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1 An Act relating to securities and investments and ~roperly 

related matters, by offering a venture capitai tax cred~~. 

altering allowed exemptions from registration, creating a new 

class of registration by filing, eiim:nating certain fil:ng 

requirements, imposing minimum share prices as a condition for 

eligibility for certain exemptions and procedures, eliminating 

the broker-dealer bond requirement for broker-dealers who are 

members of the securities investors protection corporation, 

granting the administrator authority to prohibit certain blind 

pools and direct participation offering, incorporating 

additional legislative intent language to guide interpre~acion 

of che Blue Sky Law, expanding the permitted investments of 

Iowa insurers to include certain venture capital and small 

business investments, among other provisions, and manda:ing a 

study be prepared by the secu•ities bureau concerning investor 

protection and the impact of this Act, and repealing limits en 

securities registered by qualification. 

18 BE IT ENACTED BY ?HE GENERAL ASSEMBLY OF ·THE STA!'E OF IO\'iA: 
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SP.ction l. :-.iEW S2CTION. 422.ilB VENTUR~ CAPITAL CREDIT. 

'i''he taxe5 impcst:d under !"".his d.!.vision, le::.~ credi::s 

] a::cwcJ ~nder sections ~22.10, 422.11, 477.llA, ar1M 422.~2, 

4 shall be reduced by a state tax credi~, with a~thorizatiorl for 

s carry:orward, equal to ten percent of the taxpayer's 

6 1nvesc~ent 1n new stock issues by qualified b•1sinesses and 

7 seed or venture capital funds. 

8 2. To he a qual1Eied seed cr venture capi:al :und a'i o: 
9 the following con0i~i8ns m~st be met: 

10 a. ~he invest~ent ntust be :n shares or other equ~ty 

ll interest~. 

b. The E1Jnd's ori11cioal olace of btJsiness :nus~ be in !owa. . ' . 
c. ·7!1e fund rr:..:sL ~epresen~ thar. not less ::~an fif-:.y 

11 percent at the moneys received from the sale of shares or 

15 equity interests will be used to make seed or venture capita! 

16 i;lvestments in businesses in Iowa. 

lB 

19 

3. To be a qualified business all of the fallowing 

conditions must be met: 

a. The corporation must have its principal place of 

20 bustness in Iowa. 

21 b. The corporation must generally operate a value-added 

22 business which may include, but is not limited :o, 

23 manut·acturing or tra:1sformati.on of goods :·or sale or rent, 

24 construction, tra~sportation, tourism or :ecrea:ton, or m~r1ing 

2S or mineral development. 

26 c. The shares must be purchased for money conside:-ation 

27 and carry full voting righcs. 

2B d. The shares must be sold in an offering registered un<ier 

29 chapter 502, or so~d pursuant to the uniform ~~mi~ed offering 

30 exemptio11 i~ rule 191-50.16, Iowa admi~~s~rative code, cr as 

Jl authorized or establis~ed by rule of the admi:11strator -• 

12 chapter 502. 

33 4. ~n ~rder ~or the amount of the tnves~~~nt :~ rcrr~l~ 

.14 eliqible for the credit, t:,e taxpayer :~us:: t10.:..d :-:a:.-2::; c: _:--.e 

JS same value to: t~o c8mp~ete calendar years fc-~owi::g tn~ yea: 

• 



e 

S.F. -~~-- E.?. 

S}1ares nriginal1y purchased mdy be sold ~~d 

2 rep}_aced wj_th other eligible s~at·es. 

3 Sec. 2. Sectio~ 502.202, subsection ll, c~de 1989, cs 

4 amended to read as fol!ows: 
. ' 
.... .!.. • A security issued in con~ectio~ with an e~ployee stcck 

h purchase, option, savings, pension, profit sharing or sim:lac 

1 he~e~it pla~T-provided 7 -in-the-ea~e-ef-?i~M~-~h~e~-are-~ot 

R q~~i~€ied-cnde~-eeetio~-49i-0E-the-~M~ern8±-~e~e~tle-Eed~-e~d 

9 whieh-p~ev±de-fer-een~rfbtltieM-by-e~pley~e~y-~~e-tld~+~~~t~eto~ 

10 ~~-not~f~erl-in-writ~ng-fifteen-daye-befe~e-the-~neeptie~-ME 

1 2 Serc. 3. S~?r~ion S02.70l, s:..:!:>sect~or. ... ;., Cc-d._. .:.Y89. ~s 

13 a:ner.ded by strLL{:.ng !:.~e subsect~on a:1d i~sert:ng 1:-': lieu 

14 thereof the ~ollcwing: 

1 J • A tra~sactio~ pursua~: to an offer to exist~ng 

:.6 secur l t:y r~c.:de!·::; ot tr.e tsst.:er, ~r.c:ludir1g per: sons who at the, 

:.7 ti~e vf the tra:--.saction are hs-lders of convertible :>e,..:.:: ~tiPs, 

18 nontransferable warrants or transferable warrants excerc~sab:e 

19 wi~hin not more c~an ~inety days of tt1eir iss~ance, if either 

20 of the following ccnditions apply: 

21 a. No commission ar other remur1eration, oth~r than a 

22 s:-.dndby corr.rr.issicn, is paid or given di::-ectly or ir-.direc:ly 

23 •or soliciting a sec•1rity holder :n ~he s:ate. 

2 '; b. The iss~:e~ f~rst files a :~ot!ce specifyi:1g tt1e t~rns ~f 

25 the oEEer and the adn:irlistratc)r Joes not by Jrder JisalJow ~.he 

76 exemption within the ~ext ten days. 

27 Sec. ~ . Sec~ion 502.203, s~bsecti~~ 13, ~aragraphs d, h, 

28 c, and d, Code :989, are amended by striKing the pardgraphs 

)9 dnd ~nser~ing i~ lieu thereo~ the Eo!lowi~g: 

30 a. ~he securiti~s to be dist~~bu:ed are ~egistered unde~ 

3~ :-.he Sec:::-it.:.es 1\ct:. i.933 he£"~re ~r.e co!lsu;~-;at:.or~ nt ::~e 

.12 t~ar.sacr..tc-n: cr 

13 b. ~he sec~~it~es ~o be distribeted are ~Qt ~~q;Jir~a tc be 

)~ 

J ') 
. . . 
~s1Aars, a~c 0 CO?V 
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1 ~he ~ate~ia:s, if any, by which approva: n~ the transaction 

2 w1ll be solicited ~5 giverl tc the administrator at leas~ te~ 

J days hefore t~e r.ons:.1rr.mdt~on of the transacr ic:n, .:::d :_r.e 

~ ddm1nistrator does ;:ct disallow, by order, the exemp~ion 

next :er. days. 

6 Sec. '>. Section 502.203, Code 1989, is amPnded by addinq 

7 the foll.owing nc~ subsection: 

8 N<::\-1 SUBSECT.ION. 17. The o::er or sale o:: sec;Ir:.:ies by a 

9 srea~: business :.nvestment care?dny under the federal Srnal~ 

:o Business Investme~t Act of 1958 if all of the follcwi~g dre 

ll met: 

12 a. The sec~r!ties are offered or sold ln co~p!ia~ce wit~: 

13 rules 230.6111-G:Oa of regu:ation E ot tl:e federal Securities 

~~ ~xchange Act of 1933. 

15 b. The issuer i:as filed with the administrator the 

:G offering dcc~~et~t to he used in ccnnect~on wi:h t~e offer and 

I I sal~ u( the sectirit~es not :ater thart t~e first use therec( ~~, 

18 this sta~e. a copy of :he notification on Form ;_-E ~eqilired by 

19 ~ule 230.604 of ~eguiation E, to be filed wi~h the secu~1ties 

20 and exchange comffiission, and a fee of o~e ~u~dred dollars. 

) 1 Sec. 6. NEW SECTION. 502.205A REGiSTRATION BY FILI~G, 

22 'OR iOWA ISS0ERS. 

A secur1ty meeting the conditions set fer:~ :n this 

24 sectiOil may be registered by filing as provided in th:s 

2S section. 

26 2. I~ o~der to register ~nder this sP.ct:on, the iss~er 

27 must meet both of the fol!owing conditions: 

28 a. Both before and upon completion of the offe:1ng, the 

?9 :sst.iP.r :nust :-tave its principal place of business in ::-.is 

30 state. 
, . 
·'- b. Both before a~d 11pcn completion ~f the o~~ering, at 

17 :Past fifty percent of the iss•~er's ful:-t~~e e~~ioyees ~Gst 

11 De !ocd:ed ~n this state. 

JS secti.c:":. 
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4 • ~order ~o ~egis:e~ u~de~ this secti.::l, the followi~g 

2 cor1ditions ~tJst be satisfied: 

3 a. The aggregate considerat~on for all eq~i:y securit:e:~ 

4 su:d by the issuer in any period of twelve ccnsecutive ~onths 

5 irl :he Jffcring bci:1g registe~ed shall not exceed one :;:il~ic~l 

6 dolL~rs or, .:.f rule 504 promulgated ~.;rtder the Securities Act:. 

7 of 1933 is amer1deJ after the e~~ect~ve da~e of this section, 

8 the administ~ator shall by rule increase the limit unde~ this 

9 paragra?h ~o confor:n to that increased amoL1nt. 

10 b. A~ ~east eighty percen~ of the ~et proceeds :ro~ th0 

ll offering mus:. be used in co~:'iection with the operar.icr~s :·;[ :.I:~_, 

12 issuer .!.n ~his state. 

c3 c. 

l.•:i given, 

:;_s exce~t 

A commission or other re~~neratic~ sha~: not be pa;d o~ 

directly c: ~ndirectly, for the sa1.e cf t~e sec~r~.tie~;, 

pay~ents to broker-deale:s and age~ts registe:ed ~~de~ 

:G this chapter or except pdyments as permit:ed by t~e 

.i..-1 ctdmi:1is~rator by r·.;le o:- by order jssuerl :~pon ·,;ri!":t:~n 

lR ilpplicdtion showi::g good ca~se for allowa~ce of cc~mj_ssicn or 

19 other re~urleratJC~-

20 d. The 1ssuer nr a broker-dealer offerir1g or selli~a ti1C 

21 sectJrities is not or would not be dlsquali:ied ~~de:· sectlc:;n 

2? (2)(iii) of r~le SOS prom~lga:ed u:~der the Sccu~ities Act of 

23 1933. 

24 e . An offeri~g docume~t meeting t~e disc~os~re 

2':> requ1re:ne:1~s of rule 502(b)(2) ;Jron:ulga:ed under t;,e 

26 S~curlt~es ~ct of 1933 shall. ~e delivered to each ?~rc~aser ~~. 

27 the state pr>or to the sale of t~e securi:ies, u::less tne 

2R admi~is~ratar by :ule or order provides for d~sclcs~r~ 

)9 different ~ram t~at rule. 

~he issuer sha~: file wi~~! the ddffil!~is~ratcr drl 

J: applicatior fer re~istration a~d the 0~feri~g docu~e~t ~c be 

12 ~:sed in co~~ecti8:: ~ith the uffer d~d sa~e cf th~ S?C~!r~:~es. 

1 \ g 2~e l SSL.:e ~ sl;a 
. 

l EJ.:..iY t ·:> r_he admi n l :; - ca tor 2 • eP ;;E . '- - -
., ' • ; c t y \1',) l 2 c s ar:d s;ca '- -~- be ..-;;::::.,-••• r'=d t() pa. '·i :;.e f ' ' nc f -?P ,~ .. . - :~ ..... ... - ... ~~ - ' " 
1S sPt fo:~h ~n sectio~1 502.2CR, subse~tio~ 2. 

-,-
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l Unless t~e admintstrator issues a stop order 1 . 
ceny1~g 

2 the effpc;t~veness of the reqistraticn, as provided ~n s~ct~c:~ 

J '>02./.09, the regis:rat:on s:ar.e:ne:-~t shall bec:cme e!'fcct1ve ()!\ 

4 the third busi:-~ess day afte: lt has bee;! filec with tl1e 

S ad:!linistrator. 

6 6 . Notwit~standing any other provision of ~~is chapte~, 

7 the administrate~ shall not deny effectiveness to o~ s~spend 

8 or revoke :-.he effectiveness of a registrat ic:. ilnde:: !:!lis 

9 section on the basis of section 502.209, sc~sec:ion ~. , 

:o paragraph ''e'', ··~··, or ''h'', and the adm~nistraLo~ s~a:l not 

;I tmpose ~he conditions specified in sec:ion ')02.208, subsectcon 

;7 7. Sectiun S02.208, subsPc:tion 9, paragraph"::-,", Sllt.l!::>aragraph 

13 (2), and sect1on 502.708, s•;bsectiOII :2, are not applicab:e to 

14 a registration u~der this section. 

lS 7. (~ cortnection with an offering registered under thi.s 

16 sect1on, a pe~so11 may be reqistered as an age~t C!f the iss~er 

17 u:~der sect~on 502.30! by the ~i:i11g with the admi~istrator cf 

:e a11 application oy the issue~ for the registration of the 

10 person dS a1~ agent of the issuer a~d the payi~g of a fee of 

20 ten dollars. Notwithsta~d~ng any other prov~sicn of this 

7: chapter, the registration of the agent shall be e~~ective 

22 until withdrawn by the issuer or until the sec11rit~es 

23 reg~stered pursuan~ to the reg1stration state~ent have ali 

21 beet! sold, whichever first occurs. 

2S agent shall become etfective when ordered by ~he admi:1istrator 

26 or on tile third business day after the agent's application has 

27 been fi::..ed with the adninist::ator, 'Nhicheve!'" occ:~~rs :irs::-., u:1d 

28 the adrnin:strator shail not inpose any fur~~1e~ conditions on 

29 ~he registration of the agent. F-:cweve~, :-.he ac;ninistrat:..Jr 

30 cu11tinues to have ~he :ight to deny, revc<e, suspe~d, or 

3: Wit~draw the :eg1strat1on of t~e agent as pruvided ir~ sec~ti~~ 

.12 c,o2.3ll4. ~Jotwi~hstandi~g secticn 502.302, s~bsecti0n 5, fer 

JJ t~1e purposes cf ~egistratio:~ c~ age~ts under Lh:s secticn, ~~e 

- ,-.-
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_ o~~y :he sec~rities reg~.stered ~rlde: th~s section. 

2 Sec. 7. Sec=ion 502.208, Cede 1989, 1s a~ended by add~:cg 

] the fo:lowing ~ew Stibsec:ions: 

4 NL>·I SUBSECTION. ~~e adreinis~rator re~y by r~le ur 

5 order prohi.bit an 8ffe:i~g wh.:.ch .:.sa blind pool, uni.ess t~;e 

6 admin~stratcr determines :hat either, or both, of ~he 

7 following cOIJdit1ons are met: 

8 d. The b:irl~ pool is a comrnuJ1ity develcpment, seed, 

9 ve11t~re capital fund for wh1ch the admi~istra~or authorizes a 

3.0 waive!::. 

b. ~he adni~istrator, by rule or order, [.ir1ds ~h~t :t 1s 

~2 :co. r1ecessary for the prc~eot~on of investors that an ofEe: i:cg 

;1 or certain category of oE~eri~gs shou:d be prohibited. 

14 ~E'.--:' S~!BS.FCT I(')~. • r. .... ) . ·r~e adreinistrator may by rule or 

l5 ordPr p~ohibit an of~erirlg wh~.ch ~s a direct part~cipati,~n. 

'-6 Sec. 8. Section 502.2119, Code :989, ~s a~ended by ddding 

17 :~e foi~owing new subsectio~: 

l8 NC;•i SUBSCCTION. 6. The administrator may apply paragrdph 

:9 "a'', "b 11
, 

11
C

11
, "d'', \JL "£•' of s~bsect.ion l, a:1d shall no:: 

?0 apply ?aragraph ''e'', ••f'', ''g'', cr ''h'', and shall nor apply 

21 subsectlons 7 or 8 of seot1on SC2.208 to a registrdtion under 

22 sectlo:1 502.206 if all of the follow~ng condi~icns are 

23 pre'ieel:: 

24 a. :n the case of an eq~i~y sec~:ity, ~he price to ttte 

2S purc~aser per sl1are 1s twa do!~ars or more. 

26 b. ;,e least or.e of the underwriters particlpating 1:c t!1e 

27 oCfe~ing, and eac~ broker-dealer w~o wi:: offer the securit1es 

28 in this state, are me~bers of, cr clre subject :o ~~e ~wles n~ 

~9 f~ir practice o~, a ~ational associilti~n of sec~rit~PS deal.Prs 

30 with ~esyect ~o ~~l~ of~Pr~r1g, a~~ no~e cf ~:hP ~anagir:g 

J.i ur:dcrw~~te~s is a~~~liated wi~~ :he 1ssue:, or tt1e spo:1so~ ·:r 

J2 co:1t~ollir~g ?ers~:l c~ :he ~ssue~, by ;!leans o~ di~ec~ or 

33 i~direct co:n.rno:~ cc:~tro::.. 

l·l c;. ?he iss~er or any 

-f.-
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l order of the admi11istrator cf which t~e issuer has :1otice. 

2 Sec. 9. Section 502.302, subsection 5, Jnn~mbered para-

3 graph l, Cede 1989, is amended to read as follows: 

4 ~very broker-dealer and every issuer whc e~plcys agents 1n 

5 connection wi~h any security or transaction not exempted 

6 either by sec~ion 502.202 or section 502.203, shall file and 

7 maintain with the administrator a bond conditioned that ~he 

8 broker-deale~ or iss~er shall proper:y account for a11y moneys 

9 or secur~ties rece~ved from or belonging to another ar1d shall 

10 pay, satisfy, and discharge any judgment or decree that may be 

:i..l rendered against ~~eh the broi<er-dea:er or issuer i:-1 a co;1rt 

12 of competent iurisdiction in a suit or action brought by a 

J3 p~rchaser or selle~ of securities against e~e~ the broker-

~4 deaier or issuer in which it sMaii-be is found or adjudged 

15 that such secur1t1es were sold or purchased by the broker-

16 dealer or issuer in violation of this chapter. s~eh The bond 

17 may be drawn to cover t~e or~ginal license and any renewals 

l8 the!'ee§ of the ~ ~--~~_nse, and nay contain a provisicn 

:9 a:1thorizing the surety the~e~~ to cancel upon :hirty days' 

20 notice to the principal and the administrator. However, a 

21. broker-dealer who is a membe: of the securities 1~ves~or 

22 protection corp9r~~ion is not req:J.ired ~o _furnish the bond~ 

23 Sec. lO. Section 502.611, Code 1989, is amendeu by i.idding 

24 the following new unnumbered paragraph: 

25 NEW UNNUMBERED PARAGRAPH. This chapter shall oe construed 

26 and implemented to effectuate its general purposes to pro~ect 

27 investors and consistent with that purpose, to encourage 

28 capital forma:ion, ~ob formation, and ~ree and competitive 

29 securities :narkets and to minimize regulatory burdens en 

1<l i.ssuers and persons subject to this chapter, especially smal: 
J 1. b:..~s i ;H~sses. 

]2 Sec. ll . NE\'i SECT ION. 502.6:3 DA~A COi.LECTION. 

13 7~e bureau shall provide for t~e peciod :u:y l, :989. co 

3 4 !'-!a r c:, :. , ::.. ') 9 J. , a uni~or~ ccllectiGn . . a :'"IG r epe; :.- :-_ 1 ~v; sys:em for 

15 data :elating to cor1s~me~ concer~s and c0mpla:~ts and ar1y 
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~ ~raudt1lent or abusive securities practices. ?:Oe da:a 

2 collected shall he del~vered to ::Oe membe~s of t:Oe t1o~se 

3 standing conun.:.ttee on small bus:..~ess and cor1merce and the 

4 sen~te standing comm:..ttee on commerce by March l, 1991, along 

5 wit!: the adininistratcr's rec~~~endations, res~lting frcm the 

G data, relat1ng to legislative action regarding the mtn!num 

i pr1ce of e(!uity securities exe:nptec! pursuar~t lo section 

8 502.209. 

9 Sec. l 2. Sec:ion s::.B, Code :989, is amended by adding 

10 the following new subsection: 

ll ~:;:;.; SUBSECI'ION. 2 2. Shares or equi~y interescs in either, 

12 or both, of the fcllow1ng: 

13 a. Ve~ture capital e~terprises that have ~heir princ1pa: 

14 of~ices i~ ~~is state and ~eprese~t that one-ha:E o~ the Et1:1Js 

iS received from the sale of such shares or equity interests 

16 st1all be ii1vested i;~ Iowa businesses. 

17 b. Small bust~esses that have th~ir principal 

18 :his state a~d ttdve either IUore t~an one-ha:f of 

~9 within this state or· ~ore tha:1 one-half of t~eir e~:plcyees 

:!0 empi :)yed w; t'lin th' s s~a:e. 

21 A company shall not ~nvest more than five percent a~ its 

22 legal rese~ve under th1s subsection. ''Small ht1si~esses'', as 

2.3 :lsed i.r: this subsection, :neL.a~s t~CJse busine~ses w~.:..ch meet t!-.P 

2·1 smai: busi:1ess ad~~nistra:ion definit~on of snall b~siz1ess. 

2S ''Squ:..r.y ~nterests", as u:::;ed i.n this s~bsectic:1, ~eans lir::ited 

26 part.nership inter,?sts a~d ether eqc~ty i~terests i~ whic~ 

27 liability is li~ited to :he a~OLint o~ ~t1e inves~~en:, b~: does 

28 :10~ ffiean ge~eral part~erships or o~he~ ~Ilterests invclvinq 

29 cenera1 ltability. 

JO SPc. : 3. 

31 the t~liow1ng ~ew suosec:ion: 

~L'ti S:.JBS<::C:' IC\. 5. 

-8-
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.. rhelr employees e~ployed in this state- A compar1y shall not 

2 ir.vest more t~an f ~VP percei1t of i.::s capi ta.l and s~:plus \lr.dPr 

J ~his subsection. ··s~a:: busi~essPs'', as used ~n this stJbsec-

4 rion, ~eans those businesses which meet the srrall business 

S adminis~~atio~ definition of small b~si~ess. "F.:qui:y i.n-

fi terests'', as used in this subsection, means l~~ited part-

7 nership int:erests ~nd other equity interests i.:\ which lia-

8 bility is litnited to the amount o~ the investrr;e~t, b~t does 

9 not :nea:c genera~ ?a:ctnership interests or other i;,terests 

l() involving gene:al liability. 

Sec. 14. Section 502.2l0, Code :989, 15 'epealed. 

E:<PLA:>;ATION 

13 7tlis bill implemer1ts ~a:·ty of the majority report's 

14 recom~endat~ons of the SCOPS (Securities and Capital 

i'i Oppurtc::oittes Pro:notinn and Expansior:) Task ?nrce. ~ncluding 

16 provisions ~or registration by ~i~ing Eor certai~ issues 

J.) subject. to [£•de:o~ filing ar.d crea:lcn cf a ve:~ture capl.ta.J-

:e tax credit, arr.ong ct~ers. 

l~ Sec~i~n l atlthorizes a ten perce~t venturP capital tax 

70 credit for a tc..Ixpa.yer 's invest;nent ii. ce::-tai.n qt~cil ificd 

7l busi11esses and seed or venture capital Eunds. 

22 Sect:on 2 eli:ni11a:es the ~iling requirement in order to 

'!"3 quali.Ey f~.;.· the emplcyee benefit plan exerr.9:.inn tc reduce 

2~ paperwork. 

) ') Sec~. i.on 3 adopr c; ur. i form J angudg<' r ecomrne::c!ed by r.lce 

26 nat~ona:. ass0ciation of secu:-ities com.11issi.cners ::.; expand :he 

27 Pxemption :or saLes tc exis~ing securi:ies ~o~ders. 

28 Section 4 eli~i:~ates a fiiing requi~eme~t ~o qua~ify for 

)9 :~e ~e~ger exemptio~. 

JO Sect~o~ 5 offers a new exe~ption fro~ req~st~atio~ 

J2 busi~ess i~vest~ent company ~~der the feder~: Smal~ Hus_ness 

33 rr:vest~ci:t Ac: of :958. 
, ' . ; ..., Cp_~.· .• · i~.··,;.::. r:r~~(•.-.·~;:. ne·· nv.r-,c--~·d~:~.e CC·-·· rer··,· ::..-:-...;t-:.-. ............... ·;'.·--a 

-.)' '· -- V .._.. - '- ·~ ...... .... , - - ~- - 'j ~ -~ ~ ~ , .... , ~'-'II ;..• :f ._ - - - •. -:_. 

JS fsr ce~tain Icwa iss~e~s. ?:~v.:.ccsly, req.:~:_;.:.a:in:1 CGiJ:d c:)~·! 

·}-



' ,,-

• 

S.F. :-LF. 

be performed by qual~ficat~on or cuordlna~ton Eor all 

2 nonexempt issuers. 

J Section 7 autnorizes the administrat~r ta prohibit by r:::e 

4 or order an cffe~ing which is a b~ind pool, ~nless ~he blind 

5 pool is a community developnent, seed, or venture capital. 

6 fund, or prohibition is net ~ecessary for the protection cf 

7 investors. Similar author1zation is granted to prohib1t 

8 d:rect participation offerings. 

9 Section 8 applies minimum share prices and other 

10 qualificatiorls for certain classes of securities to be 

-~ eligible for certain exemptions in order to avoid abuses 

l2 associated with so-called "9e:1ny stock''. 

13 Section 9 provides that a broker-dealer who 1s a member nf 

14 the securities investo~ protection corporat1ar: lS not requi~ed 

l5 to post a bend in addition to the security o:fered by the 

16 securitie~ investor ?rotection corporation for i~vesto:s who 

l7 c,:)nd~.~c: bus1_ness with its membe:-s. 

18 Sectiot~ 10 adds intent language to indica~~ that protectio~ 

19 of investors is the pr~mary purpose cf the Sliie Sky Law, b:!L 

20 that wjen possibie the Blue s~y Law should be CQ~str~ed to 

21 encQurage capita! formation, jcb formation, and free and 

22 competitive secur~ties marKe:s and to minimize regulatory 

23 btirde~s o~ issJers and persons subjec: ~o the a:ue Sky ~aw, 

24 espPci..ll::.y s~na~l bilsir:ess. 

25 Sec~ion t;_ requirE's tl~e secl!ritles bu,ea·._; of t:Ce c:tvts.:cn 

26 of insurance of the departne::~ cf cornmerce ~c col:ect data 

27 rela:ing to co:1sume~ concerns anti coffip~ain:s and ar1y 

.?e EraildUl~?nt o::- ab~s.:..ve secu!:"l.:ies practi.ces. A repc~'- is t~ be 

30 ~o c~e qeneral assentb~y. T~e repo~t is also to addres~ the 

31 eftec~~.veness cf the m~~~mu~ st:are pr:ce provis~Gns cE sec~:.o~ 

-:o~ 
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S~rri.O~l 14 repea2.s the :~mits curre~L~y ixposed 8t1 ~he s~zp 
."J c;f reqi~:;t:-a: l'J:l 
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SENATE FILE 463 
FISCAL NOTE 

A fiscal note for SENATE FILE 463 is hereby submitted pursuant to Joint Rule 
17. Data used in developing this fiscal note is available from the Legislative 
fiscal Bureau to members of the Legislature upon request. 

Senate file 463 provides for the following. 

A. Section 1 authori~es 
taxpayer's investment 
venture capital funds. 

a 10% venture capital tax credit for a 
in certain qualified business and seed or 

B. Section 2 eliminates the filing requirement tn order to qualify for 
the employee benefit plan exemption to reduce paperwork. 

c. 

D. 

E. 

Section 3 adopts uniform language recommended 
Association of Securities Commissioners to expand 
sales to existing securities holders. 

by the National 
the exemption for 

Section 4 
the offer 

offers a 
or 

company under 
sale 
the 

new exemption from registration requirements for 
of securities by a small business investment 

federal Small Business Investment Act of 1958. 

Section 6 offers a new procedure for registration by filing for 
Previously, registration could only be 
or coordination for all nonexempt issuers. 

certain Iowa Lssuers .. 
performed by qualification 

f. Section 7 authorizes the administrator to prohibit by rule or order 
an offering which is a blind pool, unless the blind pool is a 
community development, seed, or venture capital fund, or prohibition 
ts not necessary for the protection of investors. SimiLar 
authorization is granted to prohibit direct participation offerings. 

C. Section 8 applies minimum share pr1ces and other qualifications for 
certain classes of securities to be eligibLe fo~ certain exemptions 
tn order to avoid abuses associated with go-called ••penny-stock''. 

H. 

I. 

Section 9 provides that a broker-dealer who lS a member of the 
Securities Investor Protection Corporation lS not required to post a 

bond 1n addition to the secut"ity offered by the Corporation for 
investors who conduct business with its members. 

Section 10 adds intent language to indicate that protection of 
investors is the primary purpose of the Blue Sky Law, but that when 
possible the Blue Sky Law should be construed to encourage capital 
formation, job formation, and free and competitive securities markets 
and to minimize regulatory burdens on issuers and persons subject to 
the Blue Sky Law, especially small business. 
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J. Section 11 requires th~ Securities Bure8u of the Division of 
Insurance of the Department of Commerce to collect data relating tc 
con~umer concerns and complaints and any fraudulent or abusive 
securities practices. A report ts to be prepared by the 
administrator by March 1, 1991, and submitted to the General 
Assembly. The report is also to address the effectiveness of the 
minimum share price provisions of Section 8. 

K. Sections 12 and t3 permit Iowa tnsurant..:'! compan1es to invest 1.0 
certain venture capital enterprises and small businesses, without 
violation of prudent investmeol standards. 

L. Section 14 repeals the Limits currently impo5ed or. the size of issues 
eligible for registration by qu3lification. 

FISCAL f!I'FECT: The costs for FY 1990 are estimated at $100,000 or less due to 
the delays necessary for implementation, the timing of the tax year, and other 
considerations. The impact for FY 1991 is estimated at $400,000 to $500,000. 

In future years it ts estimated that additional revenues generated by new 
economic activity should equal o~ exceed the i~itiat loss of ~evenue due to tax 
credits or deferrals. However, the amount of such an increase cannot be 
estimated at this time. 

The Insur3nce Divi~ion 

additi<>nal. staff person 
of the Departmcr:.t of Corruncrce ~sti.males that one 

and support will be necessary at a cost of $43,000 • 

(Source: Departments of Revenue 3nd Commerce) (LSB l762sv, DPW) 

fiLED MARCH 22, 1989 BY DENNIS PROUTY, FISCAL DIRECTOR 
• 
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BY (PROPOSED GOVERNOR'S BILL) 

Passed Senate, Date Passed House, Date 

Vote: Ayes Nays 

Approved 

Vote: Ayes Nays 

An 

BE 

A BILL FOR 

Act relating to securities and investments and properly 

related matters, by offering a venture capital tax credit, 

altering allowed exemptions from registration, creating a new 

class of registration by filing, eliminating certain filing 

requirements, imposing minimum share prices as a condition for 

eligibility for certain exemptions and procedures, eliminating 

the broker-dealer bond requirement for broker-dealers who are 

members of the securities investors protection corporation, 

granting the administrator authority to prohibit certain blind 

pools and direct participation offering, incorporating 

additional legislative intent language to guide interpretation 

of the Blue Sky Law, expanding the permitted investments of 

Iowa insurers to include certain venture capital and small 

business investments, among other provisions, and mandating a 

study be prepared by the securities bureau concerning investor 

protection and the impact of this Act, and repealing limits on 

securities registered by qualification. 

IT ENACTED BY THE GENERAL ASSEMBLY OF THE STATE OF IOWA: 

TLSB 1762SG 73 

dw/cf/24 
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1 Section 1. NEW SECTION. 422.11B VENTURE CAPITAL CREDIT. 

2 1. The taxes imposed under this division, less credits 

3 allowed under sections 422.10, 422.11, 422.llA, and 422.12, 

4 shall be reduced by a state tax credit, with authorization for 

5 carryforward, equal to ten percent of the taxpayer's 

6 investment in new stock issues by qualified businesses and 

7 seed or venture capital funds. 

8 2. To be a qualified seed or venture capital fund all of 

9 the following conditions must be met: 

10 a. The investment must be in shares or other equity 

11 interests. 

12 b. The fund's principal place of business must be in Iowa. 

13 c. The fund must represent that not less than fifty 

14 percent of the moneys received from the sale of shares or 

15 equity interests will be used to make seed or venture capital 

16 investments in businesses in Iowa. 

17 3. To be a qualified business all of the following 

18 conditions must be met: 

19 a. The corporation must have its principal place of 

20 business in Iowa. 

21 b. The corporation must generally operate a value-added 

22 business which may include, but is not limited to, 

23 manufacturing or transformation of goods for sale or rent, 

24 construction, transportation, tourism or recreation, or mining 

25 or mineral development. 

26 c. The shares must be purchased for money consideration 

27 and carry full voting rights. 

28 d. The shares must be sold in an offering registered under 

29 chapter 502, or sold pursuant to the uniform limited offering 

30 exemption in rule 510-50.16, Iowa administrative code, or as 

31 authorized or established by rule of the administrator of 

32 chapter 502. 

33 4. In order for the amount of the investment to remain 

34 eligible for the credit, the taxpayer must hold shares of the 

35 same value for two complete calendar years following the year 

-1-
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1 of purchase. Shares originally purchased may be sold and 

replaced with other eligible shares. 2 

3 

4 

s 
6 

7 

8 

9 

10 

ll 
12 

13 

14 

lS 
16 

17 

18 

19 

Sec. 2. Section 502.202, subsection 11, Code 1989, is 
amended to read as follows: 

11. A security issued in connection with an employee stock 
purchase, option, savings, pension, profit sharing or similar 

benefit plan,-p~e~~ded;-~n-the-ee~e-o£-p~en~-w~ieh-a~e-not 
qtta%i£iee-ttnde~-~eetion-46i-of-the-fnte~nai-Re~entte-€ode-and 

w~ie~-p~o~ide-fe~-eontribtttion-by-empioyee5;-the-admin~~t~ator 

i~-netif~ed-in-writ~ng-fifteen-day~-be£o~e-the-ineeptien-ef 

the-pian-ef-the-term~-of-the-pian. 

Sec. 3. Section 502.203, subsection 11, Code 1989, is 

amended by striking the subsection and inserting in lieu 
thereof the following: 

11. A transaction pursuant to an offer to existing 

security holders of the issuer, including persons who at the 

time of the transaction are holders of convertible securities, 

nontransferable warrants or transferable warrants excercisable 

within not more than ninety days of their issuance, if either 

20 of the following conditions apply: 

21 a. No commission or other remuneration, other than a 
22 standby commission, is paid or given directly or indirectly 

23 for soliciting a security holder in the state. 
24 b. The issuer first files a notice specifying the terms of 

25 the offer and the administrator does not by order disallow the 

26 exemption within the next ten days. 

27 Sec. 4. Section 502.203, subsection 13, paragraphs a, b, 

28 c, and d, Code 1989, are amended by striking the paragraphs 

and inserting in lieu thereof the following: 29 
30 

31 

32 

33 
34 

35 

a. The securities to be distributed are registered under 

the Securities Act of 1933 before the consummation of the 

transaction; or 

b. The securities to be distributed are not required to be 
registered under the Securities Act of 1933, written notice of 

the transaction, a filing fee of fifty dollars, and a copy of 

-2-
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l the materials, if any, by which approval of the transaction 

2 will be solicited is given to the administrator at least ten 

3 days before the consummation of the transaction, and the 

4 administrator does not disallow, by order, the exemption 

5 within the next ten days. 

6 Sec. 5. Section 502.203, Code 1989, is amended by adding 

7 the following new subsection: 

8 NEW SUBSECTION. 17. The offer or sale of securities by a 

9 small business investment company under the federal Small 

10 Business Investment Act of 1958 if all of the following are 

11 met: 

12 a. The securities are offered or sold in compliance with 

13 rules 230.60l-610a of regulation E of the federal Securities 

14 Exchange Act of 1933. 

15 b. The issuer has filed with the administrator the 

16 offering document to be used in connection with the offer and 

17 sale of the securities not later than the first use thereo: in 

18 this state, a copy of the notification on Form 1-E required by 

19 rule 230.604 of regulation E, to be filed with the securities 

20 and exchange commission, and a fee of one hundred dollars. 

21 Sec. 6. NEW SECTION. S02.205A REGISTRATION BY FILING, 

22 FOR IOWA ISSUERS. 

23 1. A security meeting the conditions set forth in this 

24 section may be registered by filing as provided in this 

25 section. 

26 2. In order to register under this section, the issuer 

27 must meet both of the following conditions: 

28 a. Both before and upon completion of the offering, the 

29 issuer must have its principal place of business in this 

30 state. 

31 b. Both before and upon completion of the offering, at 

32 least fifty percent of the issuer's full-time employees must 

33 be located in this state. 

34 3. Only equity securities may be registered under this 

35 section. 

-3-
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4. In order to register under this section, the following 
conditions must be satisfied: 

a. The aggregate consideration for all equity securities 
sold by the issuer in any period of twelve consecutive months 

in the offering being registered shall not exceed one million 
dollars or, if rule 504 promulgated under the Securities Act 

of 1933 is amended after the effective date of this section, 
the administrator shall by rule increase the limit under this 

paragraph to conform to that increased amount. 

b. At least eighty percent of the net proceeds from the 

11 offering must be used in connection with the operations of the 

12 issuer in this state. 

13 
14 

15 
16 

17 

18 

19 

c. A commission or other remuneration shall not be paid or 

given, directly or indirectly, for the sale of the securities, 

except payments to broker-dealers and agents registered under 
this chapter or except payments as permitted by the 
administrator by rule or by order issued upon written 

application showing good cause for allowance of commission or 

other remuneration. 

20 d. The issuer or a broker-dealer offering or selling the 

21 securities is not or would not be disqualified under section 

22 (2)(iii) of rule 505 promulgated under the Securities Act of 

23 1933. 
24 e. An offering document meeting the disclosure 

25 requirements of rule 502(b)(2) promulgated under the 
26 Securities Act of 1933 shall be delivered to each purchaser in 

27 the state prior to the sale of the securities, unless the 
28 administrator by rule or order provides for disclosure 

29 different from that rule. 
30 f. The issuer shall file with the administrator an 

31 application for registration and the offering document to be 

32 used in connection with the offer and sale of the securities. 

33 g. The issuer shall pay to the administrator a fee of 

34 fifty dollars and shall not be required to pay 

:- 35 set forth in section 502.208, subsection 2. 

the filing fee 

-4-



S.F. H.F. 

1 5. Unless the administrator issues a stop order denying 

2 the effectiveness of the registration, as provided in section 

3 502.209, the registration statement shall become effective on 

4 the third business day after it has been filed with the 

5 administrator. 
6 6. Notwithstanding any other provision of this chapter, 

7 the administrator shall not deny effectiveness to or suspend 

8 or revoke the effectiveness of a registration under this 

9 section on the basis of section 502.209, subsection 1, 

10 paragraph "e'', "f", or "h", and the administrator shall not 

11 impose the conditions specified in section 502.208, subsection 

12 7. Section 502.208, subsection 9, paragraph ''b", subparagraph 

13 (2), and section 502.208, subsection 12, are not applicable to 

14 a registration under this section. 

15 7. In connection with an offering registered under this 

16 section, a person may be registered as an agent of the issuer 

17 under section 502.301 by the filing with the administrator of 

18 an application by the issuer for the registration of the 

19 person as an agent of the issuer and the paying of a fee of 

20 ten dollars. Notwithstanding any other provision of this 

21 chapter, the registration of the agent shall be effective 

22 until withdrawn by the issuer or until the securities 

23 registered pursuant to the registration statement have all 

24 been sold, whichever first occurs. The registration of an 

25 agent shall become effective when ordered by the administrator 

26 or on the third business day after the agent's application has 

27 been filed with the administrator, whichever occurs first, and 

28 the administrator shall not impose any further conditions on 

29 the registration of the agent. However, the administrator 

30 continues to have the right to deny, revoke, suspend, or 

31 withdraw the registration of the agent as provided in section 

32 502.304. Notwithstanding section 502.302, subsection 5, for 

33 the purposes of registration of agents under this section, the 

34 issuer and the agent are not required to post bond. An agent 

35 registered solely pursuant to this section is entitled to sell 

-5-
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1 only the securities registered under this section. 
2 Sec. 7. Section 502.208, Code 1989, is amended by adding 

3 the following new subsections: 
4 

5 

6 

7 
8 

9 

10 

ll 

12 

13 

14 

15 

16 

17 
18 

19 

20 

21 

NEW SUBSECTION, 14. The administrator may by rule or 

order prohibit an offering which is a blind pool, unless the 

administrator determines that either, or both, of the 

following conditions are met: 
a. The blind pool is a community development, seed, or 

venture capital fund for which the administrator authorizes a 
waiver. 

b. The administrator, by rule or order, finds that it is 

not necessary for the protection of investors that an offering 

or certain category of offerings should be prohibited. 

NEW SUBSECTION. 15. The administrator may by rule or 

order prohibit an offering which is a direct participation. 
Sec. 8. Section 502.209, Code 1989, is amended by adding 

the following new subsection: 

NEW SUBSECTION. 6. The administrator may apply paragraph 
''a'', ''b'', ''c'', ''d'', or ''i'' of subsection 1, and shall not 

apply paragraph "e", "f", "g", or "h", and shall not apply 

subsections 7 or 8 of section 502.208 to a registration under 

22 section 502.206 if all of the following conditions are 

23 present: 
24 a. In the case of an equity security, the price to the 

25 purchaser per share is two dollars or more. 

26 b. At least one of the underwriters participating in the 

27 offering, and each broker-dealer who will offer the securities 
28 in this state, are members of, or are subject to the rules of 

29 fair practice of, a national association of securities dealers 

30 with respect to the offering, and none of the managing 

31 underwriters is affiliated with the issuer, or the sponsor or 

32 controlling person of the issuer, by means of direct or 

33 indirect common control. 

34 c. The issuer or any controlling person has not violated a 

35 provision of this chapter or a rule under this chapter or an 

-6-
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l order of the administrator of which the lssuer has notice. 

2 Sec. 9. Section 502.302, subsection 5, unnumbered para-

3 graph l, Code 1989, is amended to read as follows: 

4 Every broker-dealer and every issuer who employs agents in 

5 connection with any security or transaction not exempted 

6 either by section 502.202 or section 502.203, shall file and 

7 maintain with the administrator a bond conditioned that the 

8 broker-dealer or issuer shall properly account for any moneys 

9 or securities received from or belonging to another and shall 

10 pay, satisfy, and discharge any judgment or decree that may 

11 rendered against ~~e~ the broker-dealer or issuer in a court 

12 of competent jurisdiction in a suit or action brought by a 

13 purchaser or seller of securities against ~aeh the broker-

14 dealer or issuer in which it ~heii-be is found or adjudged 

15 that such securities were sold or purchased by the broker-

be 

16 dealer or issuer in violation of this chapter. s~eh The bond 

17 may be drawn to cover the original license and any renewals 

18 ~he~eof of the license, and may contain a provision 

19 authorizing the surety ~here~~ to cancel upon thirty days' 

20 notice to the principal and the administrator. However, a 

21 broker-dealer who is a member of the securities investor 

22 protection corporation is not required to furnish the bond. 

23 Sec. 10. Section 502.611, Code 1989, is amended by adding 

24 the following new unnumbered paragraph: 

25 NEW UNNUMBERED PARAGRAPH. This chapter shall be construed 

26 and implemented to effectuate its general purposes to protect 

27 investors and consistent with that purpose, to encourage 

28 capital formation, job formation, and free and competitive 

29 securities markets and to minimize regulatory burdens on 

30 issuers and persons subject to this chapter, especially small 

31 businesses. 

32 Sec. 11. NEW SECTION. 502.613 DATA COLLECTION. 

33 The bureau shall provide for the period July 1, 1989, to 

34 March 1, 1991, a uniform collection and reporting system for 

35 data relating to consumer concerns and complaints and any 

-7-
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l fraudulent or abusive securities practices. The data 
2 collected shall be delivered to the members of the house 

3 standing committee on small business and commerce and the 
4 senate standing committee on commerce by March l, 1991, along 

5 with the administrator's recommendations, resulting from the 
6 data, relating to legislative action regarding the minimum 

7 price of equity securities exempted pursuant to section 

8 502.209. 

9 Sec. 12. Section 511.8, Code 1989, lS amended by adding 
10 the following new subsection: 

11 NEW SUBSECTION. 22. Shares or equity interests in either, 
12 or both, of the following: 

13 a. Venture capital enterprises that have their principal 

14 offices in this state and represent that one-half of the funds 

15 received from the sale of such shares or equity interests 

16 shall be invested in Iowa businesses. 

17 b. Small businesses that have their principal offices in 

18 this state and have either more than one-half of their assets 

19 within this state or more than one-half of their employees 
20 employed within this state. 

21 A company shall not invest more than five percent of its 

22 

23 

24 

25 

26 

27 

28 

29 

30 

31 

32 

33 

34 

35 

legal reserve under this subsection. "Small businesses", as 

used in this subsection, means those businesses which meet the 

small business administration definition of small business. 

"Equity interests", as used in this subsection, means limited 

partnership interests and other equity interests in which 

liability is limited to the amount of the investment, but does 

not mean general partnerships or other interests involving 

general liability. 
Sec. 13. Section 515.35, Code 1989, is amended by adding 

the following new subsection: 

NEW SUBSECTION. 5. Shares or equity interests in venture 

capital enterprises or small businesses having their principal 

offices within this state and having either more than one-half 

of their assets within this state or more than one-half of 

-8-
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l their employees employed in this state. A company shall not 

2 invest more than five percent of its capital and surplus under 

3 this subsection. "Small businesses", as used in this subsec-

4 tion, means those businesses which meet the small business 

5 administration definition of small business. "Equity in-

6 terests", as used in this subsection, means limited part-

7 nership interests and other equity interests in which lia-

8 bility is limited to the amount of the investment, but does 

9 not mean general partnership interests or other interests 

10 involving general liability. 

11 Sec. 14. Section 502.210, Code 1989, is repealed. 

12 EXPLANATION 

13 This bill implements many o: the majority report's 

14 recommendations of the SCOPE (Securities and Capital 

15 Opportunities Promotion and Expansion) Task Force, including 

16 provisions for registration by filing for certain issues 

17 subject to federal filing and creation of a venture capital 

18 tax credit, among others. 

19 Section l authorizes a ten percent venture capital tax 

20 credit for a taxpayer's investment in certain qualified 

21 businesses and seed or venture capital funds. 

22 Section 2 eliminates the filing requirement ln order to 

23 qualify for the employee benefit plan exemption to reduce 

24 paperwork. 

25 Section 3 adopts uniform language recommended by the 

26 national association of securities commissioners to expand the 

27 exemption for sales to existing securities holders. 

28 Section 4 eliminates a filing requirement to qualify for 

29 the merger exemption. 

30 Section 5 offers a new exemption from registration 

31 requirements for the offer or sale of securities by a small 

32 business investment company under the federal Small Business 

33 Investment Act of 1958. 

34 Section 6 offers a new procedure for registration by filing 

35 for certain Iowa issuers. Previously, registration could only 

-9-
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be performed by qualification or coordination for all 

nonexempt issuers. 

Section 7 authorizes the administrator to prohibit by rule 
or order an offering which is a blind pool, unless the blind 

pool is a community development, seed, or venture capital 
fund, or prohibition is not necessary for the protection of 

investors. Similar authorization is granted to prohibit 
direct participation offerings. 

Section 8 applies minimum share prices and other 
qualifications for certain classes of securities to be 

eligible for certain exemptions in order to avoid abuses 
12 associated 

13 Section 

with so-called "penny stock''. 

9 provides that a broker-dealer who is a member of 
14 the securities investor protection corporation is not required 

lS to post a bond in addition to the security offered by the 
16 securities investor protection corporation for investors who 

17 conduct business with its members . 

18 Section 10 adds intent language to indicate that protection 

19 of investors is the primary purpose of the Blue Sky Law, but 

20 that when possible the Blue Sky Law should be construed to 

21 encourage capital formation, job formation, and free and 

22 competitive securities markets and to minimize regulatory 

23 burdens on issuers and persons subject to the Blue Sky Law, 
24 especially small business. 

25 Section 11 requires the securities bureau of the division 
26 of insurance of the department of commerce to collect data 

27 relating to consumer concerns and complaints and any 

28 fraudulent or abusive securities practices. A report is to be 

29 prepared by the administrator by March 1, 1991, and submitted 

30 to the general assembly. The report is also to address the 

31 effectiveness of the minimum share price provisions of section 
32 8 of the bill. 

33 Sections 12 and 13 permit Iowa insurance companies to 
34 invest in certain venture capital enterprises and small 

35 businesses, without violation of prudent investment standards. 

-10-



l 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

29 

30 

31 

32 

33 

34 

35 

s.::. 

Section 14 

1 
H.F. 

repeals 

of issues eligible for 

the limits currently imposed on the size 

registration by qualification. 
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