Securities Regulation

Palmiter – Spring 2011

Rule 144

Island Tours Co. is a reporting company.  Four months ago Island Tours sold $2 million in common stock in a Reg D private placement.  Skipper (the company’s CEO) purchased 100,000 shares at $10/share.  Mary Ann, an unaffiliated outside investor, purchased another 100,000 shares.  

1. Mary Ann wants to sell her holdings on NASDAQ, just 3 months after she bought in the Reg D offering. Advise Mary Ann. 
2. Mary Ann wants to sell her holdings on NASDAQ, now nine months after she bought in the Reg D offering.  Assume Island Tours is late in filing its latest 10-K.  Advise Mary Ann. 

3. Mary Ann wants to sell her holdings on NASDAQ, now 13 months after she bought in the Reg D offering. Assume Island Tours is still late in filing its 10-Qs and 10-Ks. Advise Mary Ann.

4. Mary Ann bought in the Reg D private placement nine months ago.  Five months after the purchase she pledged her shares to Howell Bank.  Mary Ann defaults and Howell Bank wants to sell the pledged shares on NASDAQ.  Assume Island Tours is current in all its Exchange Act filings. Advise the bank.

5. Skipper (Island Tour’s CEO) wants to sell 16 months after the Reg D offering.  He will use Sparrow Securities. Island Tours has not filed its latest Form 10-K.  Advise Sparrow. 

6. Skipper wants to sell some of his Island Tour stock that he bought on NASDAQ last week.  Assume Island Tours is still late in filing its 10-Qs and 10-Ks.  Advise Skipper. 

Island Tours went public 3 years ago and has 10 million shares outstanding – some from its recent Reg D offering. The average weekly trading volume of Island Tours has been around 125,000 shares – at about $10/share.   
7. Eight months after the Red D offering, Mary Ann decides to sell the 250,000 shares she purchased in the private placement. This is more than 1% outstanding shares and the weekly trading volume.  Advise Mary Ann.

8. Eight months after the Red D offering, Mary Ann decides to sell her 250,000 shares that she purchased in the private placement.   At the same time, two other unaffiliated investors in the Reg D offering (professor and Mrs. Howell) also decide to sell 100,000 shares each. Advise Mary Ann.
9. Skipper holds 200,000 shares – 100,000 he received in the Reg D private placement and another 100,000 that he bought on the open market.  He wants to sell all 200,000 shares. Advise Skipper.

10. This time Skipper decides to resell only his 100,000 restricted shares through unsolicited brokers’ transactions on the NASDAQ.  At about the same time, he resells the 100,000 unrestricted shares to Mr. Howell, a highly sophisticated investor.   The sale of the unrestricted shares is negotiated and solicited, with the assistance of Sparrow Securities.  
You are a broker working for Sparrow Securities.  You receive a large flow of orders from many different investors.  You receive an order from Skipper, the CEO of Island Tours, to sell unregistered securities previously sold through Island Tours’ private placement of thirteen months ago.  The securities all bear a Rule 502(d) legend indicating their restricted status. 

11. As the broker, how do you go about making the various inquiries as required by Rule 144(g)? See Form 144 – www.sec.gov/about/forms/secforms.htm#1933forms [click here]
12. Sparrow Securities maintains a list of customers that have recently indicated a desire to purchase the stock of “high growth-high risk startup companies.”  As the broker receiving the sale order from Skipper, can you contact the customers on the list and sell them his Island Tours restricted securities?

