) of Chapter 662 of the  Connecticut General Sta tutes ,  the  
Connecticut Uniform Securi t ies  Act ( the "Act"). This order coordinates the  
exemptive provisions of Rules 505 and 506 of Regulation D a s  well as offerings 
exempt under Section 4(2) of the  Securi t ies  Act of 1933 with Sections 36-490 



(b)(g)(A) and 36-490(b)(9)(B) of t h e  Act. The Banking Commissioner's s t a f f  
reviews t h e  information received f o r  s t r ic t  compliance wi th  t h e  order. 

An i s s u e r  who proposes t o  i s s u e  a s e c u r i t y  i n  r e l i ance  upon Sect ion 36-490 
(b)(9)(A) of t h e  Act and Rule 506 of Regulation D o r  Sect ion  36-490(b)(9)(B) of 
t h e  Act and Rule 505 of Regulation D must provide t h e  Commissioner with t h e  
fol lowing information: 

1. P r i o r  t o  t h e  f i r s t  s a l e  of s e c u r i t i e s  i n  t h i s  s t a t e :  
- I 

a. A no t i ce  on FormD manually s igned by a person duly authorized 
by t h e  i ssuer .  

b. A consent t o  s e r v i c e  of process executed pursuant t o  Sect ion 
36-502(g) of the  A c t .  

c. An undertaking by t h e  i s s u e r  t o  f u r n i s h  t o  t h e  Commissioner, upon 
w r i t t e n  request ,  t h e  information furnished by t h e  i s s u e r  under 
Rule 502(b)(2) of Regulation D,  17 C.F.R. Sect ion  230.502(b), and 
under paragraph 5(C)(3) of t h e  order  dated Hay 4, 1983 t o  any pur- 
chaser  i n  t h i s  s t a t e .  

d. A $25 f i l i n g  f e e  made payable t o  "Treasurer, S t a t e  of Connecticut." I 
2. A second no t i ce  on Form D must be f i l e d  with t h e  Commissioner no 

l a t e r  than 15 days a f t e r  t h e  l a s t  s a l e  of s e c u r i t i e s  i n  t h i s  sKte. 
The second no t i ce  must r epor t  t h e  i s s u e r ' s  name and the  information 
requi red  by P a r t  C of FormD and any mater ia l  change i n  the  f a c t s  as 
s e t  f o r t h  i n  P a r t s  A & B of t h e  f i r s t  notice. 

An i s s u e r  which does not propose t o  o f f e r  a s e c u r i t y  i n  r e l i ance  
on Regulation D but r a t h e r  on t h e  exemption i n  Sect ion  36-490(b)(9)(A) 
of t h e  Act and Sect ion  4(2) of t h e  S e c u r i t i e s  Act of 1933, a s  amended, 
s h a l l  provide t h e  Commissioner wi th  t h e  following information p r i o r  t o  
t h e  f i r s t  s a l e  of s e c u r i t i e s  i n  t h i s  state: 

a. A n o t i c e  manually signed by a person duly authorized by t h e  i s sue r .  
.. The no t i ce  s h a l l  contain t h e  i s s u e r ' s  name and address; t h e  name of 

t h e  i s s u e r ' s  o f f i c e r s ,  d i r e c t o r s ,  genera l  pa r tne r s  o r  persons occupy- 
i n g  a s i m i l a r  s t a t u s ;  a br ief  desc r ip t ion  of t h e  s e c u r i t i e s  t o  be 
sold;  t h e  s e l l i n g  price;  t h e  amount of s e c u r i t i e s  t o  be sold; and t h e  
name of any reg i s t e red  b r o k e r d e a l e r  o r  agent who may s e l l  t h e  s e c u r  
i t i e s .  

b. A consent t o  se rv ice  of process form executed pursuant t o  Sect ion  
36-502(g) of t h e  Act. 



c. An undertaking by the issuer  t o  furnish t o  the  Commissioner, upon 
wri t ten request, any offering materials used i n  connection with the 
s a l e  of the secur i t i es  i n  t h i s  s ta te .  

d. A $25 f i l i n g  fee  made payable t o  Treasurer ,  S t a t e  of Connecticut." 

The May 4, 1983 order superseded a pr ior  order issued pursuant t o  Section 
36-490(b)(9)(C) of the Act on September 3, 1982. 

The May 4, 1983 order d i f f e r s  from the September 3, 1982 order i n  tha t ,  
with respect t o  offerings exempt under Regulation D, the May 4, 1983 order: 

1 )  Clar i f ies  that  the general Regulation D requirements, including the 
f i l i n g  of a notice on Form D do - not apply t o  a "straight 4(2)" offering. 

2 )  Incorporates the provisions of Regulation D t o  a greater degree, thus 
streamlining the language of the order and making i t  easier  t o  u n d e r  
stand. 

3 )  Alters  the mandatory 15% commission ceiling. The May 4, 1983 order imposes 
such a ce i l ing  only i f  a statement itemizing any commissions, discounts 
and other similar remuneration (excluding legal ,  accounting and print- 
ing  fees )  paid or given d i rec t ly  or  indirect ly  i n  connection with the 
s a l e  i s  not f i l e d  with the Commissioner pr ior  t o  the f i r s t  s a l e  i n  
t h i s  s t a t e  and is not given t o  each purchaser i n  t h i s  s t a t e  pr ior  t o  a 
s a l e  t o  that  purchaser. The May 4, 1983 order contains the proviso tha t  
t h e  requirement for  itemization of commissions does not affect  the 
necessity f o r  those disclosures required by Rule 502 of Regulation D 
and paragraph 5(C)(3) of the order. The May 4,  1983 order a l so  removes 
the  express provision tha t  any commissions, discounts or  other s imilar  
remuneration be paid or  given only t o  Connecticut-registered b r o k e r  
dealers or  agents. 

4 )  The May 4, 1983 order a l t e r s  the so-called "bad boy provisions" t o  
provide tha t  an exemption w i l l  not be denied i f  the person subject t o  
t he  administrative order or judgment i s  currently licensed t o  conduct 
securi t ies-re la ted business where the administrative order or  judg- 

.- ment was entered. 

5)  The May 4, 1983 order c l a r i f i e s  the jur isdict ional  limits of the order 
by inser t ing  the phrase "in t h i s  s t a t e "  where appropriate. 

6 )  The May 4, 1983 order a l t e r s  t he  provision concerning l imita t ions  on 
resa le  for  Regulation D offerings t o  make i ts  meaning correspond with 
t h a t  of the  federa l  secur i t i es  provision. 



7 )  The May 4, 1983 order  provides t h a t  f a i l u r e  t o  f i l e  a no t i ce  on Form D 
w i l l  not ,  i n  and of i t s e l f ,  c o n s t i t u t e  grounds f o r  t h e  den ia l  of an 
exemption under paragraphs 5(A)(2) o r  5(B) of t h e  order. The con- 
missioner ,  however, may suspend t h e  r i g h t  t o  use  such exemptions i n  
t h e  f u t u r e  i f  he f i n d s  t h a t  such no t i ce  has not  been f i l e d  with re- 
spec t  t o  more than one t ransac t ion .  

8 )  The May 4, 1983 order  imposes a general  no t i ce  f i l i n g  requirement f o r  
" s t r a i g h t  4 (2 )"  of fer ings .  

Copies of the  May 4,  1983 order  a r e  a v a i l a b l e  upon request. 

Business Opportunity O f f e r i n ~ s  

Business opportunity o f fe r ings  may be r eg i s t e red  by submitting t h e  appli-  
c a t i o n  f o r  r e g i s t r a t i o n  (Form CBOIA-1) and consent t o  se rv ice  of process 
(Form CBOIA-2) together  with the  d i sc losu re  document required under Sect ion  
36-506 of the  Connecticut Business Opportunity Investment Act, a copy of any 
con t rac t s ,  agreements, brochures o r  o the r  documents r e l a t i n g  t o  t h e  business 
opportunity and t h e  required $200.00 f i l i n g  fee. The d isc losure  document and 
agreements w i l l  be reviewed f o r  f u l l  d isc losure  and t o  determine i f  t h e  require- 
ments of Sect ions  36-507 and 36-509 of the  Connecticut Business Opportunity 
Investment Act a r e  met. I n  addi t ion ,  a l l  mater ia ls  f i l e d  w i l l  be reviewed t o  
determine whether they contain information incons is tent  with t h a t  provided i n  
t h e  d i sc losu re  document and whether it w i l l  be necessary f o r  the  s e l l e r  t o  
provide a bond o r  trust account pursuant t o  t h e  provisions of Sect ion  36-507 
of the  Connecticut Business Opportunity Investment Act. 

I n q u i r i e s  

Persons i n t e r e s t e d  i n  determining whether a s e c u r i t y  o r  business oppor- 
t u n i t y  has been e f f e c t i v e l y  r eg i s t e red  o r  whether a f i l i n g  has been made i n  
connection wi th  an exemption from r e g i s t r a t i o n  may telephone Jean  Foto 
a t  (203) 566-4560 ext .  69. I n q u i r i e s  regarding r e g i s t r a t i o n  requirements, 
t h e  a v a i l a b i l i t y  of exemptions o r  exclusions o r  genera l  i n q u i r i e s  may be 
d i r e c t e d  t o  t h e  following: 

(203) 566-4560 
S e c u r i t i e s  Reg i s t r a t ions  Virg in ia  Hughes o r  William Olesky ext.  82 and 71 
P r i v a t e  Placements Margot T. O'Grady ext.  83 
Business Opportunit ies  Beth J. Briggs ext. 70 



ADVISORY INTERPRETATION REQUEST PROCEDURE 

The Securi t ies  and Business Investments Division of the Department of 
Banking is often asked t o  give lega l  advice regarding Chapter 662 of the 
Connecticut General Statutes ,  The Connecticut Uniform Securit ies Act, and 

Chapter 662a of the  Connecticut General Statutes ,  the  Connecticut Business 
Opportunity Investment Act. Employees of the Department of Banking authorized 
by the Banking Commissioner may issue writ ten advisory interpreta t ions  of 
these chapters. 

The Department of Banking i s  not a subs t i tu te  f o r  pr ivate  lega l  counsel. 
Therefore, p r ior  t o  sending a writ ten inquiry t o  t h i s  department, you should 
review the f a c t s  with your counsel. I f  you and your counsel require the  
ass is tance of the Department, you may request tha t  the Department review 
your s i t ua t ion  and i ssue  an advisory interpretation.  

When requesting an advisory interpreta t ion the following procedure, 
should be used and w i l l  f a c i l i t a t e  an expeditious response. 

1. Sta t e  what section of the  s t a t u t e  or  regulations the request concerns. 

2. Sta t e  the f ac t  s i tua t ion  accurately and include a copy of a l l  
relevant documents including offering materials, contracts, etc. 

3. Sta t e  the  l ega l  issues  presented by your request. 

4 .  Present counsel's analysis of the  issues and counsel's 
conclusions. I f  counsel has not s ta ted  an opinion, provide 
the Department with your analysis of the issues  presented and 
your conclusions. 

The Department i s  not required t o  respond t o  such requests and w i l l  not 
consider requests based on hypothetical f ac t s ,  past  transactions or  (nameless 
par t ies ) .  A l l  pa r t ies  mst be f u l l y  ident i f ied and the f a c t s  s ta ted completely 
and accurately. Requests f o r  advisory interpreta t ions  may require i n  depth 
review and therefore, requests involving complex issues should be submitted 
su f f i c i en t ly  i n  advance t o  permit adequate time f o r  review. Expedited treatment 
is not possible f o r  ambiguous requests. 

Advisory interpreta t ions  are  provided only f o r  the  use of the person 
requesting them. Facts or  conditions different  from those presented may 
require d i f fe ren t  conclusions and persons other than those requesting the 
opinion or  l e t t e r  should not re ly  on it. 

Requests f o r  advisory interpreta t ions  should be directed to: 



Caleb Nichols, Director 
Securi t ies  and Business Investments Division 
Department of Banking, Room 229 
S ta t e  Office Building 
165 Capitol Avenue 
Bartford, CP 06106 

Cynthia Antanait is ,  Assistant Counsel 
Department of Banking, Room 225 
S ta t e  Office Building 
165 Capitol Avenue 
Hartford, CT 06106 

NEW LEGISLATION 

Connecticut Unif o m  Securit ies Act 
Public Act 83-368 (effect ive May 26. 1983) 

On May 26, 1983, the  Governor signed i n t o  law Public Act 83-368 which made various 
changes t o  the Connecticut Uniform Securi t ies  Act ( the  "Act "). Summarized are  
t he  most important changes. They a re  effect ive as  of Hay 26, 1983. 

Changes Affecting Broker-Dealer, Agent. Investment Adviser and Investment 
Adviser Agent Registration 

. Section 36-471(b) of the Act, which defines "agent", has been amended. No 
longer is there an automatic exclusion from the "agent" def ini t ion for  p e r  
eons representing an i s suer  i n  effect ing transactions exempted by Section 
36-490(b)(9) of the Act. Consequently, there is no automatic exclusion for  
persons effect ing transactions i n  secur i t i es  exempt under Section 4(2) of the  
'Secur i t i es  Act of 1933, Rule 506 of Regulation D or  Rule 505 of Regulation D. 

. Section 36-471(b) of the  Act has a l so  been amended t o  provide that  agene ra l  
par tner  (vs. a limited partner) of a brokerdealer  or i s suer  is an agent only 
i f  he otherwise comes within the def ini t ion of "agent" and only i f  he receives 
compensation directly or indirect ly  re la ted t o  purchases or  sales  of s e c u r  
i t i e s .  

. The def in i t ion  of "broker-dealer" found i n  Section 36-471(c) of the  Act has 
been amended t o  remove the exclusion f o r  persons with no place of business i n  
t h i s  s t a t e  who do not d i r ec t  more than 15 offers  t o  s e l l  o r  buy In to  Conn- 
ec t i cu t  during any period of twelve consecutive months. 

. The def in i t ion  of "investment adviser agent" found i n  Section 36-471(g) of 
t he  A c t  has been amended t o  remove the automatic exclusion for  partners of 
an investment adviser. Like off icers  or  directors ,  partners now may be con- 
s idered investment adviser agents i f  they otherwise come within that  defin- 
i t i on .  



. The amendment t o  Section 36-474(c) no longer makes i t  necessary f o r  offers  
o r  sa les  regarding o i l ,  gas or  mining limited partnerships, or ce r t i f i ca t e s  
of i n t e r e s t  or par t ic ipat ion i n  o i l ,  gas o r  mining t i t l e s  o r  leases,  or i n  
payments out of production under such t i t l e s  or leases t o  be effected 
through a Connecticut-regfstered brokerdealer.  

. Fee Increases 

- Brokerdealer  reg is t ra t ion  fee: $250 

- Investment adviser reg is t ra t ion  fee: $250 

- Agent reg is t ra t ion  fee: $50 

- Investment adviser agent reg is t ra t ion  fee: $50 

- Investment adviser agent t ransfer  fee: $50 

- Agent t ransfer  fee: $50 

- Brokerdealer  renewal fee: $150 per  year 

- Investment adviser renewal fee: $150 per year 

- Agent renewal fee: $30 per year 

- Investment adviser agent renewal fee: $30 per year 

Changes Affecting Securi t ies  Registration 

. The amendment t o  Section 36-486(c) ( regis t ra t ion by coordination) requires the  
reg is t ran t  t o  notify the Commissioner of the date when the federal  registra- 

t i o n  statement has become effect ive ra ther  than when it i s  expected t o  be- 
come effective.  The Commissioner then has 5 business days (formerly one 
business day) t o  advise the regis t rant  as t o  whether a l l  conditions have been 
s a t i s f i e d  and whether the Commissioner contemplates i n s t i t u t i ng  a proceeding 
under Section 36-489 (stop order). 

. &anges i n  Calculation of Registration Fees (Section 36-488(b)) 

- A $300 f l a t  f ee  only applies t o  secur i t i es  issued by a face-amount ce r t i f i -  
c a t e  company or  redeemable secur i t i es  issued by an open-end management 
company or  un i t  investment t r u s t  as  defined i n  the  Investment Company A c t  
of 1940. 

- A l l  other reg is t ran ts  must pay a nonrefundable f i l i n g  fee  of one tenth of 
one percent of the maximum aggregate offering price of secur i t i es  t o  be 
offered i n  Connecticut. That f ee  cannot be more than $1500 o r  less than $300. 



. Exemptions 

- The amendment t o  Sect ion 36-490(b)(9) of t h e  Act e f f e c t i v e l y  imposes a $25.00 
f e e  f o r  a l l  f i l i n g s  made i n  connection with o f fe r ings  exempt under 1 )  Sec t ion  
4(2)  of the  S e c u r i t i e s  Act of 1933 and Sect ion  36-490(b)(g)(A) of t h e  Act 
2)  Rule 506 of Regulation D and Sect ion  36-490(b)(9)(A) of t h e  Act and 3 )  Rule 
505 of Regulation D and Sect ion 36-490(b)(9)(B) of t h e  Act. 

. Consent t o  Service  of Process 

-Section 36-502(g) has been amended t o  provide t h a t  i s s u e r s  such a s  t h e  
United S t a t e s ,  a s t a t e ,  Canada o r  a fore ign  government with which the  U.S. 
maintains diplomatic  r e l a t i o n s  need not f i l e  a consent t o  se rv ice  of process. 
Note t h a t  t h e  exception does not apply t o  p o l i t i c a l  subdivisions o r  instrument- 
a l i t i e s  of a s t a t e .  

Connecticut Business Opportunity Act 
Pub l i c  Act 83-217 ( e f f e c t i v e  May 26, 1983) 

On May 26, 1983, the  Governor signed i n t o  law Pub l i c  Act 83-217 which amended 
Chapter 662a of t h e  Connecticut General S t a t u t e s ,  The Connecticut Business Oppor- 
t u n i t y  Act. The most s i g n i f i c a n t  changes a r e  described below. 

1) P.A. 83-217 amended t h e  d e f i n i t i o n  of "business opportunity" contained i n  
Sec t ion  36-504(6) of the  Act t o  d e l e t e  redundant language i n  subdivisions 
(C) and (D) r e f e r r i n g  t o  p r o f i t a b i l i t y  s ince  representa t ions  of p r o f i t  
a r e  i m p l i c i t  i n  a l l  business opportunity t ransact ions.  Sect ion 36-504(6)(D) 
was a l s o  amended t o  remove t h e  one-hundred d o l l a r  f l o o r  and thus t r i g g e r  
t h e  app l i ca t ion  of the  Act i n  cases where a business opportunity s e l l e r  
r ep resen t s  t h a t  he w i l l  f u rn i sh  purchaser-investors with a s a l e s  program 
o r  marketing program. 

2 )  P.A. 83-217 a l s o  s e t  f o r t h  i n  d e t a i l  what s t e p s  business opportunity 
s e l l e r s  would have t o  t ake  t o  e f f e c t  a post-sale r e g i s t r a t i o n  under Sec- 
t i o n  36-505(e) of the  Act. 

3 )  The reference  t o  "consideration" i n  Sect ion  36-506(a) of t h e  Act was de- 
l e t e d ,  thus  requi r ing  t h a t  purchaser-investors who provide any money o r  
t h i n g  of value t o  a business opportunity s e l l e r  o r  t o  any person designa- 
t e d  by t h e  s e l l e r  t o  receive such money o r  th ing  of value be provided 

- -  wi th  a d i sc losu re  document p r i o r  t o  t h e  time such money o r  th ing  of value 
i s  furnished.  Under t h e  amendments, s e l l e r s  are a l s o  required t o  fu rn i sh  
more timely d isc losures  and t o  d i s c l o s e  information regarding persons 
r ep resen t ing  the  s e l l e r  i n  o f fe r ing  o r  s e l l i n g  business oppor tuni t ies  
i n  Connecticut. 

4 )  Sect ion  36-508(b) of t h e  Act was amended t o  requi re  business opportunity 
s e l l e r s  t o  f i l e  more complete f i n a n c i a l  information with the  Commissioner. 
Only f i n a n c i a l  s tatements  f o r  t h e  most recent  f i s c a l  year ,  however, would 
have t o  be audited. 



5 )  The amendments would a l s o  modify t h e  provis ions  of Sect ion  36-508(e) of 
t h e  Act t o  provide 1) a de minims exemption from t h e  r e g i s t r a t i o n ,  
s p e c i f i c  d isc losure ,  bonding and f i l i n g  provisions of Chapter 662a f o r  
c e r t a i n  small o f fe r ings ,  sub jec t  t o  f u r t h e r  modif icat ion,  withdrawal, 
condi t ioning  o r  waiver by order  of t h e  Commissioner; 2 )  t h a t  t h e  Cow 
missioner  may by regula t ion  o r  order  exempt o ther  business opportunity 
t r ansac t ions  where such an exemption would be i n  the  pub l i c  i n t e r e s t  o r  
f o r  t h e  p ro tec t ion  of purchaser-investors due t o  t h e  l imi t ed  cha rac te r  
of the  business opportunity o r  because t h e  business opportunity is 
adequately regulated by f e d e r a l  law; 3 )  t h a t  t h e  Cordmissioner may by 
order  deny, suspend o r  revoke any exemption; and 4 )  t h a t  t h e  burden 
of proving an exemption i s  on t h e  person claiming it. 

Exemptive Order Under Sect ion  36-508(e)(l )(B) 
of t h e  Business Opportunity Investment Act 

I n  connection with the  amendments t o  Sect ion  36-508(e) of Chapter 662a of t h e  
Connecticut  General S t a t u t e s ,  t h e  Banking Commissioner i ssued an order  on June 21, 
1983 de f in ing  t h e  term " t o t a l  amount a p u r c h a s e r i n v e s t o r  becomes obligated t o  pay" 
as used i n  t h e  exemptive provisions of Sect ion  36-508(e)(l)(A). The order  def ines  
t h e  term t o  inc lude  tender  of money o r  currency; m a t e r i a l s  o r  products valued at  
f a i r  market value; s e c u r i t i e s  and escrow depos i t s  o r  payment f o r  performance 
guarantees. The order  a l s o  def ines  the  term t o  inc lude  payment f o r  1 )  promotion- 
a l  l i t e r a t u r e  o r  a s s i s t a n c e  i n  adver t i s ing  o r  marketing; 2) t h e  r e n t a l  o r  p u r  
chase of space, l oca t ion  o r  equipment; 3) a s s i s t a n c e  i n  operat ions se t -up ,  o r  
gan iza t ion  o r  financing; 4 )  t r a in ing ;  5 )  i n i t i a l  o r  s ta r t -up  inventory, mate? 
ia ls  o r  supplies;  and 6 )  profess ional  advice provided by t h e  seller o r  on t h e  
seller's behalf.  
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