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In addition to this outline, several other sources of information about issues involving the
Division of Corporation Finance are available in the "Current SEC Rulemaking" section of the
Securities and Exchange Commission’s web site, Afttp://www.sec.gov:

o Releases, Staff Legal Bulletins, Staff Accounting Bulletins

e Division of Corporation Finance: Frequently Requested Accounting and Financial
Reporting Interpretations and Guidance

e Division of Corporation Finance: Current Accounting and Disclosure Issues in the Division
of Corporation Finance

e Division of Corporation Finance: Manual of Publicly Available Telephone Interpretations
(including updates)
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¢ A number of the forms and regulations administered by the Division are available in the
"Small Business Information" section of the web site.

I. DIVISION ORGANIZATION AND EMPLOYMENT OPPORTUNITIES

The Division's organizational structure follows:

Division Director - David B. H. Martin (202) 942-2800

Deputy Director - Michael McAlevey (202) 942-2810

Operations

Principal Associate Director (Disclosure Operations)

- Shelley Parratt (202) 942-2830

Associate Director (Disclosure Operations)

- James Daly

Associate Director (Disclosure Operations)

- William L. Tolbert,Jr.

Disclosure Support

Associate Director (Legal)
- Martin P. Dunn (202) 942-2890
Associate Director (Regulatory Policy)

- Mauri Osheroff (202) 942-2840

Associate Director (Chief Accountant)
- Robert Bayless (202) 942-2850
Senior Counsel to the Director

- Anita Klein (202) 942-2980

Assistant Directors

Health Care and Insurance

- Jeffrey P. Riedler (202) 942-1840
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Consumer Products

- H. Christopher Owings (202) 942-1900

Computers and Office Equipment
- James Daly (202) 942-1800
Natural Resources

- Roger Schwall (202) 942-1870

Transportation and Leisure

- William L. Tolbert, Jr. (202) 942-1850

Manufacturing and Construction

- Steven Duvall (202) 942-1950
Financial Services

- Todd Schiffiman (202) 942-1760
Real Estate and Business Services
- Paula Dubberly (202) 942-1960
Small Business

- Richard Wulff (202) 942-2950
Electronics and Machinery

- Peggy Fisher (202) 942-1880
Telecommunications

- Barry Summer (202) 942-1990
Structured Finance and New Products
- Mark W. Green (202) 942-1940

Other Offices

Office of Chief Counsel

- (vacant), Chief (202) 942-2900
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Office of Mergers and Acquisitions

- Dennis O. Garris, Chief (202) 942-2920
Office of International Corporate Finance

- Paul Dudek, Chief (202) 942-2990

Office of EDGAR and Information Analysis

- Herbert Scholl, Chief (202) 942-2930

Division Employment Opportunities for Accountants and Attorneys

Accountants

The Division has about 110 staff accountants with specialized expertise in the various industry
offices. The Division provides a fast-paced, challenging work environment for accounting
professionals. Our staff works on hot IPOs and current and emerging accounting issues. We
influence accounting standards and practices and interact with the top professionals in the
securities industry.

A staff accountant’s responsibilities include examining financial statements in public filings and
finding solutions to the most difficult and controversial accounting issues. A minimum of three
years’ experience in a public accounting firm or public company dealing with SEC reporting is
required. If you want to experience a unique learning opportunity and explore the depth and
breadth of accounting theory, principles, and practices, call (202) 942-2960 for information on
employment opportunities in the Division.

Attorneys

The Division has about 130 attorneys who process filings and draft and interpret regulations.
Every year, we recruit top law school graduates, and from time to time have positions for lateral
applicants with solid legal skills and experience. Applicants should demonstrate an ability to
accept major responsibilities. We prefer applicants who have had experience in securities
transactions involving public companies. It is also helpful, but not necessary, if applicants have
accounting and/or business training.

Responsibilities include analyzing and commenting on disclosure documents in public offerings,
including those relating to mergers and acquisitions. The positions involve working directly with
companies, their executives, underwriters and investment banking firms, outside counsel and
outside accountants. The work involves innovative financing and business structures. Interested
persons should send resumes to -- Division of Corporation Finance, U.S. Securities and
Exchange Commission, 450 Fifth Street, N.-W., Washington, D.C. 20549.

II. MERGERS AND ACQUISITIONS

In addition to the matters in this section, see Section IX.I. below, "Financial Statements in
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Hostile Exchange Offers."

A. Regulation of Takeovers and Security Holder Communications

On October 22, 1999, the Commission adopted a new regulatory scheme for business
combination transactions and security holder communications (Securities Act Release No.
7760). The new rules and amendments became effective January 24, 2000. The amendments
significantly update the existing regulations to meet the realities of today’s markets while
maintaining important investor protections. Specifically, the amendments reduce restrictions on
communications, balance the regulatory treatment of cash and stock tender offers, and update,
simplify and harmonize the disclosure requirements.

1. Reduce Restrictions on Communications

The Securities Act, as well as the proxy and tender offer rules, restrict communications. The new
rules and amendments relax these restrictions by permitting the dissemination of more
information on a timely basis without triggering the need to file a mandated disclosure
document. Under the new scheme, a complete disclosure document still must be provided before
a security holder may vote or tender securities, but other communications regarding the
transaction are permitted. This should permit more informed voting and tendering decisions. The
content of communications is not restricted, but anyone relying on the new rules must file
written communications relating to the transaction on the date of first use, so that all security
holders have access to the information. In particular, the amendments permit more
communications:

e before the filing of a registration statement relating to either a stock merger or a stock
tender offer transaction;

e before the filing of a proxy statement (regardless of the subject matter or contested nature
of the solicitation); and

e regarding a proposed tender offer without "commencing" the offer and requiring the filing
and dissemination of specified information.

The amendments also harmonize the various communications principles applicable to business
combination transactions under the Securities Act, tender offer rules and proxy rules.
Confidential treatment of merger proxy statements is retained, but only under limited
circumstances. Under the new scheme, if parties to a transaction publicly disclose information
beyond that specified in Rule 135, the proxy statement must be filed publicly. If a proxy
statement is filed confidentially, but later the parties disclose information beyond Rule 135, then
the proxy statement must be re-filed publicly.

2. Balance the Regulatory Treatment of Cash and Stock Tender
Offers

Registered stock tender offers (exchange offers) are subject to regulatory delays not imposed on
cash tender offers. A cash tender offer may commence as soon as a tender offer schedule is filed
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and the information disseminated to security holders, while an exchange offer may not
commence before a registration statement is filed and becomes effective. The delay associated
with exchange offers may cause some bidders to favor cash over stock as consideration in a
business combination transaction. In addition, the different regulatory treatment can give a
bidder offering cash a timing advantage over a competing bidder offering stock. The amendments
adopted balance the regulatory treatment of cash and stock tender offers to the extent
practicable.

Under the new rules third-party or issuer exchange offers may commence as early as the filing of
a registration statement, or on a later date selected by the bidder, before effectiveness of the
registration statement. As a result, a bidder offering securities will not need to wait until
effectiveness to commence an exchange offer. Early commencement is not mandatory, but rather
at the election of the bidder. A bidder may file a registration statement, wait for staff comments,
if any, and then decide to commence its offer. Any securities tendered in the offer could not be
purchased until after the registration statement becomes effective, the minimum 20 business day
tender offer period has expired, and all material changes are disseminated to security holders
with adequate time remaining in the offer to review and act upon the information. A bidder need
not deliver a final prospectus to security holders. Security holders may withdraw tendered
securities at any time before they are purchased by the bidder.

3. Updating, Simplifying and Harmonizing the Disclosure
Requirements

The procedural and disclosure requirements for business combination transactions vary
depending upon the form of the transaction. The amendments clarify and harmonize many of the
requirements. The amendments also make the requirements easier to understand and facilitate
compliance with the regulations.

The substantive disclosure requirements for tender offers, going-private transactions and other
extraordinary transactions remain substantially the same, but are moved to one central location
within the rules, called "Regulation M-A." In some cases, harmonization reduces the disclosure
requirements. The amendments also update the rules in several respects. The more significant
amendments:

e combine the existing schedules for issuer and third-party tender offers into one new
schedule available for all tender offers, called "Schedule TO";

require a plain English summary term sheet in all tender offers, mergers and going-private
transactions, except when the transaction is already subject to the plain English
requirements of the Securities Act rules;

update and generally reduce the financial statements required for business combinations;

require pro forma and related financial information in negotiated cash tender offers when
the bidder intends to engage in a back-end securities transaction;

permit an optional subsequent offering period after completion of a tender offer during
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which security holders can tender their shares without withdrawal rights;

e revise Rule 13e-1, which requires issuers to report intended repurchases of their own
securities once a third-party tender offer has commenced, so that the required information
need not be disseminated to security holders and to provide an exclusion from the rule for
certain periodic, routine purchases;

o conform the current security holder list requirement in the tender offer rules with the
comparable provision in the proxy rules so that the list will include non-objecting
beneficial owners; and

e clarify the rule that prohibits purchases outside a tender offer (Rule 10b-13), codify prior
interpretations of and exemptions from the rule; add several new exceptions to the rule,
and redesignate it as new Rule 14e-5.

B. Cross-Border Tender Offers, Rights Offers and Business
Combinations

The Commission has adopted exemptive provisions to facilitate the inclusion of U.S. investors in
tender and exchange offers, business combinations and rights offerings for the securities of
foreign companies. (Securities Act Release No. 7759 (October 22, 1999)).

1. Reasons for the Exemptions

Although it 1s very common for U.S. persons to hold securities of foreign companies, they often

are unable to participate fully in tender offers, rights offerings and business combinations
involving those securities. Offerors often exclude U.S. security holders due to conflicts between
U.S. regulation and the regulation of the home jurisdiction or the perceived burdens of
complying with multiple regulatory regimes.

In tender offers where the bidder is offering its own securities and rights offers where existing
shareholders are offered the opportunity to buy more stock, in the absence of an exemption
(such as the new exemptions contained in the release), inclusion of U.S. holders would require
registration under the Securities Act. Registration requires the issuer to provide to shareholders
financial statements prepared in accordance with U.S. accounting standards. Also, the issuer
would incur an ongoing reporting obligation in the United States.

2. Harmful Effects of Excluding U.S. Investors

U.S. investors often are unable to receive the full benefits offered to other investors in these
types of offshore transactions. When bidders exclude the U.S. security holders from tender or
exchange offers, the U.S. investors are denied the opportunity to receive the full value of the
premium offered for their shares. (In some cases, these holders may eventually have their
securities acquired in a compulsory acquisition when the offeror completes the acquisition.)
Similarly, when issuers exclude their U.S. security holders from participation in rights offerings,
the U.S. investors lose the opportunity to retain their relative ownership position or possibly to
purchase at a discount. (In some instances, they may be able to receive the cash value of their
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rights.)

These offshore transactions may affect the interests of the U.S. investors in the foreign securities,
regardless of whether they receive information about the transaction or are able to participate
directly in the offer. For example, market activity in the stock after announcement of a tender
offer may affect the price of the stock. Even though U.S. investors cannot participate in the
tender offer, they must react to the event by deciding whether to sell, hold, or buy additional
securities. Offerors will often take affirmative steps to prevent their informational materials from
being disseminated in the United States as a means to avoid triggering U.S. regulatory
requirements. U.S. investors, therefore, must make this decision without the benefit of
information required by either U.S. or foreign securities regulation.

3. The Exemptions

The new exemptions balance the need to promote the inclusion of U.S. investors in these types
of cross-border transactions against the need to provide U.S. investors with the protections of the
U.S. securities laws. The U.S. anti-fraud and anti-manipulation rules and civil liability provisions
will continue to apply to these transactions. The rule changes became effective January 24,
2000.

New provisions in the tender offer rules exempt:

o tender offers for the securities of foreign private issuers from most provisions of the
Exchange Act and rules governing tender offers when U.S. security holders hold 10
percent or less of the foreign company’s securities that are subject to the offer (the "Tier I
exemption").

o tender offers from certain limited provisions of the Securities Exchange Act of 1934 and
rules governing tender offers when U.S. security holders hold 40 percent or less of a
foreign private issuer’s securities that are subject to the offer (the "Tier Il exemption"). The
Tier II exemption represents a codification of current exemptive and interpretive positions
that eliminate frequent areas of conflict between U.S. and foreign regulatory requirements.

e tender offers for the securities of foreign private issuers from Rule 10b-13 of the Exchange
Act (redesignated Rule 14e-5 in the Regulation M-A rulemaking), which will permit
purchases outside the tender offer during the offer when U.S. security holders hold 10
percent or less of the subject securities.

In addition, two new exemptions from the Securities Act registration and Trust Indenture Act
provisions exempt:

e under new Rule 801, rights offerings of equity securities by foreign private issuers from the
registration requirements of the Securities Act when U.S. security holders hold 10 percent
or less of the securities.

e under new Rule 802, securities issued in an exchange offer, merger or similar transaction
for a foreign private issuer from the registration requirements of the Securities Act and the
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qualification requirements of the Trust Indenture Act when U.S. security holders hold 10
percent or less of the subject class of securities.

Some of the more significant changes from the November 1998 proposals include:

e The U.S. ownership thresholds for the Rule 801 and Rule 802 registration exemptions have
been increased from five to 10 percent.

e Under a "cash-only alternative" for Tier I tender offers, bidders will be permitted to offer
cash in the United States while offering securities offshore without violating the equal
treatment requirements of the tender offer rules. The bidder must have a reasonable basis to
believe that the cash being offered to U.S. security holders is substantially equivalent to the
value of the consideration being offered to non-U.S. holders.

e Holders in both rights offerings and exchange offers would receive restricted stock under
Rule 144 only to the extent their existing holdings were restricted. We had proposed
treating all securities issued in rights offerings as restricted.

e In determining U.S. ownership, an offeror would be required to "look through" the record
ownership of certain brokers, dealers, banks or nominees holding securities for the
accounts of their customers. Ten percent holders, foreign or domestic, are excluded from
the calculation, rather than just foreign 10 percent holders as had been proposed.
Securities held by the bidder also are excluded from the calculation.

C. Current Issues

1. Disclosure Issues Arising in Tender Offers for Limited

Partnership Units

Several tender offers for limited partnership interests have commenced where the price offered is
significantly below the amount originally paid for the units, prices paid for the interests in the
secondary markets, and/or recent appraisals of the assets owned by the partnership. Some of
these tender offers have been conducted by the general partner of the limited partnership, while
others have been conducted by unaffiliated parties.

Since most of these transactions have been structured as cash offers for less than all of the
outstanding limited partnership units, these transactions generally have not been subject to the
roll-up or going private rules, both of which require enhanced disclosure regarding the fairness
of the transaction and any conflicts of interests presented by the party making the transaction.
However, many of the same concerns that led to the development of a specialized regulatory
scheme for roll-ups of limited partnerships are raised by these transactions -- notably the conflict
of interest presented by the participation of affiliated entities in purchasing the limited
partnership interests and the inability of these investors to realize fair market value for their
interests through a trading market, as opposed to accepting what is perceived as an "inadequate
offer."
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In preparing disclosure documents for these transactions, bidders are advised to remember that
the 1991 release adopting the roll-up provisions specifically addresses transactions which,
although by definition not roll-ups, raise similar concerns. The release states that the disclosure
required by the roll-up rules must be considered from an antifraud perspective (Securities Act
Release No. 6922 (October 30, 1991)). Bidders are also advised to provide balanced disclosure
as required by Securities Act Release No. 6900 (June 17, 1991), including describing risks of the
transaction in bullet form on the cover page, providing a detailed table of contents and writing
the document in "plain English."

The staff is closely reviewing the disclosure in these transactions and expects that bidders,
whether or not affiliated with the general partner, will provide investors with sufficient
disclosure to consider adequately the conflicts presented by any affiliation between the bidder
and the general partner and disparities between the value of their interests and the consideration
offered, including whether any reports or appraisals that are materially related to the transaction
have been prepared by a third party. Financial information relating to the partnership also
should be provided, such as selected financial data required by Item 301 of Regulation S-K. If
the target partnership is a real estate limited partnership, disclosure comparable to that required
by Items 14 (description of real estate) and 15 (operating data) of Form S-11 should be
provided. An unaffiliated bidder is required to disclose only information that is otherwise
publicly available unless it has received non-public information from the target, in which case
the non-public information also would need to be disclosed. Soliciting dealer fees or any other
payments to brokers, dealers or agents for soliciting tenders should be prominently disclosed in
the offering documents.

2. Investment Banking Firm Disclaimers

Boards of directors of companies soliciting shareholder voting and/or investment decisions in
connection with mergers and other extraordinary transactions often retain investment banking
firms as financial advisors, in many cases to render an opinion on the financial fairness of the
transaction. In connection with its review of proxy statements, Securities Act registration
statements and other Commission filings made in this context, the staff increasingly has observed
the appearance of disclaimers by or on behalf of the financial advisor regarding shareholders'
right to rely on a fairness opinion that the advisor has furnished to the registrant's board, a
special committee of the board, and/or the registrant. Examples of such disclaimers include the
following:

o "No one other than the Board of Directors [or the Special Committee and/or the
Company] has the right to rely on this opinion;"

o "This opinion is provided solely/only to the Board of Directors [or the Special
Committee and/or the Company]:"

o "This opinion is solely/only for the benefit of the Board of Directors [or the Special
Committee and/or the Company];"

o "No one may rely on this opinion without the prior consent of the Financial Advisor;"
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and

o "This opinion is addressed [solely/only] to the Board of Directors [Special Committee
and/or the Company] and is not intended to be relied upon by any shareholder."

During the review and comment process, the staff has objected to such statements as inconsistent
with the balance of the registrant's disclosure addressing the fairness to shareholders of the
proposed transaction from a financial perspective. Specifically, the staff has requested that any
such direct or indirect disclaimer of responsibility to shareholders, whether made by or on behalf
of the financial advisor, be deleted from any portion of the disclosure document in which it
appears (including exhibits). Alternatively, the registrant may add an explanation that clarifies:

(a) the basis for the advisor's belief that shareholders cannot rely on its
opinion, including (but not limited to) whether the advisor intends to
assert the substance of the disclaimer as a defense to shareholder claims
that might be brought against it under applicable state law;

(b) whether the governing state law has addressed the availability of such a
defense to the advisor in connection with any such shareholder claim; if
not, a statement must added that the issue necessarily would have to be
resolved by a court of competent jurisdiction; and

(c) that the availability or non-availability of such a defense will have no
effect on the rights and responsibilities of the board of directors under
governing state law, or the rights and responsibilities of the board or the
advisor under the federal securities laws.

3. Identifying the Bidder in a Tender Offer

Rule 14d-1(c)(1) of Regulation 14D defines "bidder" in a tender offer as "any person who makes
a tender offer or on whose behalf a tender offer is made." The term bidder, for Regulation 14D
purposes, does not include an issuer that makes a tender offer for its own securities. Each bidder
in a tender offer subject to Regulation 14D must file a Schedule TO and disseminate the
information required by that schedule.

The determination of who is the bidder does not necessarily stop at the entity used to make the
offer and purchase the securities. Rule 14d-1(c)(1) also requires persons "on whose behalf" the
tender offer is being made to be included as bidders. For instance, where a parent company
forms an acquisition entity for the purpose of making the tender offer, both the acquisition entity
and the parent company are bidders even though the acquisition entity will purchase all
securities tendered. The staff views the acquisition entity as the nominal bidder and the parent
company as the real bidder. They both should be named bidders in the Schedule TO. Each offer
must have at least one real bidder, and there can be co-bidders as well.

The fact that the parent company or other persons control the purchaser through share
ownership does not mean that the entity is automatically viewed as a bidder. Instead, we look at
the parent's or control person's role in the tender offer. Bidder status is a question that is
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determined by the particular facts and circumstances of each transaction. A similar analysis of
bidder status is made in a tender offer subject only to Regulation 14E. When we analyze who is
the bidder, some relevant factors include:

1. Did the person play a significant role in initiating, structuring, and negotiating the tender
offer?

2. Is the person acting together with the named bidder?

3. To what extent did or does the person control the terms of the offer?

4. Is the person providing financing for the tender offer, or playing a primary role in obtaining

financing?

Does the person control the named bidder, directly or indirectly?

Did the person form the nominal bidder, or cause it to be formed?, and

7. Would the person beneficially own the securities purchased by the named bidder in the
tender offer or the assets of the target company?

AN D

One or two of these factors may control the determination, depending on the circumstances.
These factors are not exclusive.

We also consider whether adding the person as a named bidder means shareholders will receive
material information that is not otherwise required under the control person instruction,
Instruction C to Schedule TO. However, this issue is not dispositive of bidder status. A person
who qualifies as a bidder under Rule 14d-1(c)(1) must be included as a bidder on the Schedule
TO even if the disclosure in the Schedule TO will not change as a result. Instruction C elicits
information about the control persons of the bidder. Merely disclosing the Instruction C
information does not eliminate the requirement that the real bidder sign the Schedule TO and
take direct responsibility for the disclosure. Where the real bidder does not sign the Schedule
TO and does not provide the required disclosure, the parties run the risk of having to extend the
offer to provide a full 20 business day period for shareholders to consider the new information.

If a named bidder is an established entity with substantive operations and assets apart from those
related to the offer, the staff ordinarily will not go further up the chain of ownership to analyze
whether that entity's control persons are bidders. However, it still would be possible for other
parties involved with the offer to be co-bidders. The factors listed above would be used in the
analysis. In addition, we would consider the degree to which the other party acted with the
named bidder, and the extent to which the other party benefits from the transaction.

4. Schedule 13E-3 Filing Obligations of Issuers or

Affiliates Engaged in a Going-Private Transaction

Generally, Exchange Act Rule 13e-3 requires that each issuer and affiliate engaged, directly or
indirectly, in a going-private transaction file a Schedule 13E-3 with the Commission and furnish
the required disclosures (e.g., the statement of "reasonable belief" as to the fairness or unfairness
of the proposed transaction) directly to the holders of the class of equity securities that is the
subject of the transaction. A joint filing may be permissible in this situation, provided each filing
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person individually makes the required disclosures and signs the Schedule 13E-3.

Two separate but related issues may be raised with respect to the determination of "filing-
person" status in situations where a third party proposes a transaction with an issuer that has at
least one of the requisite "going-private" effects: first, what entities or persons are "affiliates" of
the issuer within the scope of Rule 13e-3(a)(1) and, second, when should those affiliates be
deemed to be engaged, either directly or indirectly, in the going-private transaction. Resolution
of both issues necessarily turns on all relevant facts and circumstances of a particular
transaction. The following considerations should be noted:

(a) The staff consistently has taken the position that members of senior management
of the issuer that is going private are affiliates of that issuer. Depending on the
particular facts and circumstances of the transaction, such management also might be
deemed to be engaged in the transaction. As a result, such management-affiliates may
incur a Schedule 13E-3 filing obligation separate from that of the issuer. For
example, the staff has taken the position that members of senior management of an
issuer that will be going private are required to file a Schedule 13E-3 where the
transaction will be effected through merger of the issuer into the purchaser or that
purchaser's acquisition subsidiary, even though:

(1) such management's involvement in the issuer's negotiations with the
purchaser is limited to the terms of each manager's future employment with
and/or equity participation in the surviving company; and

(i1) the issuer's board of directors appointed a special committee of outside directors
to negotiate all other terms of the transaction except management's role in the
surviving entity.

An mmportant aspect of the staff's analysis was the fact that the issuer's management
ultimately would hold a material amount of the surviving company's outstanding
equity securities, occupy seats on the board of this company in addition to senior
management positions, and otherwise be in a position to "control" the surviving
company within the meaning of Exchange Act Rule 12b-2 (i.e., "possession, direct or
indirect, of the power to direct or cause the direction of the management and policies
of a person, whether through the ownership of voting securities, by contract, or
otherwise.").

(b) Questions have arisen regarding the nature and scope of the Schedule 13E-3 filing
obligation of an acquiring person, or "purchaser," in a merger or other going-private
transaction. In the situation described in (a) above, where management of the issuer-
seller that will be going private is essentially "on both sides" of the transaction, the
purchaser also may be deemed to be an affiliate of the issuer engaged in the
transaction and, as a consequence, required to file on Schedule 13E-3. See Exchange
Act Release No. 16075 (August 2, 1979) (noting that "affiliates of the seller often
become affiliates of the purchaser through means other than equity ownership, and
thereby are in control of the seller's business both before and after the transaction. In
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such cases the sale, in substance and effect, is being made to an affiliate of the issuer
...."). Accordingly, the issuer-seller, its senior management and the purchaser may be
deemed Schedule 13E-3 filing persons in connection with the going-private
transaction. Where the purchaser has created a merger subsidiary or other acquisition
vehicle to effect the transaction, moreover, the staff will "look through" the
acquisition vehicle and treat as a separate, affiliated purchaser the intermediate or
ultimate parent of that acquisition vehicle. Accordingly, both the acquisition vehicle
and the entity or person who formed it to acquire the issuer would have separate
filing obligations (although, as noted, a joint filing may be permitted by the staff).

III. ELECTRONIC FILING AND TECHNOLOGY

A. EDGAR

The Commission's Electronic Data Gathering, Analysis, and Retrieval ("EDGAR") system has
been operational since 1992, with mandated electronic filing by those subject to the Division's
review beginning in April 1993. Electronic filings are publicly available on a 24-hour delayed
basis in the "EDGAR Database" area of the Commission’s web site, Attp.://www.sec.gov. This
area also contains other information about EDGAR, including an outline entitled "Electronic
Filing and the EDGAR System: A Regulatory Overview." The following events are of current
interest:

* 1. EDGAR Modernization and Related Rule Amendments

On June 22, 1998, the Commission awarded to TRW, Inc. a three year contract for the
modernization of the EDGAR System, with options for contract extensions for up to five years.
The EDGAR architecture will be converted to an Internet-based system using Hyper Text
Markup language ("HTML") as the filing format, and also will support the attachment of
graphical files. The new system is expected to reduce costs and efforts of preparing and
submitting electronic filings, as well as permit more attractive and readable documents.

On May 17, 1999, the Commission issued Securities Act Release No. 7684 adopting new rules
and amendments to existing rules and forms in connection with the first stage of EDGAR
modernization. The rules became effective June 28, 1999.

On June 28, the Commission began accepting live filings submitted in HTML, as well as
documents submitted in the currently required American Standard Code for Information
Interchange ("ASCII") format. Filers have the option of accompanying their required filings with
unofficial copies in Portable Document Format ("PDF"). Filers also are encouraged to submit
test filings that include documents in HTML and PDF format.

On April 24, 2000, the Commission issued Securities Act Release No. 7855 adopting rule
amendments in connection with the next stage of EDGAR modernization, which was
implemented May 30, 2000. The release addresses the following new features of the system and
related rule changes:

o the ability to include graphic and image files in HTML documents;
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o the expanded ability to use hyperlinks in HTML documents, including links between
documents within a submission and to previously filed documents on our public web
site EDGAR database at www.sec.gov; and

o the addition of the Internet as an available means of transmitting filings to the
EDGAR system.

The release removes the requirement for filers to submit Financial Data Schedules, effective
January 1, 2001. It also removes diskettes as an available means of transmitting filings to the
EDGAR system, effective July 10, 2000. All other rule changes became effective May 30, 2000.

The proposing release (Securities Act Release No. 7803, February 25, 2000) solicited comments
on the concept of requiring more filings to be made electronically, such as Forms 3, 4, 5, 144,
and foreign private issuer filings. The Commission will consider the comments received in
connection with future rule proposals.

2. Paper Filings No Longer Accepted

The Commission has adopted a new electronic filing rule (Rule 14 of Regulation S-T) to make it
clear that it will no longer accept filings made in paper that should have been filed
electronically. See Release No. 33-7472 (October 24, 1997). The rule became effective January
1, 1998. If a filer submits a paper document required to be filed electronically, and does not
follow the appropriate procedures for a temporary or continuing hardship exemption outlined in
Rules 201 and 202 of Regulation S-T, the filing will not be accepted or processed. If the filing
desk receives a document by courier it will be given back to the courier, and if received through
the mail or other delivery service, it will be returned by mail.

* B. Electronic Delivery of Information

The Commission has issued a series of interpretive releases and rules addressing the use of
electronic media to deliver or transmit information under the federal securities laws. These
initiatives reflect the Commission’s continuing recognition of the benefits that electronic
technology provides to the financial markets. These releases are premised on the belief that the
use of electronic media should be at least an equal alternative to the use of paper delivery.

1. 1995 Interpretive Release

The first interpretive release (Securities Act Release No. 7233 (Oct. 6, 1995)) provides guidance
to issuers who use electronic media to comply with the applicable delivery requirements of the
federal securities laws. Information distributed through electronic means may be viewed as
satisfying the delivery requirements of the federal securities laws if it results in the delivery to the
intended recipients of substantially equivalent information as they would have had if the
information were delivered in paper form. The release advises issuers to consider the following;

o Has timely and adequate notice been provided to the investor that the information is
available?
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o Does the investor have access to the information? Specifically:
o is it practically accessible?
o is it available on-line for as long as a delivery requirement applies?

o does the investor have the opportunity to retain the information or have ongoing
access equivalent to personal retention?

o is it available in paper upon request?

o Does the selected distribution method provide reasonable assurance that it will result
in delivery? Examples for consideration by persons with delivery obligations include:

o an investor has given an informed consent to receive the information through a
particular electronic medium and been provided appropriate notice and access;

o there is evidence that the investor actually received the information (for example,
electronic mail return receipt or confirmation of downloading);

o the information is provided by facsimile to an investor who has provided a fax
machine number;

o the investor has accessed an electronic document with hypertext linking to a
document required to be delivered; or

o an investor returns an order form available only through an electronically delivered
document.

The release also contains numerous examples applying these concepts to specific fact situations.

2. 1996 Interpretive Release and Rulemaking

The second interpretive release primarily addresses issues associated with the electronic delivery
of information by broker-dealers, transfer agents and investment advisers under certain Exchange
Act and Advisers Act rules (Securities Act Release No. 7288 (May 9, 1996)). The release also
contains a section following up the 1995 release with additional examples.

At the same time, the Commission also adopted a number of technical amendments to its rules
and forms intended to codify some interpretations set out in the 1996 release (Securities Act
Release No. 7289 (May 9, 1996)). Most changes relate to rules that require distribution of
information by mail, or rules that require presentation of information in a specified type size or
font, or in red ink or bold-face type. For example, if a rule requires presentation of a legend
using a specified type size and font, the rule now provides that if an electronic medium is used,
the legend must be presented using any means reasonably calculated to draw attention to it.

3. 2000 Interpretive Release

The most recent interpretive release addresses a number of questions concerning the use of
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electronic media under the federal securities laws (Securities Act Release No. 7856 (Apr. 25,
2000)).

a. Electronic Delivery

The release resolves several issues arising out of the 1995 and 1996 releases on the use of
electronic media to satisfy delivery obligations under the federal securities laws. In brief, the
release:

o clarifies that, in addition to written consent, investors and security holders may
consent to electronic delivery of documents telephonically, as long as the consent is
obtained in a manner that assures its validity and a record of the consent is retained;

o permits market intermediaries (such as broker-dealers and banks) to obtain consent to
electronic delivery of documents on a "global," multiple-issuer basis, as long as the
consent is informed;

o clarifies that issuers and market intermediaries may deliver documents electronically
in portable document format, or PDF, as long as investors and security holders are
adequately informed of the requirements to download PDF and are provided with any
necessary software and assistance;

o clarifies that a hyperlink embedded within a prospectus or any other document
required to be filed or delivered under the federal securities laws causes the
hyperlinked information to be a part of that document; and

o clarifies that the close proximity of information on a web site to a public offering
prospectus does not, by itself, make that information an "offer to sell," "offer for sale"
or "offer" within the meaning of the federal securities laws.

b. Web Site Content

The release also provides guidance on an issuer’s responsibility under the anti-fraud provisions
of the federal securities laws for information on a third-party web site to which the issuer has
established a hyperlink and for its web site communications when conducting a public offering.

(i) Responsibility for Hyperlinked Information

Issuers have been concerned that by establishing a hyperlink from their corporate web sites to
information on a third-party web site they may be held liable for any material misstatements
contained in the hyperlinked information. The release confirms that the attribution of
hyperlinked information on the third-party web site to an issuer depends on the facts and
circumstances of the particular situation. Hyperlinked information will be considered to be
"adopted" by an issuer if the issuer, explicitly or implicitly, has endorsed or approved the
hyperlinked information. The release discusses three, non-exclusive factors that are relevant in
answering this question: the context of the hyperlink, the risk of investor confusion and the
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presentation of the hyperlinked information.

(ii) Web Site Content When in Registration

The release reminds issuers that, when in registration, their web site content, like their other
communications to the securities markets, is subject to Section 5 of the Securities Act. Issuers
are directed to the Commission’s long-standing guidance on permissible business and financial
communications while in registration and instructed on how to apply this guidance to their
Internet web sites. This guidance (which was originally directed only to publicly-traded
companies) is extended to non-reporting issuers conducting initial public offerings as well.

c. Registered Offerings

The release discusses two fundamental legal principles that have shaped, and will continue to
shape, the Commission's view on the evolving practices for conducting online registered
offerings. First, offering participants can neither sell, nor make contracts to sell, a security before
effectiveness of the related registration statement. Consequently, no offer to buy may be
accepted and no part of the purchase price may be received for a security until the registration
statement becomes effective. Second, until delivery of the final prospectus has been completed,
offers cannot be made outside of a Section 10 prospectus (except in connection with business
combinations). The Commission reserves the development of detailed procedures for conducting
online registered offerings to further staff interpretation and Commission regulatory action as it
gains more experience through the review and comment process.

d. Private Placements Under Regulation D

The 1995 release indicated that an issuer’s use of a web site in connection with a purported
private offering would constitute a "general solicitation" and disqualify the offering as "private."
Subsequently, the staff issued interpretive guidance to a registered broker-dealer and an affiliated
entity that proposed to invite previously unknown prospective investors to complete a
questionnaire posted on the affiliate’s web site in order to build a database of accredited and
sophisticated investors for the broker-dealer. The guidance permitted prospective investors, once
qualified to access a password-restricted web page containing information about private
offerings, so long as they were restricted to participating in offerings posted on the web site after
they had opened an account with the broker-dealer. (See the discussion of the staff’s interpretive
letter to IPONET (July 26, 1996) in Section X.E. below.)

The release reminds issuers contemplating an online private offering and web site operators
purporting to facilitate these transactions that their offering activities must not involve a "general
solicitation." The release points out that one method of ensuring that a general solicitation is not
involved is to establish the existence of a "pre-existing, substantive relationship" and that,
generally, staff interpretations of whether a "pre-existing, substantive relationship" exists have
been limited to procedures established by broker-dealers in connection with their customers.
The presence or absence of a general solicitation, however, is always dependent on the facts and
circumstances of each particular case.
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In addition, web site operators need to consider whether the activities that they are undertaking
require them to register as broker-dealers under Section 15 of the Exchange Act. Generally,
broker-dealer registration is required to effect transactions in securities even where the securities
are exempt from registration under the Securities Act.

e. Technology Concepts

To facilitate any necessary regulatory action in the future, the release solicits comment on a
number of issues involving the use of electronic media under the federal securities laws,
including;

o the circumstances, if any, under which the requirement to deliver a disclosure
document could be satisfied by simply posting the document on an Internet web site;

o the circumstances, if any, under which an investor would be deemed to have
consented to electronic delivery of a disclosure document because the investor did
not affirmatively reject electronic delivery, so-called "implied consent";

o the circumstances, if any, under which the posting, rather than the direct delivery, of
electronic notice might constitute adequate notice of the availability of electronic
disclosure documents;

o issues that arise in the context of "electronic-only" offerings;

o the factors, if any, to be considered in determining anti-fraud liability for outdated
information on an issuer’s web site;

o permissible communications when in registration by businesses that operate solely
through their web sites; and

o issues associated with Internet discussion forums.

4. Additional Guidance

Guidance in this area also is provided by interpretive letters addressing particular issues
regarding electronic dissemination. See Section X of this outline. See also Section VIILA.S. for
guidance concerning on-line offerings and related communications.

C. Interpretive Release Relating to Use of Internet Web Sites to Offer
Securities, Solicit Securities Transactions or Advertise Investment
Services Offshore

The Commission issued an interpretive release on March 23, 1998, that provides guidance on the
application of the registration requirements of the U.S. securities laws to offers of securities or

23 of 88 1/10/2009 10:27 AM



AM2KProgram http://www2.acc.com/education2000/am/cm00/html/rulemaking. html

24 of 88

investment services made on Internet Web sites by foreign issuers, investment companies,
investment advisers, broker-dealers and exchanges. In the release (Securities Act Release No.
7516), the Commission expresses its views on when the posting of offering or solicitation
materials on Internet Web sites would not be considered to be an offering "in the United States."

The release states that, for purposes of the registration requirements only, offshore Internet offers
and solicitation activities would not be considered to be made "in the United States" if Internet
offerors implement measures that are reasonably designed to ensure that their offshore Internet
offers are not targeted to the United States or to U.S. persons. In the Commission’s view,
offshore Internet offers that are not targeted to the United States would not trigger the
registration requirements of the U.S. securities laws, even if U.S. persons are able to access the
Web site offers.

The interpretation suggests measures that Web site offerors could implement to guard against
targeting their offers to the United States. The measures outlined in the release are not exclusive.
Other procedures may suffice to guard against sales to U.S. persons. Under the interpretation’s
general approach, a foreign offeror could post an offer on its Web site without registering the
offer, if: 1) the offeror puts a meaningful disclaimer on the Web site that would specify intended
offerees by identifying the jurisdictions in which the offer is or is not being made; and 1i) the
offeror implements measures reasonably designed to prevent sales to U.S. persons.

The release explains that the measures suggested under the general approach may not be
adequate for U.S. offerors making offshore Internet offers. Because domestic offerors are very
likely to have significant contacts with the United States, and because investors may reasonably
assume SEC regulation of the Internet offers of domestic entities, the Commission believes that
U.S. offerors making offshore Internet offers should, in addition to following the general
approach, password protect their Web sites to ensure that only non-U.S. persons may access
their unregistered Web site offers.

Offerors may wish to post their offerings on third-party Internet sites or communicate with
offerees through forms of Internet communication that are more directed than through an
Internet Web site posting. Depending on the activities and status of the offerors, implementation
of the measures described under the general approach may not be adequate to guard against
targeting the United States. For example:

1. If an offeror seeks to have its offshore offer posted on the Web sites of third parties that are
acting on its behalf, such as Web site service providers or underwriters, the offeror should
only use third parties that employ at least the same level of precautions against targeting
the United States as would be adequate for the offeror to employ.

2. If; to generate interest in their offshore Internet offers, offerors use the services of
investment-oriented Web site sponsors that have a significant number of U.S. clients or
subscribers, then those offerors should employ measures to ensure that only non-U.S.
persons may access the offering materials on their Web sites.

3. Offerors that address or direct communications, such as e-mail, about their offers to
particular U.S. persons or groups must assume the responsibility of determining when their
offering communications are being sent to persons in the United States, and must fully
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comply with U.S. securities laws.

The release discusses issues that arise under the Securities Act of 1933 when foreign issuers
make offshore Internet offers at the same time they make other offers in the United States.
Offerors of concurrent offerings should consider whether, in addition to following the general
approach, they should implement more restrictive measures to avoid targeting the United States.
The release indicates that:

1. Offerors of concurrent offshore Internet and U.S. private offers may not use their Web site
offers as a means to solicit investors for their U.S. private offerings. The release suggests
two non-exclusive ways to reach that result. These offerors could either: 1) allow
unrestricted access to their offshore Internet offers, but implement procedures to identify
respondents to their Web site offers and restrict them from participating in their U.S.
private offers; or i1) limit access to their offshore Internet offers to only those respondents
who first provide the offerors with information indicating that they are not U.S. persons.

2. Offerors of concurrent offshore Internet and U.S. registered offers should keep in mind
U.S. securities laws limitations on pre-filing and waiting period communications.

In addition to addressing issues under the Securities Act of 1933, the release provides guidance
on the application of the general approach to the registration obligations under the Investment
Company Act of 1940, the Investment Advisers Act of 1940, and the broker-dealer and
exchange registration provisions under the Securities Exchange Act of 1934.

D. Year 2000 Disclosure Update

In August of 1998, we provided guidance for public companies with respect to their disclosure
obligations about Year 2000 issues and consequences. See Securities Act Release No. 7558. The
following discussion provides guidance with respect to public companies' ongoing Year 2000
disclosure obligations under Release No. 7558.

Do all companies have to continue to provide the disclosure the release describes?

No. A company must only continue to provide Year 2000 disclosure if:

¢ the company's remediation or preparation for the date change or actual date change events
had a material effect on the company's business, financial condition or results of
operations, or

¢ the company reasonably believes that Y2K related issues and consequences may have a
material effect on the company's business, results of operations or financial condition.

Must all companies update the disclosure they made in response to the release?

No. A company should update its disclosure if it reasonably believes disclosure is necessary to
make other statements the company has made not misleading.

Do all companies have to report what occurred on Y2K critical dates such as January 1,
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2000?

No. A company should provide disclosure if the effects of the date change had, or the company
reasonably believes the problems will have, a material effect on the company's business,
financial condition or results of operations.

What disclosure should a company provide with respect to the known effects of Y2K?

A company should provide disclosure with respect to any material Y2K related effects on its
business, financial condition or results of operations. Companies should follow the guidance of
Items 101 and 303 of Regulation S-K when providing disclosure.

What disclosure should a company provide about the effects of Y2K that may have
occurred internally or with third parties but of which the company is not yet aware?

A company should assess the probability of undiscovered problems and provide disclosure if it
reasonably believes the problems could have a material effect on its business, financial condition
or results of operations.

Securities Act Release No. 7558 does not specifically address dates other than January 1,
2000. Do all companies have to continue to address assessment, risk, cost and contingency
plans for any other critical Y2K dates such as February 29, 2000?

No. Each company should apply the analysis of Item 303 of Regulation S-K to its particular
facts and circumstances. If the company determines that it should provide disclosure under that
analysis, then the company should follow the guidance of Release No. 33-7558 as to the
appropriate disclosure.

E. Roadshows

Please see Section VL. A. of this outline. The significant no-action letters that the Division has
issued regarding the electronic transmission of roadshow presentations are summarized in
Section X.C. of this outline. In light of the pending rulemaking, the Division will no longer
respond to interpretive or no-action requests about roadshows.

IV. SMALL BUSINESS ISSUES

A. Recent Small Business Initiatives

The Commission has undertaken several initiatives to help small businesses, including the
following:

1. A special Corporation Finance headquarters unit specializes in small company filings and
the needs of small businesses, including crafting rules to lessen the burden of Commission's
regulation on these issuers. The telephone number for the unit is (202) 942-2950.

2. The Commission’s Internet site (http.//www.sec.gov) has been enhanced to provide
information specifically designed for small business and access to such Commission
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publications as "Q & A: Small Business and the SEC."

3. The Division has added a new section to the Small Business Information page on the
Commission's Internet site. The new section, Small Business Forms and Associated
Regulations, will provide guidance to small businesses as they prepare their SEC filings
under the Securities Act of 1933 and Securities Exchange Act of 1934. The new section
contains the text of a number of forms and regulations of interest to small businesses.
Hypertext links between the forms and the regulations are provided, and updates will be
made to reflect the adoption of new rules or changes to existing rules. More forms and
rules will be added in the future.

4. Since 1996, a number of town hall meetings between the Commission and small businesses
have been conducted throughout the United States. These town hall meetings convey basic
information to small businesses about fundamental requirements that must be addressed
when they wish to raise capital through the public sale of securities. In addition, the
Commission hopes to learn more about the concerns and problems facing small businesses
in raising capital so that programs can be designed to meet their needs, consistent with the
protection of investors. The most recent town hall meeting was held in Anchorage, Alaska
on November 10, 1999.

5. The 18th annual Government-Business Forum on Small Business Capital Formation was
held in Washington, D.C. on September 13-14, 1999. This platform for small business is
the only governmentally-sponsored national gathering for small business, which offers
annually the opportunity for small businesses to let government officials know how the
laws, rules and regulations are affecting their ability to raise capital. The next Government-
Business Forum will be in Texas in September of 2000.

B. Small Business Rulemaking

1. Rule 504 of Regulation D

On February 25, 1999, the Commission issued a release (Securities Act Release No. 7644)
adopting amendments to Rule 504, the limited offering exemption under Regulation D. Rule 504
permits non-reporting issuers to offer and sell securities to an unlimited number of persons
without regard to their sophistication or experience and without delivery of any specified
information. The aggregate offering price of this exemption is limited to $1 million in any
12-month period, and certain other offerings must be aggregated with the Rule 504 offering in
determining the available sales amount. Before these amendments were adopted, general
solicitation and advertising was permitted and the securities sold under this exemption could be
resold freely by non-affiliates of the issuer.

Unfortunately, there have been some disturbing developments in the secondary markets for some
securities initially issued under Rule 504, and to a lesser degree, in the initial Rule 504 issuances
themselves. These offerings generally involve the securities of "microcap" companies. Recent
market innovations and technological changes, most notably, the Internet, have created the
possibility of nation-wide Rule 504 offerings for securities of non-reporting companies that were
once thought to be sold locally.

As part of the Commission’s comprehensive agenda to deter registration and trading abuses,
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particularly by microcap issuers, in May 1998, the Commission proposed amendments to Rule
504 to eliminate the freely tradable nature of the securities issued under the exemption
(Securities Act Release No. 7541). Under the proposals, these securities could only have been
resold only after the one-year holding period of Rule 144, through registration, or through
another exemption (such as Regulation A) if available. The Commission also solicited comment
on an alternative to revise Rule 504 so it would be substantially similar to its pre-1992 format,
permitting public offerings only where the issuer complies with state registration processes that
require the preparation and delivery of a disclosure document to investors before sale of the
securities. Comment also was solicited on the appropriate treatment for offerings made under
certain state exemptions, such as the one recently developed for sales to accredited investors
(e.g., the Model Accredited Investor Exemption).

Almost all commenters objected to the proposal to make all securities issued in a Rule 504
transaction restricted, since it would require issuers to offer a substantial liquidity discount in all
Rule 504 issuances, even fully state registered ones, causing a significant reduction of capital.
Commenters believed that the alternative approach, which was to reinstitute the rule largely as it
had been in effect for a number of years before 1992, would be equally, if not more, effective. If
an issuer goes through state registration and must deliver a disclosure document to investors,
sufficient information ought to be available in the markets to permit investors to make more
informed investment decisions and thus deter manipulation of Rule 504 securities.

After consideration of the comments, the Commission decided to return to the pre-1992
approach, which should deter microcap fraud without unduly penalizing small businesses. As
amended, Rule 504 establishes the general principle that securities issued under the exemption,
just like the other Regulation D exemptions, will be restricted, and prohibits general solicitation
and general advertising, unless the specified conditions permitting a public offering are met.
These conditions are:

1. the transactions are registered under a state law requiring public filing and delivery of a
substantive disclosure document to investors before sale. For sales to occur in a state
without this sort of provision, the transactions must be registered in another state with such
a provision and the disclosure document filed in the state must be delivered to all
purchasers before sale in both states; or

2. the securities are issued under a state law exemption that permits general solicitation and
advertising, so long as sales are made only to accredited investors as that term is defined in
Regulation D.

Most Rule 504 offerings are private. Private Rule 504 offerings are still permitted for up to $1
million in a 12-month period, under the same terms and conditions, except for the specific
disclosure requirements, as offerings under Rules 505 and 506. Securities in these offerings
would be restricted, and these offerings would no longer involve general solicitation and
advertising.

In response to questions the staff has received about the Rule 504 amendments, we would like to
point that for public offerings registered under the provisions of a complying state registration
system (New York and the District of Columbia do not have such a system), such offerings must
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be made exclusively to the citizens of the state(s) of registration. Registration in one state and
attempted sale to the citizens of another state (except for New York and the District of
Columbia) would not meet the public offering requirements and also may violate the law of the
state where registration was not effected. Registration under a state law with sales to citizens of a
foreign jurisdiction would not meet the standards for a public offering under revised Rule 504.

2. Rule 701

On February 25, 1999, the Commission issued a release (Securities Act Release No. 7645)
adopting amendments to Rule 701 under the Securities Act of 1933, which allows private
companies to sell securities to their employees without the need to file a registration statement,
as public companies do. Rule 701 provides an exemption from the registration requirements of
the Securities Act for offers and sales of securities under certain compensatory benefit plans or
written agreements relating to compensation. The exemptive scope covers securities offered or
sold under a plan or agreement between a non-reporting company (or its parents or
majority-owned subsidiaries) and the company’s employees, officers, directors, partners,
trustees, consultants and advisors Before these amendments were adopted, the total amount of
securities that could be offered in the preceding 12 months could not exceed the greater of
$500,000 or an amount determined under one of two formulas (i.e., 15% of the issuer’s total
assets or 15% of the outstanding securities of the class being offered), but in no event more than
$5 million.

In February 1998, the Commission proposed a number of revisions to increase the flexibility and
usefulness of Rule 701, as well as to simplify and clarify the rule (Securities Act Release No.
7511). On February 25, 1999, the Commission issued an adopting release that:

1. removes the $5 million aggregate offering price ceiling and, instead, sets the maximum
amount of securities that may be sold in a year at the greatest of:

--$1 million (rather than the current $500,000);
--15% of the 1ssuer’s total assets; or
--15% of the outstanding securities of the class;

2. requires issuers to provide specific disclosure if more than $5 million worth of securities are
to be sold (i.e., a copy of the compensatory benefit plan or contract; a copy of the
summary plan description required by the Employee Retirement Income Security Act of
1974 ("ERISA"), or if the plan is not subject to ERISA, a summary of the plan’s material
terms; risk factors associated with investment in the securities under the plan or agreement;
and the financial statements required in an offering statement on Form 1-A under
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Regulation A);

. does not count offers for purposes of calculating the available exempted amounts;

4. harmonizes the definition of consultants and advisors permitted to use the exemption to the
narrower definition of Form S-8, thereby narrowing the scope of eligible consultants and
advisors;

5. amends Rule 701 to codify current and more flexible interpretations; and

6. simplifies the rule by recasting it in plain English.

W

Non-reporting foreign private issuers will be required to provide the same disclosure as
non-reporting domestic issuers if sales under Rule 701 exceed $5 million in a 12-month period.
When, and if, the Commission accepts international accounting standards or guidelines for filing
and reporting purposes, Rule 701 will be amended to allow theses standards to satisfy Rule
701’s financial statement disclosure obligations for foreign private issuers. For issuers making
smaller offerings, the foreign companies may continue to follow the rule as they have in the past,
which means that "home country" reports may be used, as necessary, to satisfy the antifraud
standards. However, both domestic and foreign private issuers that cross the $5 million barrier
will have to provide the disclosure required under Regulation A, which includes unaudited
financial statements. Where financial statements prepared in accordance with U.S. GAAP are not
provided by the foreign private issuer, a reconciliation to such principles must be attached.

These amendments to Rule 701 became effective on April 7, 1999. The changes to the rule are
not retroactive. Offers and sales made in reliance before the effective date will continue to be
valid if they meet the conditions of the rule before its revision.

Because of errors in the Federal Register version of the adopting release, a different way of
calculating the amount of the exempt offering appears in the Code of Federal Regulations than
that approved by the Commission. On November 5, 1999, the Secretary of the Commission
issued a release (Securities Act Release No. 7645A) to correct the errors. The correction deletes
a reference to the necessity of only making calculations based upon an annual balance sheet.
The original intention was to permit calculations to be made on the basis of interim balance
sheets as long as they were no older than the issuer’s most recent fiscal year end.

V. INTERNATIONALIZATION OF THE SECURITIES MARKETS

A. Foreign Issuers in the U.S. Market

Foreign companies raising funds from the public or having their securities traded on a national
exchange or the Nasdaq Stock Market are generally subject to the registration requirements of
the Securities Act and the registration and reporting requirements of the Exchange Act. The
Commission has provided a separate integrated disclosure system for foreign private issuers that
provides a number of accommodations to foreign practices and policies. These accommodations
include:

o interim reporting on the basis of home country and stock exchange practice rather
than quarterly reports;

o exemption from the proxy rules and the insider reporting and short swing profit
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recovery provisions of Section 16;

o aggregate executive compensation disclosure rather than individual disclosure, if so
permitted in an issuer's home country;

o acceptance of three International Accounting Standards relating to cash flow
statements (IAS # 7), business combinations (IAS # 22) and operations in
hyperinflationary economies (IAS # 21);

o offering document financial statements updated principally on a semi-annual, rather
than a quarterly basis; and

o an exemption from Exchange Act registration under Section 12(g) for foreign private
issuers that have not engaged in a U.S. public offering or whose securities are not
traded on a national exchange or the Nasdaq Stock Market.

Additionally, the Commission staff has implemented procedures to review foreign issuers'
disclosure documents on an expedited basis and in draft form, if requested by the issuer. This
helps to facilitate cross-border offerings and listings in light of potentially conflicting
home-country schedules and disclosure requirements.

Over the last five years, the number of foreign companies accessing the U.S. public markets has
increased dramatically. As of December 31, 1999, there were over 1200 foreign companies from
over 55 countries filing periodic reports with the Commission.

In addition to the topics discussed below in this "Internationalization" section, the Commission
has issued an interpretive release on offshore Internet offerings; see Section III.C.

B. Abusive Practices under Regulation S and Amendments to

the Rule

The Commission adopted Regulation S in 1990 to clarify the applicability of the Securities Act
registration requirements to offshore transactions. Since the adoption of Regulation S, a number
of abusive practices have developed involving unregistered sales of equity securities by U.S.
companies purportedly in reliance upon Regulation S. These transactions have resulted in
indirect distributions of those securities into the United States without the investor protection
provided by registration.

Regulation S has been used as a means of perpetrating fraudulent and manipulative schemes. In
these schemes, the securities are being placed offshore temporarily to evade U.S. registration
requirements, but the ownership of the securities never leaves the U.S. market, or a substantial
portion of the economic risk is left in or is returned to the U.S. market during the restricted
period, or there is no reasonable expectation that the securities could be viewed as coming to
rest abroad. In June 1995, the Commission issued an interpretive release that described certain
abusive practices under Regulation S and requested comment on whether the regulation should
be revised to limit its vulnerability to abuse, Securities Act Release No. 7190 (June 27, 1995).
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To address continued abuses of this rule, the Commission published for comment a proposal to
amend Regulation S, Securities Act Release No. 7392 (February 20, 1997). In February 1998,
the Commission adopted most of these proposed amendments, Securities Act Release No. 7505
(Feb. 17, 1998).

The amendments are designed to eliminate abusive practices under Regulation S, while
preserving the benefits of the rule for capital formation. As a result of these amendments,
securities offered and sold by domestic issuers pursuant to the Regulation S exemption will be
treated in a manner similar to securities sold under the Regulation D exemption from
registration.

The amendments to Regulation S affect offshore offerings of equity securities, including
convertible securities, by U.S. companies. The amendments are as follows:

1. Equity securities of domestic issuers placed offshore pursuant to Regulation S are classified
as "restricted securities" within the meaning of Rule 144, so that resales without
registration or an exemption from registration will be restricted;

2. To avoid confusion between the holding period for "restricted securities" under Rule 144
and the "restricted period" under Regulation S, the term "restricted period" is renamed the
"distribution compliance period;"

3. The distribution compliance period for these securities is lengthened from 40 days to one
year;

4. Certification, legending and other requirements, which were applicable only to sales of
equity securities by non-reporting issuers, are imposed on these equity securities;

5. Purchasers of these equity securities are required to agree that their hedging transactions
with respect to these securities will be conducted in compliance with the Securities Act,
such as Rule 144 thereunder; and

6. Domestic issuers are able to report sales of equity securities pursuant to Regulation S on a
quarterly basis, rather than on Form 8-K. This change in reporting requirement was not
effective until January 1, 1999, to allow Commission staff to monitor developments under
the new amendments.

In addition, the amendments codify an existing Commission interpretive position that resales of
these equity securities offshore do not "wash off" the restrictions applicable to these securities.

C. International Accounting Standards

The Commission has been working with the International Accounting Standards Committee
(IASC) through the International Organization of Securities Commissions (IOSCO) since 1987 in
an effort to develop a set of accounting standards for cross-border offerings and listings. The
IASC is an independent, private sector body that was formed in 1973 by the professional
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accounting bodies in the U.S. and eight other industrialized countries to improve and harmonize
accounting standards.

In July 1995, IOSCO and the IASC joined in an announcement that the IASC had developed a
work program focusing on a core set of standards previously identified by IOSCO as being the
necessary components of a reasonably complete set of accounting standards. The announcement
noted that completion of comprehensive core standards that are acceptable to the IOSCO
Technical Committee would allow the Technical Committee to recommend endorsement of the
standards for cross-border capital raising and listing purposes in all global markets.

In April 1996, the IASC announced that it had accelerated its work program, and the
Commission responded with a press release expressing support for the IASC's objective. The
Commission's statement noted that the standards should include a core set of accounting
pronouncements that constitute a comprehensive, generally accepted basis of accounting; that
the standards be of high quality, i.e., they must result in comparability and transparency, and
they must provide for full disclosure; and that the standards must be rigorously interpreted and
applied. In October 1997, the Commission published a report to Congress that discussed the
progress of the IASC. The report is available on the Commission’s web site.

The IASC has completed substantially all the components of its core standards project, and both
IOSCO and the Commission currently are engaged in a detailed assessment of the completed
standards. On February 16, 2000, the Commission issued a concept release on the elements of a
high quality financial reporting framework, one of which is high quality accounting standards
(Securities Act Release No. 7801). The release solicits comment about the quality of the IASC
standards and frames the discussion in the context of a number of related issues that will affect
how the IASC standards are interpreted and applied in practice. The deadline for comments is
May 23, 2000.

D. International Disclosure Standards - Amendments to

Form 20-F

On September 28, 1999, the Commission adopted changes to its non-financial statement
disclosure requirements for foreign private issuers, to conform those requirements more closely
to the International Disclosure Standards endorsed by IOSCO in September 1998 (Securities Act
Release No. 7745). The changes are intended to harmonize disclosure requirements on
fundamental topics among the securities regulations of various jurisdictions.

1. Background

The Commission has long supported the concept of a harmonized international disclosure
system, and for a number of years has been working with other members of IOSCO to develop a
set of international standards for non-financial statement disclosures that could be used in cross
border offerings and listings. The International Disclosure Standards developed by IOSCO
reflect a consensus among securities regulators in the major capital markets as to the types of
disclosures that should be required for cross border offerings and listings. The Standards cover
fundamental disclosure topics such as the description of the issuer’s business, results of
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operations and management and the securities it plans to offer or list.

2. Changes to Foreign Integrated Disclosure System

The Commission amended Form 20-F, the basic Exchange Act registration statement and annual
report form used by foreign issuers, to incorporate the International Disclosure Standards. The
Commission also revised the Securities Act registration forms designated for use by foreign
private issuers, and related rules and forms, to reflect the changes in Form 20-F. The
amendments do not change the financial statement reconciliation requirements for foreign
issuers, and the Commission will continue to require disclosure on topics not covered by the
International Disclosure Standards, such as disclosures relating to market risk and specialized
industries such as banks. Unlike the IOSCO International Disclosure Standards, which were
intended to apply only to offerings and listings of common equity securities and only to listings
and transactions for cash, the amendments to Form 20-F apply to all types of offerings and
listings and to annual reports. The Commission also revised the definition of "foreign private
issuer," which determines an issuer’s eligibility to use certain Commission forms and benefit
from certain accommodations under Commission rules, to clarify how issuers should calculate
their U.S. ownership for purposes of the definition.

The changes to Form 20-F, the Securities Act registration forms and the "foreign private issuer"
definition become effective beginning in September 2000, but foreign registrants are encouraged
to use the new forms before that date.

VI. OTHER PENDING RULEMAKING AND RECENT RULE ADOPTIONS

A. Roadshows

The Division's staff has begun to work on rule proposals regarding presentations by issuers or
underwriters intended to develop potential investors' interest in registered public offerings
("roadshows"). The proposals may address topics such as access to roadshows and roadshow
information, whether the roadshow itself or roadshow information should be filed with the
Commission, and the application of liability provisions to issuers and underwriters with respect
to a roadshow. (The significant no-action letters that the Division has issued regarding the
electronic transmission of roadshow presentations are summarized in Section X.C. of this
outline.) In light of the pending rulemaking, the Division will no longer respond to interpretive
or no-action requests about roadshows.

B. Proposed Amendment to Options Disclosure Document Rule

On June 25, 1998, the Commission issued a release soliciting comments on a proposal to revise
Rule 135b (Securities Act Release No. 7550). The proposal provides that an options disclosure
document prepared in accordance with Rule 9b-1 under the Securities Exchange Act of 1934 is
not a prospectus, and accordingly is not subject to civil liability under Section 12(a)(2) of the
Securities Act. The proposal is intended to codify a long-standing interpretive position that was
issued immediately after the Commission adopted the current registration and disclosure system
applicable to standardized options. The proposed revision is intended to eliminate any legal
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uncertainty in this area.

C. Amendments Regarding Segment Disclosure

On January 5, 1999, the Commission adopted technical amendments to conform its rules with
the Financial Accounting Standards Board’s Statement of Financial Accounting Standards No.
131 (Securities Act Release No. 7620). The amendments harmonize the narrative disclosure
rules with recently revised GAAP financial reporting standards by requiring disclosure of a

business enterprise’s "operating segments," rather than its "industry segments," as previously
required.
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SOLIDOJEDIHI

o SRR G I R TR R T O D RGOSR B REE E IR INEET
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XOGHIE THHW F D~ F DRH VERUNDHY EIREH IVVEHIW WEDHY DG F DNBEEZIFEDVHIEH
LVEHIW FEDHY RO FEKH ESHOF DIFHIEE FRTHUERVIEDY FTHDUWHG I WERTRVDEY I

o - ADWFERIEDEVEZINEDE [DE SHIREGYEFRVEHE D WD G ERTNVDEY [DYREH
TEKH WD B~ RH EQGHE IMHW EID U HDHODEE EHRE IVEDTEY REDO BEE D IHTEIHC
IR BEFEDVHIL FEHIRTHIEN Il

o . ADFERFRFEGFEREFDEVECENNEDME[DEP SHIEE GFFRVIIHE D FDH i:: EYHHGY
VERTADEY DH NDHYE DGHID DO DE REQWORWT THDEHDEEDD) FEH EQGHTE TRATY
IRYHIDIRLE HOWESHED B EZFEDVH DGGRRCDOWEDHY I REH R THIEL 1

o T PEOGHTE R IR P R PR G AR E T D R R INEDE [DP S
LGIVPEVEHE D FDWH 7 EH EQGHTE [BHIV IF D FRYHEZWDO FRYHHG FERTERVILIERL
EHIEHUH [HEFVLL.I BEHILEYHID@RIE HOWRSHERD ROBZTFEDYLL] FEDTHV L FEH ESHO
F DINH™

o T EOCHIE IR LI DY RS SRR IR R T R PRI PRI DG
SEVEECIINEDE [DF SEIEELEFFRYVIIHE DFIDHIM QGEHE DL EEKHVRETFHEI
VEDTHV IR FEVH EXWEE FRYHHG FERGEVEERD INH EQGHIE [IEV E IFROVLH
DF EOJ EWEHIELI VIR EIFH EIVEDTHY DYDIDEHE IRUEZTFEDVH ID) BEH ESHOQ P DINHY
DY FRE SDHG B FKHEIEH IDWE KIFE BEKH F I BETFEDYHFEDHY RKIEEJE BH
EYHIDIRIE HOWRESTEQ N
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o o ADRTNEGFEREFDEVCENEDE [DE SHIEH CRFRVEHE D FWDHE i DHEGY
VERTAWDHY DHFDHEY D H[FEVVREIIKH EYHEDO@RIE HOWRESURED N

o A BEOGHE (BN RV I ONEG R R D A TR IIRDE [DF SH IR
GIVEEVEH P T WDH N7 KHEQGHIE BV I VI RVH REWOO LDNHG FERTHERVIIERC
E~BEFEDVLL WEDHY I FEH IESHO IF DIHEW

o o AECEPEDNEGFERIHER VRN E TEFFIEDENINEDME [DEF SHIEHGEEFRVEHE D
VIDTH IS LDNHG WEEUREEVLIED IV IE RTH IRHC. BRIEH FTEDWHG [REH EOGHTE TEHY IDTH
FROFHIDHG BEDWEHHIF D EHIGRZ OZ DIG BIHYVEH EQ FKH BIEFH EIREH FEDTHY I BEH
RSHOP DINHWIHUETIELY] FEDWREG DOYHIVEC. DIHEWLYHVIEN £ KR BEIFEKDVH D) BCH
RETHI.T 1

o FREERE N IR R AR B TV R N D VOO EOEE TE BETRIDO F DR VR
FEFAREEVE AR DEVIIEDE [DE SHIREEMTEVIIHE D FDH I F IDOER KEHD
SEIFEDVH HDOVDFUROY IRH EQGHTE TEHMEZIFEDVHY B FRYHIREH I OGETDH VKR
VDHVEP D~EKDVH RKHHIHFWRNDETLY RUF DDWDL] BKH P DINEWUIEH RINKH
AVIHMERFN RUBHYHOWD] ETHWILLL IDIGHELH I FKH P DINHWEIEE E IRV VEHINE
VIEFHIE Y ID THYEOEH BUFH R IRCH I VERTaTREN P D EH KU KHDEEDQ BKH BETIEH
KD UEWNEWHIE IVH H [ FKHIESHOE DIHEWI

JEN T EVEH I IR FREEIVH D) D66 LR BE FEH REHNCFRREVEH IDFEGCHG ) R DWYHE R
EIRH BIRYSHEEY IHIDIGLL.T MDELD DI BDOVDEROY IF KH LDPERVEH DCCHYYLT EH
ERHIEL BRI IF D~ EHFRE ELDHG E IK R DWEEHILLYFERYEHI

GILYFEHIEIHMDOG WDE IR IRKH I0ODHHG WERTAVEDTHY 1H. TMHHG EQGHURKH
b HFEIEHY 15 F

< HYILWF BEHI TVIROW FHZ BKDWEH RIHODOG FDHE EIDORFEDHY L) FKH IHIFHIEG
ETHEW DHIEI FHHG EQGHIREH FEHI TDURD FIDHE HOWLC R I DI INDOVEDHEY I g
THJETHHG ETHIEL IEHV

o IKHIIF FEF P TP HOWVEDTHY]
o WHFEYHHG FEETMIEDD HHEQ FERE WFEDTHY ID0
« IKHELDRHG WERWEDIHY ]

$OFREIKPKH DDHHG FEREUNEDHY DH EFEGHG I NDOREDHEY I BKH IHI THHG RTHIE.T N
EHLER EHDREINEDHY IoHFTIHG RO BCH FRYHUED T H IR IREKH THIDWDREEC WFDHE BOWOHH
ROCG.LFEGH FKH LEF EHORNIF FEE P BF HOWVEDTHY IDOG BH U THHO WEEH FEDTHY IF KB
LEF EHORIVEDHY FSHFTIHG RO PR FEYHUEDJH EIREH THI TWDWERD FIDHE HOWE
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EOGHIRRG IR LFECGH DOIGCHHIE DDHE DEP EHMRIDDHHEG FERUNEDIHY ES IR FEH H [HO
SHIF LHGE-FHE £ 8 IPEENE @0 EL FVEZHRD IEDNS QGHIE IR |IFHETERG RIRKH
SIEVSHFWEYIE ZVAGCHVEIER FEH K THDOG WDH EIDOREDTHY I FKH TH) HEG R THICT |

7EKHFHDW HOWE IFKH DRHG FERUWEDHY \EQ FEH FETHUEDI H IR IHE FH.I VUDWE

VIDTHE HOWVHWIRTE DERETH CIHIV [IRF BHE HERG I E EEEMETIEDOW IH] MMEIFEDRY B
EHFRGIE NE DHHWE DHEM IRDOVDEFMEDY I B EHYSHEWER NE DIHHWE DNELT WEDTHY WEEH
HIFUDOWE XVINDEFEGH DO ILGHHE LDEDEE EHORIERVH FEDHY RO EHEFRTHIEDJHEL
TKHIH] FUDWED FLTHE HOW

HiIH RZ IGRFEH DOWIDEG DOG FYLIDELR FIRYVIROV IR IRKH IHGHIDC
VHFEIMNEY IDZ VIDSS0. M FEH IR IHTDOG VD IR TIREH DDVHG FERTWREDIHY

LD IHIFHHG EIHI i DOWIDEG DO FEINDETR BIRVY ROV R IMKH IHGHTC
VHEZILEY [Z ¥ 0SS0 BEFEH RIHUDOG FDE EINKH DDFHG FERTWEDTHY I FKHIVDE B
P DQOHODY BKH R THODOG FDHE EIREKHWWEDHY D) EDWHI TTHHG RTHTEM |

| N7 ELG 12 DU 1" HUEDEH 16 HEE Y

NG LED0R EOE M B AACFRAEEOEN LI IREHY TYIRO DGGHYVHG EVFRVEH
TVEHY IHDWDJ IR b HEXTEEY E FUlb HEFEROQ N VEHG R IHIDJV R IVHFELEY RKDWTH
H[FEDQIHEDEH IEQ HIKHODO \ESTERODORTID F DOGDWERD EDVE NN [FEDOJHDE® KK HEETLIEY 11
EIEH HTELN FHEEZTEEY NEORH FDVE FDEH RKHHE DR IDORTEH NG EHDIE QGHTG LT

& HEZTLEY 1

JEHI TEQFREN FKH ERVLEQ FEDWRE SHEHEFPRVEHIEIDIGIY BHVIHORIRKE

8 QGHIDIW] | HFETHHY [V F DHIDEER B YHVIETY DWEH FE HIEIERW FKH B LDWDH EIREH

{ [FEDQTHDEH Kk HFEIWEY DOG RO ID FROWEREY EDVE REHHD THOECWOREH 1B QGHIT L]

b HEZIIEY IETREH FDVE FDEH BKHHENEDYHE EHHQ H[FEDOJHG IRURKH Y, [FEDOJHDEHE

b HEETIEY ID0G KIKHUED P HOWREU DHROVIEQREHE [FEDOIHEDE® b HEETEHY M0 IEDYH
EHHONDWY HCIFEHI' IYVEQ DGR FEEN FKHIVHZ REDWEL FRP SHHLPREVEHIY DRV
THTEIHG PR EH WHWEDE 0 H LDV EIEHIVVEEDRE KR K [FEDOTHDE® B HEETREY 2 KHTH
TEHTH [F WETEHOWNE DINHWRHHYI0OG FEEEC. DYDIDEH LRI DU IHIDIGLL] BKH I VERD
EIRH E QGHIDLW 16 EFETLEY |

JEHI' TFIRQIDIHG REDWZ IEHOWE DINHWDIHTHYWDOG EEEED. DYDIDEH ) ETF DUEQ [ZI0
EHIGHHE HGFRH [T KHH BKH BYEHDRIEH | QCHIDIL 6 HEETREY jEDY D FOYYRI
HTZE WHEEIEY (HJ IFHHG EQGEU [FEDOJHE File HEURO N 1 H0OG MO HEEEEIDIETEE
IREVHE HEEILEVE FW) EE E N EDD N EW EIE D RIHELLT EIORD LYEYE HOWTTDGEH
VHFZILEY BEIVEDOWE P HOHIDOQ OVNEFROE | EIVEEE IRE VIEMENE HEW REHIEELT
FILHTD REDWA00 IEYEHDRE I B OGHID LW |k HFEZILEY £ REG EDVH R IP HHWIRKH DYV IR

{ [FEDQJHDEHE E HEEILEY £ DY IR IEH IRTHG RO ID RDURODOFHEEIREY H [FEDQJH DV HTZE
(LHHG WHEZIMEY IWEFE DY E F HUEDOQ 6 RERE [FEDOJHE ZHNIIE |

JEHI' TFIRQIDEEMDWHEG FKDWE KHTH BHH IV FEIFEQWE DTHEWE HEVADOG BEEE.
DYDIDEH MR DRQ DY GHVEUERG DEEYH IRKH IVVEHDRE IRKH K [FEDOJHDEH K HFETUEY
P D IDFEGH DEETHYDHG CVEEREVEH DEREWEL IVVEEIDOG FHIE VRIFKH E QCGHIDILDI

b HFETLEY L) Y |6 HEETREHY i FWHJEUDHEERD FDHE HOW0OG K [FEDOIJTHE FWEHIRGE
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CZVIVVEHVERVINI NN DOGH 1N 1 DGEGHYY FHUDLD) DYSHEW R IFEKH DEFREQWL [RT
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HITHHG EXEF RIHILJVIF EEVH HIETRNHF BERVIEHTE LD ERYSHEEVHY D0
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LQFRQOHFIERED E K REWEYHZ R IWHITVUDURG (DHE HOW IE H KDYH EEHQ IVVELL]

FRE P HOWFR PHWDRTE RO EQ E KD EFIGEHY BH GIHEOW ETRNETV DTHEVYLL FE
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SIH HIHEWEH FDEY R IFHFEEEY TR TEYH BT HEWRD WD 0 DGGRED IE HIEDYH EHHQ
DEWEFHC FROWE] HEETENHF FRIHTEZ BEHIUERFHGEHY EXWLH REKH FREQH [WRIC
SDOEEDMRIHIE.T IR DYREL ME DJ FROFEDY IO REUHTESZ EIKH ETHE] BIRFHGEHVEL
HEERNHWIEHH[DFP DHERZ FROGUEQDORIHW IR EX FHFZILREY DTH FRETHC IKEZ DOC
ZEHOQEHDH DFFHSHG I00G KEZ BHYH BXIFEDVEY IDTH IEQGHG I B BH H [THOWE IETRNHIY
IDHH MGEDIEDY REILTHEYINE H DVE EEHEN IR HOVEH BEDWEH - KDYH BIRFHGEHY D BEEH
IR REWLL MHFREQIIE DUROY [TEP FEVRE HIVID BHIH THENYEOHYV

JEHIRGRE D GRFEVVERO BILFEDTE IHDHY IR EEXTH [SHEOFE IR E[DE DL HEERHFI
SIDEMFHYIDL: 2 VI HF D FPVEH DGCEREODPELDOFH 2 TIK FHYSHEWER [ROKE 1O EIHETY
IVERUDLF RHHE[SHIEQFH I FEDWOHD

b HE P XOFDWROYV IGETD.] REH IEIHTDJ BTRFEYY

#HRHHIHEFWHOHEYY IFEE P X0FDUROY EQ DO HIETEREIW IDV £ HODY 1O FEH
LVEHIFIE HEFIH FEDWE DEHIDO REIHUR FHORUFEETADO RIHRE EXF I REOG
EHF DGHE-F HDQVRID EIRVSHFEYIFRE SGIL E LK ) HFEREO N 1 RTE™

FEF P EOEDUROY BEDWRE HE KL IKHNDHEDERDETE ZHNIL ]

& RE' P ZQTFDUEREQY BEDWDTH P HTHC. [DVEEFRRODODOG IDTH DEWCHYD OHG IR
JHOHIDHILHEHYAL D EDUEE DR IEIE.T BRSEDE DTH EORERFURQODEH HYHQ [T
KHEELEWDIE LKL FEHFDHEDEEDEIE ZEN 11 I BEENRTE[DE SN - 2

& LEEMFECN T I NREFE DV UHCHIDOE) KTF DHED IEQ EEZ FREVH IEHE HE
VEH IFEZ BH ETRNHIDJH FHIFEFH ESHIDWHY DOG KEZ BRERSHO DO DFFREQWN
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+EZ BEH IRIHTIDOQG WDH I IREH WHEE DN IDTH FROGEFHG

: HEDQWER P DNH WETH BKDWHDEFE H ETRNHUEDV EIRFHGETEY I EDEFH BRIDVVEH
FREF SODOFH EZ BK I HETRO I |

o AEOF DO E R RO D RGO TR TR E
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HIHFWFHOHW IBUELL ID0G IDIF HDOLLT KORSSRUEQLA IR I LEGIDE 11
WH IR IDHH FROGIHEQDORTHIV F RH REDO WHYHQ DY IEHRTH
DEFH=SIDOFH EIREH IRIHY IRKH FEOGREODORETHDY IF XVINEH FHFRO IIF HG
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GOVIE EIDVEHERRHIVEE EEWDL DHLZ FROGCEEODOR THY B EX EURE
JHWHFRQILF DURQV RINKH H[SIHG FROGHRODORTHIV FREZ-|

o AP FVHOO RN T R B RO R DR TR TR TEF I
FYFEF AT RS R TR BAURG

{ IEIENHVE EVIOEWE. FEXVIRE HIV DOGTHWHZ FROGERODORETHIY B
EX~EWHEFROIE DURQY RIEIETFROGCILEQDORTHIY BR EX I

= IKHIH I IDIF DIHIDOEEDOTH L) BE ETREYVSHETEY BKDWHTELHY
THFIF DR |

= IHIRTHTEY BIFHIDOJH FEDOIHY BIH H IHFIH IR

= IWHIRIHIEY BUFEY EEWLHBKHIDOJHI

&I EFXVEE AV DN FRCCRE DR T W R OO S R T RS
FERTEY W A = iy i

< HVIEEWZ HEDYH DVRHG H EIRRHIV FE EHDFEHVH REIHIV DV IR I
RIGHIV DWEH PES EIRKH IDOJH GYEEVHG DK BHE LD
SIEVSHFREY ILIFKH EIEH IDOJ H FEDOJEY BTH H IHFWTHC. RTREH
RIHIEY BIEFHY EXWLHREIH GEERVEG IDOTJHIFZVIRP HIVE ZVIEH
FROWEIHG DOGIE ZYIWHFEQILE FEKHIERETHY IR EX DWEH DHZ BTEHI

o AECIF DO E TN O F S 0 G DR T T 3

2 IHIV R EX- P ZVEH FROGCIMEQHG ESEQ FKH IRFFEZUHOFH RIHEDFE I
TKHIRGRZ LJ FESY P0G FDOOEWER DEFHSTHG B~ H IETRREY EOVLHDEE
VIHS REFEIVI

= WKHIH]) BWDHERD FDHE HOWY ICEFDHGC HIHFTHI

» FEVIRE HIW IDIH P TTHO DRUEH IR IH IHFWWHOHVY ID EHUREH
HJ FWDHERD FDTHE HOWY IGEFDTHG HIHFWIWH WKLY DRWEH
FIOEHEERHENW IHIEELI NI
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= FEVIRE HIWIDHU THOIDF HDOLY EORSSRIEQLS IIDTWHD VY
ROH EREEUINER £ EEGDE PKHIEIH R EX- EHWE HHQ BEH
LEHEH I IHEWWHORYY NRUDEEH RIEUELLT 100G
DEFFHSIDOFH IR IEH R THORR EZ

= IWHRIHIEY F EVIEITFH EHRHEIHV DTHLDEFHSHGI

= IWHIRIHIEY F EYUETEH £ TEL) BEH FEXVIRE HIW IDOJH D010
TKHIDOJH IR FEH EH®E LD ERVSEFEY EURH EIEERHD
P ZVWHFHIIH DIEE DIYH FROIIE DUROY RIFROGLIRQDC
RIHW FE EX - DWEH IHYIHG ETEH ID0G

» FEVRE HIVIF EVINEH DEH IR E LEGIDZ BKHIRTHTY B EZ DY
DO~ HE HESFRDRWH EIDFFHSIDOFH |

SA T WIS A | SFERY o G ST L S S R
FIEVREEI EF SO0 R D E R SR VR DA T O EE SO E R
& HFHEH T

1EIE BHE DDTEEVSHFIEY RDWRE IV IHTXIHG L RTE DR GEHY
UEWERE SO T e HERRCH 1 1E QETHOEE FEOD FEEILDVEQD EID0 \ETHD
TR EX IRUVEE LD R R0 [ T LG EDUEQ R ILIHHVIE P HDOVEI
DERVSHFEY IKDWCEHYDREWERE SOE I )6 HFHEQN | ERXG WIRDH

b HFHEQ N Ik F IDICE HIEDYH FDRHO BE BEVEERD) RDWETENHIV IE I
LEWHG. RO FEHND HEDIEEDEDE ZEHN 1 1D ERVSHFEYT REKDV

FEF S EVE Lk HFEEON 1 IFECDYDIDEH]

JEH EIDEFWFH EINELT BCH EHI TEDWEQ FDEE HOWEREDDO K LDOEEETE
EIHIEW E BEREIWD ERQD ILH HYWEE DWHG RIHEIL) BUFE IDOJH EDY
FIHDHG FROFHIDV [ BCEHVSHEWE WEE HH IETRNHIVIFEREE SODOFH 2 T
b HERERQ W IF HEDEVH D ERQD IGH HYVIE DIHGIDOJHILY THTEIHG B
SIEVSHFEVEVHGIRTDOL: £ IEHEVE EID ERVSHEFEY E IKREWC
SIEFHIDOJHE FEEGDEWEE S0 B HFUEC 1 16 P DD JIETENHIV
FOOORWHO REDBEHNDHEDERURIG ZHN 11 EQERKH BETRVSHEREY
LFEGHY D ERQODILH HYWE DHGIDOJHIF EHIHRHIETENHN FEREG EH
FOTHEQ EHQFRF P ZOFTIL] I E ] EH RHD BEVSHEIEY DU
FRF SEVE LK K HHEEON | IF DYDIDEE DOG FDNH DSSTRSIDHE FHSVER
HOVETH DWOR FEFE FRE P ZOFDHROV FROVIEEH DO NRIHNE B FEH
F HDOLW RIE HEURO W DI

CWRRY - IS RN Dl L N LY SR SR AR TR
SUPSHRRET

1EN: HEDYHIREZQGREDWEE HHIETENHY IETELH BEIRYSHEWTH
LYYHVIRTR IR FHUAT- FEDWEH EDYHIHDG BEH BETRVSHEEY EH RETH BEHVE
LYHVIRTF FDO U THIDGEDWROY EILHEYSRDE DNH FROGCLEODORTHIV
TR EDIFELY IV DEWEFHSWWEE ERFDEVH RKH IFVEHIEQGHTIE WRHTR D01
EEHHY F [ REWEVH IDOJ EDJ H BEDWERE G IDGEFH IDYH VIR BE
EHYH DWEH EDYH £ DIVHG DO~ KL ETW BEDWEH KD YH EQGHURH
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VHFEMMEYIEZ YN HERXGDRWEEHFNERZ HYHNER O] EDJH DY
HOFREIDIEY LVHVIRTY R KHDG BEH BIEVSHETEY IEXWEDWLRRY DE
HTEIH L YHYVIRETY PR FHUIT- FEDWEH - EDYHIHDG BEH ETRYSHEEV IO
DGGEED E HEDYH DRWREERETHG £ KEQ ETRRHIV DVH IRTEFHTRIE TR
TKDWLYHYIRIY KDYH DFFEVVHG IRONHFHIYHG BEH ETRVSHEREY

AD~F HOWRINKH EETFEDVH E1IFH

. HDFRE DOWEF DNH FEH FEKDWH ETRNEWV IR DEWHTELH DO~ EDUNEIREH
SEFEDVHEIFE FREHEDL EHRHEIHFWWHOEYYN: HEDYHOEWREWHFHG EKHC
EIENHIV EDYHIETEIHG DHZ FEXVIRE HIV R F DRH D FEP DOGCHSEVENL) IRTGHURE
ESHO DO DFFREEZOMEXWEL DF EXQWEDOORWEH RHG 100 2 I BE BKH BXTFEDVH
SIEFHREIRHFHEEZEEY IO F EVIRDVEYIREL IDE RECOWE I LI 11 206V I EEH
DEFREQWE EVINHE DL PKH FEOVEGRE IRH EXVIEE HUDWHDVIECOWET RUERD
FROGUEREODOR THORER EX IV DFFHSHG D IHUH IHEWYHORYY DOG EIELL IE 3R]
EOGV DO DEFREOWDOORWEH HDIF DINHG IRTEEH BEXTFEDVH RIWHEEILET L,
DO EDINEEDOETHIE. EHEHEBEIHFITHOHEYY

: HEDVHIRZQS FEDWEH FIRFHGETHY ROEZ HG E~ DGCTLEDOH ETRNHIV FDU[IREF [IF Bk
IIF IPEEN. & Cs20R DEURC EHVHDI-EC- 0 Lm0 IGEVEIERY RO ROH FHRL
DFFESIWDEM BIRFHGEHY IF EHVH DTH DEWEH EOO BEIRFEGETHY REDWE D EH DEFHSIDE® D0
HEERNIW R DEWHEG IR IRMRL | LF.: DSLDO) RTGHIER FRE SO LE | HFURD N |

2 QIRFFDVEQ IREFDIIFEE F X0FDIHY E BOERHITEYHIDE HOWDJHOFHY E KHO LFFRVEH
LGEDHY BEDWEH EEHY DG ME XMUIREDY HOREFHS E DWW RYHIDE HOWHOMA F D

F DIHTID@ HIHEWEH IVVEHY RSHIDWRQY ) EUE [DF SEIRHFDIEFRODEHY IR EDTHIDU
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DESSIESTIDH BE H I EHVH FROGERQY FEGH HYIE DHG DHWDEDOQGROP HOWERYW FREH
LFETHG DOG EEZDHED R IFLUTHOWEHOVHEY IDOC BHIE IX |

JRIPOGUDY EIERY DH FR IEZ BKDWERGEFURD IV DFEDD. FEEWL) EHFDEVH RT

EOHFRORP FFROGLEQYV IEH IHVHFHY DWIEEHG R HH FEEWD BIREHIEY FDO DR ROQIBD
EHFDVVIEG DV ERYHG DOG F ZYREH FEEVDEHG IRP BHERYHG IHYHIFE DD EDVEDYE
QHIDWYH IHYIVIEQ I KRVH FREF HY P D EH EFEGHG DV ERVIGH IHTFROV R L
VEEVHTEHOWHDIW BIRVHG KHVHIVHY ROO- ESEQ RCHINH WD R HFRORE I DRV

115 HBYHIFREIV IDTH FROVLHHG BEIRVHG MHFROEP IF BIRGEFIELRN [V VESSRIEG E™
HEEHODFEDOSTRGEFWURD RUFROFEVYIVH IRTE DURQ BHYWI KHIDTHD REID IEVHITREID
FROVILHIHG BIEYHG IDFEGHY BKDWERMNEQ HIDHDHG [E 1G] ID0G IGHIDHG E
JOVIELIDOG IRUREYE. DHUEROIDEW HIDO NDOG PEH IE F HGIDHO. DGRITL.] ERIMROY
QRWHHWGIIHG NEEWE KIFE FDOIEH THDVRODEO. B GJHG DV HFROEP IFDI- BIRGEFUYH
EOMHEDVY RIDYDIDEHVHRRIIFDADOG HOJ DHATDT GDWD IO EEDEYHOFHIEI
DIRTE DURQ IEQ IEL FROWEW IEH IRZ HYWHORZ Q MUEFEDORFFENHOFH KT
ENGIREFDIERQV FEOWRN RKH KRZ HOETRYHG P IV IEIRCH EEVHIYRIN

JIEYHGIEVHIFHY E D EH IDWIEZHG IR D BIEYV-HFWWH I REOE D FEOFEVEH IRTE DUERD FHYW
EDV EHHQ EHURTF HG ETIRHE IV ETRGCEFIRQ MEF FEHIEOH DWHEFRORE EIDEY 1LY FEDU
REEHE (& WD IREDWE IHEH FEFRYHT R IVE DIFREE HYIED W 1 EF IRDEREGEFURD K ID
HZ EEQGHG EDTHE BHUGD L) IHE RH IRFDIRQY IV DEWOHFH VYD FROFEVITH I QD3.VHY
REIRSHOERH E HOETVE KFEE SO REDRDO DO BIRGEEWYH IDTH DRV TIEHOWERD
DWIEENED EIETREYHG IHVHIFEY ILINHH IV DO IDGEDEEQ EIHFEORE FEIRGEFELRN E~
HIKHRTE DUEQ FHVAREDETRECEFHEQ IH EHVHIVEY ) FEH I DODOG BHEKQTED@. EEVIIHG
GIDDDTHIDTHD DTEEQG BEH £ HIETREEFHG IR O R D HORZ Q IEL FROWETETIKH IRZ HYU
HORZ QESGIEFDIEROYIEDY . + F D EHFROVLHIHG IR EHERYHGI

LEIGHIE DWIEXH BTEYHG FHVHIFHY BE [ DORFDUEQYV DGR FHOWER FEFE D EZ HINMH 1
EINHW IIFHHE ZVIEH FROFEVEHIEQODE EVEREVIHFEQEDOGDWD I KFEE FESSRUN
HDVEQDEH FHUDLH EIERGEFIED RIFEEVH FREP HY DG WX IEFEOWHIDIPOEFHDIHEE
HFRORP D@ PEVWE. BH ICHYHESE HOWE TKREEWIRTLY EHERL FEH FEDORZ HR TREH ITET:
FROWDEMRTEEH Y . + WO EHDEVHOFH EID IEL FRODENDE EIVHELL] IEVHIFRIDFREE H
EHEZ HHY . + [IRF D EHIEHQHVDHED FEDOMER FOVVIEG DY BEEYHEG]

8 SEQEEWWLILN] BHURTE DOFH ELTRT FEIFHOWE IHDVRODEC. FROFEGH RKDWE RTH
THVHIFHY £ IIEH FHFEYHIHG DO REEVH HVWE DUHG WFREE HHED@ CRZQFR Y . + IERVIIYH
HYHIFHIHY ROV NEEEGERF DGHI

11k BEVHIFHY EETFE FDQ EH BIRGEFHG HERORP IFDI. BKTREJE DSSEDHROV IR T
IP STRYHG EHFEYHIN BHFEQITEHY IVEFE DV IEL IHFWRQ NIDTH [DFEGHG IE) PEH
ISIRYHGIIFDVYIIFDHRD £ KHQ WEFFHYV QYD E~ D EIRWSTREFIIETRED
ESHIDWRQ EIDQ IYWDAHG BIRJIDE ) EHEVHRRINERYLEY FEXSSEUARUMEH
HOJIDHATDT DODOVI RO E KIFE BEH EIRHFWRUSRJIDE EDYVEDYHGI
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JDQIE STRYHG FHERYHUS BHEEQITEH E KIFE KDV DEWEHHQ IWHIIHG I FEEW0E FRE F HIFTDC
EIVHIE FEE DTHD IF PR EH DSS@EG IHH E-GIRFDIERQ FREP HYHVIE DWHG IR EH IHFREYHIDE®
FDOOEWEH FDVVIHG DY BIRYHG IHVHEWHY EQHEYY IKH BHFEKQITEH KDV EHHQ I-HE ROVUDWHG
TR EHFHFEQED@ DOGC HFRORE FD@ FEFFHVY EOE - D BIRWERHFIRTE VIDIEC BIRJIDE I
TKDWWSHFTE IRFH FREP HI KDWGHE ROVHDHERD FEREG WDIDH BH IHDVIELER [TEG
HDGEY B EH BIRHEW

11 VP DIHY RISTRYHGEHVHIYHY IGE DEWDFEGH FKH IRGRZ )T 1

o FIRDWE D~ EHFRF HIDYDEDEM IIRF HORZ QHVHIYRIN IEXWY FOVVIIHC
VHSDIDHO. DV NDGIFDHG DCCIRODOHVHITHY 1

o FIEGH REJCDWE D@ DY NIDOG RDWIDOY DV T ELY IRKH THFRYHIM IR TZ KTFE IV
VEEHFWE IHDYRODEMH IGREEWEHFDEVH IR IEQFHUDD W DV R DV HREER I~ IWHVHYRTD
FEDIDFTHINUE Y IRDHEFROEE IF IDETRTV I

o FIEGH ELIDDEDM DY IDOG DDEDQ DV T ZLYIRKDWE D RFFEDK) EOQGTITHG
SIRVSHEW 1

o FIEGH IRLIRDEDQ DY NIDOG RDEDQY DV T ZLY IRKDWE D~ EHIHFRYHTHG IIRE
REENEDHY NFREDAQY IVROTH IDOG KEHIWEETFHY

* HRERJ FIDOG IHVHFRIFEDIDETHILNE EOFHIDDEY WEFE DV ERVE EHTWLL Ik

SHIF HDELES IHYHITEIIFROWETN IVHDE) T LDEH EIDEIE I ERFEH IDOG RWEHIEQRORZ O
FEDIDEWHIIWEY F D~ BIHYTHOWHVHIVHY [IEF EHL] FOVVIHG DY ERYHG I FROEE F
HOFHIDDIIEYNIFE DVEHIDFNRIDFE DINHWH D WIDOCHG ESGIEFDIEROY NECHFRORED E
SIEHVIDOGIE DUITDDYHVEIWHY IKDWCE DEWERE IDERVIVE FDVE IFZ FDOIDEE ETHYHOU
HVHIFHY [IEF EHL FDVVIIHG DY BEYEG Ik~ GIRFDIERDYIF DO DEEHG IFKREEZIE
HHOVIYH WHDW HOWE ITIVROLH IFRDODOG RLFEDHY DHIF DL DFITVEHY IHSETDEH
HOGHULQGE VI pe XLH I I KH~ FDOORWEH FDIEG BIRYHG KLIDOG P DYV EHVHFEY I+ EZ HYH]
FRDOEHG IF HIKDOH P DV DD ERHFDVVIIHG DY BIREYHG FHYHIFHY O EINHFRYHG IV VERZ QO Bk
EHHFRORE FDI@ HDVIEH

LDGHYHESL MEOWHTDTEDY IRKH H[TTHOFH BT HF 2 TE D IRTE DUERC BHYIRTEE TH-
SIRGEFIED F I LEWEH HORETE IR FDVVIEBEREVH HVIE DHG ESGIRFDIERQ FREE BV IDV
SIETHG I HVHFEY IIL.VVEHIV P XVIGHE ROVUDHEH SKDWEHH IF FHDVEODEHE FHIED D FKDWC

F DINHWH [FW IRURH E-GIEFDIERQYV IDOG RDWDO BEFRUEE FIF HEKRG IR IH [WDETLL] IHDW]
DOGEDOVSEDLLT BEKHE BRI DIHHWE [T R [HDVIEE ID0G [V EEC. PR H [0 BEKH LHDU
ERIHIE FEF P IF HOWE BKHIFRE SDO BR GHYHES BKH DHFHVVD BIRGEFURC INHDWE HOU
DG HDOVSEDDWERD ) IDVHEFEH IV HY YHOUDORR BKH DWIETHRD EIETRTHG EOCHYHREHG
HVHIFHY e UOIEDOWDEN RIGIRJHYY IRD REH GHYHRSE HOWe IRKEVH IHVHIFHVE [~ EH
HYCHOFEHRIDIDFNRIFEFEIDEEE P IF HOWE IIF DIEQEREIKL FRE F LF HOWE D FDNH BEH
FIF EINDOHG FDEY FROUDEFW [RUEH BTRCEFW WHTEXHVWREDERSREVDEY IR EXIE [IDFIEEY |
VIOHG DFFHSIDOFH IRIEL ETRSREVDEY IF HE RV ETEQGHIVDOGL)L] EHWE HHQ BKH DESTRESIDH
R DO DUROYIDOG U EYHIDE HOWNIE BDOVIDOGHE HIDEEY HYIDEEKHGIDSSTRYHG
DENEREILNDWRED IRETE [SHOCLETHY R EZIE IDFIREY IDSSTRYHG IRDO IGRFEE HOW FR ILDOFH
TEHIHTELHG I IDYUEFEH N LDVED E IFROVUEFIREQ RNDFIREHY ID=STREYHG HOYIROE HOWDC
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SHIF T¥ HIF IE HDVRQDE® FHIDLW EIERFETHE HOWRE IETREFNLDOFLL - FEH FRE SDO
VD FHTEZIHE HOWREEH DWIEXHRQ RIETRYHG IHVHIFEY I Q IRRIGLDHC. RO GHI D) BEH
VFEHGEHEICHYHESE HOWE D IEHRGEFH CREEWE IIEFHOWE BIHFEGH BKH DWIEIHRO R
SIEYHG FHVHIFHVE

JEHELMET REIVVEDOFE DOG FROMDEHG THERIQOLED ETEHE IV IFROFHYVIROV DO

FEF P HIFIL@EN DJTHHE HOW E~THIJZDERERGHY DOG P REYHIDE HOW FEREZEG EH FROVLHHC
ZFEHQIGHHE DL E FEEHESGTRFDERQ DFFEE ZDHROY EDQ EH FDVVIEG DV BERYHG
THYHIFHY I ZWRP DWE THOHZ DORTECRYH IDJTHHE HOW FDOORWER H[SHETHG IOFKH FHI XIMIRT
ERGEDV FKH DEERIEN R HOG BH DJ THHE HOWEQEYY FKHH Y D RO DO FHDOEDEN
HFEG E KFE FESSR BEKH FROFEVIR) RKDWEREYH DSSTRYDE DOG EHOHZ DODTHIDE DWEHDERT
FREIFHI

1B RYHGGEHYHRSHG REDOG P DV IEVHIFHY IDTH THVHIVHY REDWEDQ IEH H [SHETHG FBE
EHFHFEYHTHG BKTIRETEH [ VI £ HOV 2 TE H[L'W)J HTEXEEP HOWDOG IRSHIDW.]

P HERGV IS GCIHRODARTIDOG P DVH[SHFHG IR EH REWDHG FKTRET K BKH IDSSIEDUERQ
RIUCELL IEFURQ RMEWHNE SIEYHG IHFRYHIMN BHFEQITEHY IRUWESSHEP HOW] RKH
QDIETDAIRTFHY IDOG F HFEDOLE VIRIETUE DIMIHFEYHIN VEREG EEH IDFEGHG DY
ISTEYHG IGHYHESHG FHYHIFEY HREQO- ID BHUREYIELT IE~ D GIRWSTRHFWRUD THTREH
ESHIDWEQ IETIDQ VIDOHG BIRIIDE EKDYVIFRQIIP HG PKTREJE EIRGEFUR) THYSROVE
KDWOFIHDVHG IHFEYH £ IEH IDFEHYHG |

é ZTHOW FIRGEFL E HIV DOG EHW DZ DIET B DEWDEVFROOHFUEQH[SHOGIETH]
HEFRE SHUEQ IDGGCEEODIEHTRIDNERCY RUERH ERH FE TWERQ FHDIE HOWE REGE EH
H[DF SHY REIERSHIHY £ T BTRYHG GHYHESHG IHVHIFHY FLFH RKH P DRI RIEKH
H[SHOGEETHY PR ICHYHERS BECH IHVEIWHY KDY DIHDG EHHO IWSHOW

JIETHGEHYHRSHGIHVHEIVHY IIEE [IF STRYHGIHFEYHUS BHFEQITEZHY FDO EH DYV OHG D EHU
HIKHOEH ESHIDHEQ RTIDQ LVIDIEG BIRVWSIEJIDE WEEZ VID ERVIYH EIRGEFIED ITHVSECVH
TR FECH BHFEQOTT XH IRUREH BETRREE WL R0 L) VIDIEG DOG RSHIDWRQDODOC KDV FERZ O REH
SIEGEFED IHYSROVE DONMEEDHG B~ HDUTENEDVELL FECHY IO REFDVEE IK D EIRW
SIEYHG GHYHESHG IHVHAIEY FDOEH DVVLOHG ROG. BE BEDWYREEE HIDWIEXWDE® #R BKH
SIRWMY D EEHOFH 10 BEH FDVH IR IREH I [OVIDIHG EIEHFIHYSEOVH E ZVWUEH WHHO [IRE
HHIEOEREFNEHRH DIFKH BIEYHG GHYHERESHG FHVHIFHY EVUE DIHG FDQ EH DYVDOHGILIE
SIEEFALY DRWERIERL L KLU LDARHFDYW IETEYHG GHYHESHG IHVEHY FDO RO ER
DVVITOHG BR BEH H [THOWOFEDD FESSRTHG B BEKH FETHOWEHTRTE DOFHIE QIF SRIDOY
SEDWEHH IV BEDADWIERNED RIDFTHE HOWDOETEYHG GHYHESHGIHVHITHY IIEE BEH
DESEDHEQ REIE STRYHGIHFRYH FHEEKQITEHYV IHTEIHV BH VDI UERD E D FIEEY COG I
SIRGEFURD DETHDVHI

11 RYHG EQGHYHERSHG IRIPDOG DV IHVHIVEY IDTH FHYHUYHY REDWDTH H [SHEHEG B EH
IHFEVHIHG IEF DHZ E HOY RO EQGTOHG DFTHDJH IETIIERP H L] EHI¥ EKHHE
HDWYHO. F DIETH [SHOGIETH IV EHTEIHG IETWHFEF SHWEQ 15 EVHIVHY IR0 EQGTIIH
DFTHDJH FED@EH KIF LHG kR RERVH IGID EOLY R IVEWD] BIRGEZFIYH EOTY REDWDTH
HDVREQDED. FHIRD D RIETREGEFURD [£ KHQ IGUIHG 115 IRYHG KHYHUYH Y 1R UfR W H TR QG TIHH -
X0 FDQIEHIFDTE HG IEQO. £ KEHTH DO IEHIGHP ROVWIDIHG £ DE FEUD L REDWRCHTH
W EFROWET REIEREGEFNUERC ITEF MCH H [LE)] BIRGZFIUYH [RTE DUERQ 1B OGCHURE
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FIFEFP VIDOFHV FEREG HVEE DIHYV RIGRYHG EQGHYHRSHG THVHIFHY IEH DWIEXWE®
R DO DEFHDIJHIRTE KIFE DO DS5SEDUERED R INIEL [LEFURD BENEWHIE STEYHC

HFRYHIMN PHFEQITEH [V FROWHE SOHG IEQHYY BKEVH IHFEQITEEY EDYH EHHO BTRYH:
HIHFWYH E DFEDORH YW I FKH IDTHD IDOG I BEH WFDP HEEVHIYRIULAC P SEDVIF IDGGHG

7EHE ( & FDIBRLW REXWEDIET LHIDLR) FRODLY DREP INDI.T P RGIHWRUKH E R1G
FHIDDE IS R WA FIRRCETFR THTEIHY P RTH BEDO FEH BHFEOFDDGETHEO KT
DYRIDEE FUEFEH DROHIED WHLT FIGDWIERE P HEWEH FHYWEREDERYHG EQOGCHEHYHERESHG
THYHIFHY I HOHID@® IETRTHG EQGHTHRSHG FHVHIFEY FDOQERFDE B REOQC. IRTEH.JI D000
THEEQIEDE EEVIIHG LIDLDJHIDHDY EIVEREL DO H[ITE)] BIRGEFIYH £ HONEX W HEFIETDIE
CRIEZHUREDQ V. + NLIREHH DH DWHDYIEE R E B0 ) FKH VD HEHVHVRIE KFE D
VHSDIDWHG E~F EHREDQ ROHHIDYREDURQ IDOG E KFE FEELZ FEP P Z0EFDIERQ WHYHFEI
FROWELN NEEYHG EQGCHTHRSHGCIHVEIYEVFREEXG EHFDTE HG EHE HHORBHFE REHTVI
HYHQBERETE BHEIRFDUR IITEEVURD IF UEKWEH P RTH FEDO DO R IVHWE HOERFDNRQ D D
IEE DO~ REIH E HIF IO L E VDR IWWELRE FLDWD FREEG EH EVHG IR EHG FESSEUREL
FOE E-FEREZLJ IHVEFRLFREOWETH EHTE HHO BKH E BV IEXWEH IHTEZIHG DD EREXG EH
IKHFROFEVEH HYLHOFH IEIFREE P E0FDHRQ MEE BIRGEFIER] RUEHYYEHBEYWIFERE ( &
VIDIHE SEDVIHEY REDWETRYHG IHYHITHY FDOORWEH FDTE HGE RTH DO REOH EIVHEWEFDERC
LEZDMIRF DERGEFIEH 2 HOMEEHH DTH DR EFHDE HO @ BKH EEVHIVELDEYHO FKREJE
VHIVE FIGDWDE I~ H[I'WF EH EVHE EIEUEITEDEN IE HIEDEDES FEFE EFLDWDEDC

P SIRYHHVHNRINGHVFUSHRQ IRUEHTRTE LJ FREF HWIEY IH 0 NIEL FROWEW K RZ HYHT)
VHIVE F DD IV RERDO CEDIENREIFROMLE TN RIETRGEFHURQ IDOG IRHH ETH IFDOQ RREWEH
TKHVRH LGEDRUE IDGELRODOETREYHG IHYHITHY IEH-REQG REH I DADOG BEFEQTE D@
EVIIEG LIDDDJTHIDHDY R I DWW HTH GG g ROV T R IERGEFERQ I RXL EDYH

TR EHCHP ROVIDHEHG E~FREP HEL] RHOED) FHIE FIDWI

DD RHLZ IHYERRLE IK RO D HZ EHF HYHRRLVE ZOHRD EDS5EDHRD RI
JHOHIDHG E-GIEFDIERD IHFEVH FRUHIDURDY £ REG DRREH FROVLHHG D THIDEX

P HIERG IR FERZ FHDVHG FIRYHG EQGCHYHRSHGIHVHEIFEVN: IK ROS.DIHZ EH W DVIEDD
SEDWIEE EEFE IR ELIL DUHREIE F ECHODOG [EVE EHUERETE DOFH ELMET B FDOEDWH FEKH
HVEW E IK DO DFFHSIDEH KR P DEFEK IRH HYVEW EIDFTE XDURQ RUE DIHIDQEDTDOFE
P RGHE REG EH FoHEEXTDWVH D DDEH I EHEHYVEW REIVEFE D FF 2D EUE DIHIDC
ED@DOFHIF RCHOE REGE DEWEH FROVIGHHG BR IEE FHDVEQDEG. FHULDL) BR IEFEETE) FEH IHE Bk
TEH H[THOWE DG CLERODOETRYHG EOCHYHERSHG IHVHIWHY FREG EH FHEEIQLHG IP KH
DESEDHRD ENHFRYHN FRUEDUROY £ KEFE IDTH DEWSHETIE B REH IET EOGHD
FROVLHIDHEQ [V DEWHIDEE HOREXJE B EH RE FRENEEEE IRUETRTHG IEVHIVE
FDEFEDROYI

5 HVHIWHY FDOORWEH FDVVIEG DY BIRYHG EQCHYHESHG IHYHIWHY ELVHG RO [P STEYHC
HERTH BHEEQITEHY EOWRCH EDYH EHHO BIRYHG H IHFWYH I FEDWHVHITREIIEDDC
DODRIREVIHVHRELIN FEH FDP HUVHRERI I IRTE DURQ I BKH IE P HGIDWH DHD s C
DODRIEEVIHVHREINY ROH KDYLL DWHDYIREH VD HFDZERV EUEHTHIEDNERTREVE-|
SHIF HDELE- IEHTE HDELEH GRVIEEHRQ IKTEHOHYY IFROWLETH DOG EGIRFDIERC
VDTETDHROY]
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HIFRSIEN 1 IEDS FFREQWDT o HIHY IS HHDYHIL B 1 1 IRIEEH )G WD IS FFREQWEL]
4 KOV IFDHY

DFHTDR VIDOFHV ISTREYHG THYHIFHY IF D EH DVVIIQOHG R EHVHINEIV IRQ
WHEDVIV RID FEP ERDDURQ RIEHFUIFDODOG RWEHISH IRV DG FRTH
DODOVHY £ EFK IDGIFDH BECH HVHIRREIV IDH DODEJEEV R VIE IDT
[HYHFRIV [0 MCH FDP HIIHG £ KIFE IDTH BIEGEF L. IRUEDYH IGHE ROVWDWHG
IHIDELDH R BTRGEFH IRQID IRTE DHERQ RHYH

JREHFRF EDDED ETIGDDIERF ESHOERHIEIVDOGEREHDODOGVEVIY EYHIEEHF DJGE
VESSRIMEIHFRORE FBIRGEFIELRN IDOG RH DGEDHG IHVHIFRIDETESHEY DH DODEIREV
IRENE IDEVHIFELF [ FKH FDE HIEL E KFE FDYH EIRGEFHG EUGHE EOVEDIHG BKH DEILR
IR BEIRGEFH EQ D FROFEVH IRTE DHRQ FHYIEEEEHVEIVEYIE D EH FDVVIEHG DV BERYHGI
JENVERIG ETREDES. EH D IDTH HYHOWHYSHFID@ I 00 H [SERIDET FEDWRO IF KH HYVHOFH
REIFHE ( & GHILLED [V REDWE) F EVIRFDVEY BEHH F ZVIDWHDVIER D FROFEVIH IRTE TR
THYIHD D DHZ IHYHIFREIER RETH DO~ THYHIFHY FDO EH FROVLHEHG BR EHEIEYHGI

1116 WWHHF HOWME I DDOFIDOE FFREEZQWD.T 16 WDQGDILYI T IEDIDJIDSEN 1 IDIMHTZEIEY BKH
ROEZ D GVFEREYEIHI

AXEIEFDFE RO IR FfF FHVH REDOEH FRE SEHG ESDSS0E.] HRHDUEOC
SHEHY IEIRTDOG T DV IHDUDL] KR MCH HOHEBEIVHY ETEYHG IHYHIYHY RE REH
SHDUHOG MEDOWREY I IREVYH IHYHIVHY Il F SKDVYY IDGGHG

JEIVIHTEIEY IKH EVH RIEE-VIFDOEUEFL)] IGHHIE LHGEFKHF DIFHWRQ BEH IDVIGD~ R
TKHNIFEDOQrHDUN) EDVIDOFH D E BV H [DV EIE RGEFHONERIE IHIHIE DH BKH ERVIHG
SIEH EIFTEGH IFZE FEREVEIEH IRUD DV IEQ BEKH IDVILD R IH FHDIDSS 5. ERTEDC
DGEVIE HOW IRDOVSRETDHED WIDYIAIF:6 1 - IEEFEDVEUNEROZVEY IHW NDOG EVH KL EL
ROPDV EIFH IEQ DO LG LEDOSESHUN EDVI IRUEIRYHG IHVHIVH HYWE DIEREQ DO [EREIH
FDVE [IRZ FDFEZODRQ WKLY BIEH IV IDVE EVHG I BH DSSEDURD EIRKH IEOFRVIEFHLILL
THYVIIE IF ROWODYHIDJH IY DEWEH EUIEH RO BH IDVWGD E IRKH FHDETHO BEREJEK DY
F D JEH BH B1IFH IHFHIVHG IRUETRGEFURD EQ BKH IDVICD RIRKH --HDTY

3DIDJTDSE N ENFDHY BEDWEETE BIRGEFURD FEVIY IDTH BE EH EDVHG RQ FRHDOHOG IO ETHY
Z IE FEH DVVEP SHEQETH FROMEDUR ETH [ TTL] HFEORE FFROGEEQV]

1 IE [REDELIFUEF F HERGYV RIHVHITH HVUE D). KDYH EHFRE HF RTH EVEEQGEH BE

F SIRYHGEEE SEWT IDOGF RHIE SEODOWERFDEVH W DFFESWDOFH E~ BIREHEVVIRODC
RIUDOLDWROY WEFEKDVREHE 3 { IWEHE ( & FMDIEEY DWLE RXG EH BHE DWETH BRIV VEH
DO FREQIGHOFH FIEHID DWEE BE HWPEHE 3 EDVIVSHFIHG DN 11 FROIGEOFHE FEYHORD
KHIGHHE LONED EIEETHCIHYHIFHY B BEIEEDEIRWE F HIKRGY 1K HAIF DO~ IDYIDOFHYIET
SDVWDOG FETHOWSTDEEH IDGHHTE DIYUE E HERGEE I EWLHDFE HGDORUEEVIHYEE DTH
EOEETHG IHVHIFHY 16 LFH FEH IFHEERRG R0 FEEVHTEHOWOEFTHDVH RUEEVIH IHYIVIRC
TR EIEYHG FTHYHIFH HVWE DIHY FEREXG EH P XFK D THDHDEKDO REH IHHERRG R0 EHFTHDVHI
ZHFHHIDQDFROVEITHOF - BDWERE D EH IHVREYHG L IEEEDELRNE F HERGY IDTH EVHG IRKH
0F LE)T FTLHEID R REHE & CHIDEROVINEFEDVE . + 1IDTH FUDE) HIHEWOO, FEDTER
KRORTHGIE IREEDELRWE DI JIHIDHEREG RIETREYHG IHYHIFHY FDOQ EHVEL) DD HINHEYHLYH
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HVIE DHYIGEH B HH GHFHDVH D EQOFHIDD S EIWHFRTHMEEDD R 5H DGGLED £ EXE
~HEN: HEHTIZIHD FUDUEWRE DIG EHFEOFIDHRD EIKE IENLDOFDHSRETLLT
SEIERVAVI

11N HEDYHWHHO IR EHYY IHEDVHEYIDOG £ HE FEHY LYPEVEH IDQJEDIHE-REIDO- DV
FRF SDOHVEEFEEREGRDEWEHDEZHGIDDGEFEF HONEGCGEIKEEER (& I HEID
HTEHVINDWEHYH G EVEHY EH DFFRE SDOHG E~EHIRERZ LJ FLEMRODTH DO EXDIHI

d DA B REREE 8 O FE VR I A5 CREGE f0E VR SRRV
( [ERDOTE B 5P P FVIRCESF B REDOCH D VEFRE SO0V I R TET |

= SREEEE & IR EE VPO B R PTG IR VEIFET VR D RF S0 KD
G ROVHDWE G EN O DS R G F R R OFE VIR ERIF D0 B VR E
HFEQEFP FIE DG IR T IR G E OGN LT IFECER 0
HEFIDEDT FREOCEROVH FEVEFFRDD I PR EHYY IHHDYH EC
WIEHENDTH AFEFREFAGHOW REHFHTE V aifd D EE R ¢ & KGR
PR WO S5 IR B VRS JOFY GO IR FE BEREEE & 15 B OFE PR
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While the staff generally has no objection to the use of Form 8-K to include information in a prospectus that is part of a
delayed shelf registration statement, Rule 412 does not permit an issuer to file a statement later to remove or "expunge"
the information in the earlier Form 8-K. Registrants are advised to refrain from attempting to do so. The staff is of the
view that any attempt to remove information under Rule 412 would be null and void. If this practice comes to the
attention of the staff in the future, the registrant will be asked to file an amended Form 8-K to correct the attempted
removal. Registrants are also advised that they may include deal-specific information as part of the prospectus in a shelf
registration statement by filing that information under Securities Act Rule 424 before its use as part of the Section 10(b)
prospectus.

B. Industry-Specific Issues

1. Real Estate

a. Review of Filings

The Division has issued three releases regarding real estate disclosure. On June 17, 1991, the Commission issued an
interpretive release relating to partnership offerings and reorganizations (Securities Act Release No. 6900); on October
30, 1991, final rules concerning disclosure of roll-up transactions were issued (Securities Act Release No. 6922). On
December 1, 1994, the Commission adopted amendments to its roll-up rules (Securities Act Release No. 7113). The
staff considers the disclosure guidelines of each of these releases in connection with its reviews of registration
statements and proxy statements filed by limited partnerships and real estate investment trusts.

Current real estate filings relate primarily to real estate investment trusts (REITs) and, to a lesser extent, limited
partnerships and limited liability companies. Frequently, REIT filings contain an UPREIT structure which includes an
Umbrella Operating Partnership formed by the sponsor and affiliated partnerships to contribute properties or partnership
interests to the REIT. In connection with REIT initial public offerings, the staff considers the availability of any claimed
exemption from Securities Act registration for the pre-formation roll-up transactions undertaken to form the operating
partnership.

Primary offerings by Operating Partnerships must comply with appropriate form requirements. Operating Partnerships
may use Form S-3 if the applicable requirements are met, specifically, Instruction |.C., but since the Operating
Partnership is unlikely to be able to meet the requirements of Staff Accounting Bulletin 53, separate financial statements
and related disclosure must be provided either in the registration statement or through incorporation by reference of a
voluntary Form 10. Following the offering, applicable reports must be filed by the Operating Partnership.

Reviews of limited partnership offerings and proxy solicitation materials continue to focus on prior performance and on
claims made by sponsors concerning investment obligations and future performance. These reviews also focus on
changes to partnership objectives and structure. Finally, the staff continues to examine the practices and disclosure
associated with the solicitation of proxies and registration statements related to roll-ups, pursuant to the revised rules.
See also Section 11.C.1 for a discussion of the disclosure required in tender offers for limited partnership units.

b. Sales Literature Used in Connection with the

Offering of Limited Partnerships

Iltem 19 of Industry Guide 5 requires that sales literature used in the offering of limited partnership units, including
material marked for "Broker Dealer Use Only," be submitted for staff review. These materials should provide a balanced
presentation of the risks and rewards involved in the offering. All information must be consistent with the information and
representations contained in the prospectus and the sales literature should not be presented in a manner which obscures
the prospectus cover page. Registrants should contact the staff before using submitted sales materials.

c. Low Income Housing, Rehabilitation, and

Historic Tax Credit Real Estate Limited

Partnerships
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Certain real estate limited partnership offerings indicate the sponsor's intention to invest in low income housing or other
programs eligible for federal or state income tax credits. Most of these offerings highlight the percentage returns to the
investor of the tax credits on a simple annualized basis. Since the tax credits are available for only 10 years and the
enabling statutes require a 15-year holding period for the property, the rate of return disclosure should include the
effects of the time value of money. Further, since it is possible that the property may have no or little residual value at
the end of the 15-year holding period, the disclosure of the rate of return should assume a zero resale value of the

property.

Further, prior performance disclosure of the results of earlier tax credit offerings by the sponsor should be included.
Disclosure of the total amount of tax credits generated for each year should be included as should the amount of tax
credits per $1000 invested.

2. Exemption from Registration for Bank and Thrift

Holding Company Formations

Section 3(a)(12) of the Securities Act provides an exemption from registration for securities issued in connection with the
formation of a bank or savings association holding company where shareholders maintain the same proportional interest
in the holding company as they had in the bank or savings association; the rights and interests of the shareholders are
substantially the same after the transaction as before it; and the holding company has substantially the same assets and
liabilities, on a consolidated basis, as the bank or savings association had before the transaction. The staff has informally
taken the position that the exemption would not be available if the new holding company's corporate charter contained
antitakeover provisions that were not in the governing documents of the predecessor bank or thrift.

3. Structured Financings

In fall 1992, the Commission extended the benefits of Rule 415 "shelf" registration through the expansion of the
availability of Form S-3 to investment grade asset-backed securities offerings (Securities Act Release No. 6964
(October 22, 1992)(the "Shelf Release")). Shortly thereafter, the Commission adopted Rule 3a-7 under the Investment
Company Act of 1940 excluding from the definition of "investment company" structured financings that meet the rule's
conditions (Investment Company Act Release No. 19105 (November 19, 1992)). These changes appear to have
precipitated, or at least coincided with, a movement in the structured finance market toward securitization of assets in
the public markets that previously were offered in the private markets. Significant disclosure and eligibility issues
continue to come up as a result of market developments.

a. Asset Concentration

The Shelf Release expressly does not adopt a specific asset concentration test. Instead, asset concentration questions
have been addressed through existing disclosure rules. While an asset concentration test was not included, the release
indicates that the definition of asset-backed security does not encompass securities issued in structured financings for
one obligor or group of related obligors.

(i) Multiple Core Prospectuses

Another issue involving asset concentration arises in the context of pooling several different types of underlying assets.
The staff permits issuers to register on a single shelf registration statement asset-backed securities supported by more
than one category of underlying assets without specifying the amount of each type to be offered. The registration
statement must specifically identify the various asset categories and include a separate core prospectus for each such
category. In considering whether a separate core prospectus is required, the staff will consider whether the assets
described are intended to be pooled together or securitized separately. If the latter, separate core prospectuses
ordinarily would be required.

(ii) Commercial Mortgages

For securitization of commercial mortgages and leases, where the mortgage loan is a non-recourse obligation of the
mortgagor, disclosure related to the operating property(ies) will be required where concentration exists. The staff
applies the standards described in Staff Accounting Bulletin 71/71A ("SAB 71/71A"). SAB 71/71A generally employs a
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20% asset concentration test to determine whether audited property financial statements are required. At concentration
levels between 10-20%, financial and other information regarding the underlying properties is required. In determining
whether these concentration thresholds are crossed, loans to the same obligor, group of related obligors, or loans on
related properties may be aggregated.

In addition, where a mortgage loan or loans of a single obligor, or group of related obligors, accounts for more than 45%
of the pool assets, one or more co-issuers may exist. See FBC Conduit Trust I, First Boston Mortgage Securities
Corporation (October 6, 1987).

b. Securitizing Outstanding Securities

(i) Corporate Debt Securities

The pooling and securitization of outstanding corporate debt securities of other issuers may be registered on Form S-3 if
the requirements of the Form for asset-backed securities offerings are met, provided that the depositor would be free to
publicly resell the securities without registration. Thus, a depositor generally cannot include restricted securities (i.e.,
privately-placed securities where the Rule 144(k) two-year holding period has not run) nor can it include registered
securities if the securitization is part of the original distribution. To provide certainty in deciding what is part of the original
distribution in resecuritizations by affiliates of underwriters involved in the original offering, the staff has used a bright line
test (i.e., securities purchased in the secondary market and at least three months after the depositor had sold out any
unsold allotment are not viewed as part of the original dispatch).

Where 20% or more of the pool consists of the securities of a single issuer, the staff requires audited financial
statements of such issuer to be included in the prospectus. However, if the underlying issuer is eligible to use Form S-3
for a primary common stock offering, and the depositor's transaction in the securities is purely secondary (e.g., there is
no tie to the issuer or the issuer's distribution), the staff would accept a reference in the prospectus to the issuer's
periodic reports on file with the Commission. Of course, the prospectus must include a description of the material terms
of the pooled securities.

In connection with Exchange Act reporting, reference to the S-3 eligible underlying issuer's periodic reports on file with
the Commission will be accepted in lieu of direct disclosure of this information. In addition, the staff generally requires the
depositor to undertake to provide financial and other information relating to such underlying issuer directly in its reports in
the event such underlying issuer terminates reporting after the pooling transaction.

(ii) Asset-Backed Securities

Securitization of outstanding asset-backed securities is treated similarly if the underlying trust has outstanding securities
held by non-affiliates in excess of $75 million and files periodic reports with the Commission. The securities of
government-sponsored enterprises ("GSE") which have a comparable market float and which make information publicly
available comparable to that of Exchange Act reporting entities are treated similarly.

(iii) Municipal Securities

The offering of asset-backed securities supported by pools of municipal bonds where asset concentration exists, in
general, requires that financial statements and other information relating to the underlying municipal issuer be provided.
This information must be included directly in the prospectus, must be current, and must otherwise satisfy fully the
disclosure requirements under the federal securities regulations.

While there may be instances where financial statements of the municipal issuer are not material to the investor in the
asset-backed security, such instances would appear to be rare and the staff will require appropriate legal opinions and
other documentation necessary to support the conclusion that financial and other information relating to the municipal
issuer is not material to investors.

c. Structuring the Offering

Often the payment terms of asset-backed securities are tailored to meet the particular investment needs of the investor.
Prior to effectiveness of the registration statement, investors often ask the underwriter for various computational
materials so as to analyze prepayment and other assumptions affecting yield. These computational materials are not
permissible prospectuses under the Securities Act and the Commission's rules and regulations. However, recognizing the
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realities of the asset-backed market, the staff has issued three no-action letters that recognize the industry's practice of
providing written information (other than the statutory prospectus) to prospective purchasers of asset-backed securities
when negotiating and structuring the securities to meet purchasers' investment criteria. These letters generally permit the
provision of limited information outside the preliminary prospectus to purchasers, provided that the final information is
filed as part of the registration statement.

4. Credit Linked Securities of Bank Subsidiaries

Recently, a number of banks proposed the following transaction structure:

o the bank forms a limited purpose finance subsidiary;

o the bank transfers mortgages or asset-backed securities to the subsidiary;

o the bank owns all of the subsidiary’s common stock; and

o the subsidiary registers the sale of its preferred stock to the public
The source of funds for dividend payments on the preferred stock would be limited to the income generated by the
finance subsidiary’s assets. The banks proposed this structure because the preferred securities of the subsidiary may,
under relevant risk based capital guidelines, qualify as capital of the bank.
Under bank regulations, if a financial regulatory event occurs, banks must retrieve, or "claw back," the assets of these
subsidiaries. Because the assets of these subsidiaries are subject to this claw back, this structure raises significant

registration and disclosure issues.

Under one structure, the preferred securities of the subsidiary automatically convert into securities of the bank.
Therefore:

o the bank and the subsidiary must be co-registrants on the registration statement for the initial sale of the
preferred stock since the bank is also offering preferred stock;

o the full audited financial statements of the bank must be included in this registration statement; and
o if the bank’s financial statements are not in US GAAP, they must be reconciled to US GAAP.

If the bank regulators can require the bank to claw back the subsidiary’s assets, the financial condition of the bank is
material to the subsidiary preferred stockholder at all times. Therefore:

o the full audited financial statements of the bank must be in the registration statement and in the subsequent
periodic reports of the subsidiary; and

o if the bank’s financial statements are not in US GAAP, they must be reconciled to US GAAP.

IX. ACCOUNTING ISSUES

Please also see "Current Accounting and Disclosure Issues in the Division of Corporation Finance," dated January 21,
2000, available on our web site at www. sec.gov/rules/othrindx. htm.

A. Initiative to Address Improper Earnings Management
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D) G ILHDVRD DEH IGHW L1 DUH K BWE DVHE RO DI DHUDES 1RAD0 GDUS EXWR) BEH IYHIR IGHWDED )G
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TEHE 5 % FHW IR KEDUESY IDFERLY D) DGG RO W MCRVH EVHG BRHYDEDH I DWELD . 1R DD
FRE SDO~IP D~ FROVIGHUED GHFEL).T E EHHUD P RAWDWE HOWTRDAY I8 IRE LT DWED IR RHHS [ERENY
DG IHERLGY WCDWDH DFEXIDA L EHDVRQDEMHIGHWIONE RE HIRIWHYVH ID WLV IDLHI

o WHNLIQIFDOFHRIMHE MADWE HOW
o KRZ WHE WWAWIWHE HOWDLRVHI

o WEHFRVWE IFRUHFW) ] WEHE LAVWDWE HOWDOG

o WEHFOUs. B IMEH DWW RUALRH DFFRX 0WD T U BD0FHIE BLHVSHFWR WEHE IVWWE HOW

) DD IMCHIE S % LHP GV IDYGEELY B IHHLIEE 4 DRV ) GHUE HRWERG 1 1S RIMCHI [FEDOTHE FaDOG
DYGLE T D0 GOEVRL FIE B DODIHE HOWDOG I KRR HFDVHVIDXGIFRE P WHHV IR IOH I DODFW
VAFE DV KTREWEQY R IWH E REEVIDO G IHFRGY ELRYVEROVE IMEHI( [FEDOJHE FAFRE L) WRLEH
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P DODIHP HOWEEDWE SO REHIHE EYDORIMHS DFHEP HOWE IDVYHWE P BLH IC RO BEDO IP S0 G .
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L UTHQHLD R H LEHMDVHI
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IDDOFIDAWAEREE HOWDOG GHLTWEHERE P EGENEVAREE HOW IR FEH H [WICWE DWLID O EH T LHG E ™
SEHNMNIQIEDSHIEDWEDE L: DOGIE JS6 01 HOFOGHEFHOUGRFRVAIHEBEIHIP HERG [VHG BR
DFFRXQWIEUHDFE 1+5H R IGHULDWLH D) DO FIDOD VP HOWDO G GHILTAWHEFRP P RGESID VWP HO)'W

» HOHLDO

SHF HP EHIRFRFIFEHDHZ #FP KEHFOFDO-AHL WGHE 0S IR RCE L BEUGHE S RO ELE ey |
D BHIRLE W5 HIBMDOW FDQ B0 FOOGH BREH LD OWDAEH D0 G I DRDAEH G LFRVIHY O GHUMEH 1P
IHHHQ FHIFIRVYIHHHQ FHILRP MEHIGMP EHHHQ FHER FEH G YFERVAOHY HYHZ EHUH KD FEH 0T IR
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7 HIHDFTIHG N0 EHDFEE T ERW ERVMEQVIMCHE [YIVIRG ) RS HVSHFD . WD H ELH HUHE BEDUHY
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WHIE MG EDWHY E KR EDG UTIH) 22 WOHLLTEWR IR RO BEH HDQ VDFARG LHFDVWE) T BEH EXVEHWY
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KRIEL.J EHURG IRUMECH KE.DUHY D WEH FRLE RLDWERD MR WCH 15D IR THEH R EFHVWIRG 1

L DU HELOF IS IEVI
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VHEXIRENV I MEL) MEH P HDOL.T IRUIS XHI LD I IREHFDEVH MECH FRX0R IEH WROE ID EHIDO FHIRD 15 X H
RN EHD BVEREQ HSUHWHG WHEHZ BCDWEQ GHIRH FLEXP WDO FHY IBHVFUEHG IMCH BYHLUD-L).J
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0 WEHFRQYHWIRG 1
o DOUMCHHTY L. IDWLHWY I WEH EDUWHVEE E HIHH [FEDO JHG IR HDS RG NEDLHVI
o WHEDMHVEE E IVIZLIVRYHE ID0G
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QHZ FRIERLDWE) K EXEIF RIHUD.JI
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