Exhibit Number: 7]

The following exhibit is a folder
that has an assortment of
pamphlets, and other documents
that eannot be seanned. The
exhibit is on file at the Montana
Historical Society and ecan bhe
viewed there.

. Montana Historical Society Archives, 225 N. Roberts, Helena, MT 59620-1201;
phone (406) 444-4774. For minutes in paper format, please contact the Montana
State Law Library, Justice Building, 215 N. Sanders, Helena, MT 59620; {406)
444-3660. Tapes and exhibits are also available at the Historical Society (tapes
are retained for five years). Scanning done by: Susie Hamilton
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PUTTING INVESTORS FIRST

The Role of State Securities Regulators

HOW STATE SECURITIES REGULATORS SERVE AND PROTECT INVESTORS

States have protected Main Street investors from fraud for nearly 100 years. Securities markets are global but securities are sold
locally by professionals who are licensed in every state where they conduct business.

Our pation’s unique complementary system of state, federal, and industry regulation ensures fair markets for all investors.
Eighty-five million investors rely on regulators to keep our nation’s markets well policed and cannot afford any weakening of

this successful and complementary regulatory system.

State securities regulators work within your state government to protect investors and help maintain the
integrity of the securities industry by:

M Licensing stockbrokers, investment adviser firms (those managing less than $25 million in assets),
and securities firms that conduct business in the state. -

B Registering certain securities offered to the states’ investors.
¥ Investigating investor complaints and potential cases of investment fraud.

B Enforcing state securities laws by fining, penalizing, providing restitution to investors, prosecuting
white-collar criminals, and imposing legally binding conduct remedies designed to correct
specific problems.

B Examining brokerage and investment adviser firms to ensure compliance with securities laws and
maintenance of accurate records of client accounts.

B Reviewing certain offerings that are not exempt from state law.

B Educating investors about their rights and providing the tools and knowledge they need to make informed
financial decisions. ‘

B Advocating passage of strong, sensible, and consistent state securities laws and regulations.

For More Information:
WWW.nasaa,org




PUTTING INVESTORS FIRST

The Role of State Securities Regulators

£ |

STATES: At the Vanguard of Investor Protection

States are an indispensable early warning system to alert the public, other regulators, and policy makers to problems. State regulators
then work with national regulators on market-wide solutions when necessary. State securities regulators investigate and bring
enforcement actions - they do not engage in rulemaking for the national markets. That responsibility belongs to the SEC and the SROs.

Below are examples where states uncovered a widespread problem and worked with fellow regulators and/or Congress on a

national solution,

2 billion/yr Losse
n Penny Stock

1989: States determined penny stock offerings by newly

formed shell companies to be fraudulent. These “blank
check” companies had no business plan except a future
merger with an unidentified company.

1990: Congress passed Penny Stock Reform Act, which
mandated SEC to adopt special rules governing sale of
penny stocks (less than $3 per share) and public offerings
of shares in blank check companies (SEC Rule 419).

6 illonir Loss
Mu' VoL P

1996-97: 33 States participated in a sweep of 15 broker-
dealer firms that specialized in aggressively retailing
low-priced securities to individual investors. States
found massive fraud in firms’ manipulation of shares of
start-up companies, most of which had no operating
history.

1997-98: Congress held hearings on fraud in the micro-
cap securities markets (shares selling between $5-$10).

2002: Congress passed the Sarbanes-Oxley Act, which
made certain state actions a basis for federal statutory
disqualification from the securities industry.

 Risks of Securities - -
- Offerings on the

Intérnet

1996-97: States issued uniform interpretative guidance
on use of Internet for legitimate securities offerings and
dissemination of praduct information by licensed finan-
cial services professionals.

1998: SEC issued interpretative guidance based on the
States” model on the use of Internet for securitics
offerings and dissemination of services and product
information by licensed financial services professionals.

" Risks of Online
| Mrading -

1999: In a report on trading of securities on the Internet,
States found that investors did not appreciate certain
tisks, including buying on margin and submitting market
orders.

2001: SEC approved a new NASD rule requiring brokers
to provide individual investors with a written disclosure
statement on the risks of buying securities on margin.

1999: In a report on individuals engaged in day trading,
States found that day trading firms failed to tell
prospective investors that 70% of day traders would lose
their investment while the firm earned large trading
commissions.

2000: SEC approved new NASD roles making day
trading firms give written risk disclosure to individual
investors.

2001: SEC approved new NASD and NYSE rules
governing margins extended to day traders.

Résean_:_h'Analyst )
Conlflict of Inferest

2002-3; States investigated and helped focus attention
on conflicts of interest between research analyst and
major Wall Street firms.

2002-3: The SEC, NASD, NYSE, and States reached a
landmark $1.4 billion global settlement and firms agree
to reform practices.

For More Information:

WWW.Nasaa.org
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Dear Securities Advisors,

On behalf of Montana
investors, I want to take
this opportunity to thank
you for all your hard
work. Also, I would like
to remind you that the
State Auditor's Office is
here to assist you in any
way we can.

Our Securities Division
has a knowledgeable staff
who are dedicated to
assisting you with a wide
range of securities
questions or problems.

Sincerely,
QAMW;_

State Auditor and
Securities Commissioner .

Broker Dealer Examinations
Commztment & Excellence

Lexie Pankratz, an
independent securities
examiner, is conducting
routine examinations of~
the branch offices of
broker dealer firms reg-
istered in Montana on
behalf of the Securities
Department.

The routine exams of
broker dealer firms
expands on our previous
exam schedule for
investment advisors and
is authorized pursuant to
section 30-10-210 of the
Montana Code. Pursu-
ant to Montana statute,
the firms will be charged
for the cost of the exams.

Depending on the size of
a branch office, an exam
may take several days on
site, with an exam report
generated based on data
provided to the exam-
iner. The report will
then be provided to both
the Department and the
firm. Should deficien-
cies be found, the
Department will work
with the firm to reach a
resolution.

These gxaminations
include the review of the
registrations, books and
records, operations, and
sales practices of both the
broker dealer firm and its
representatives pursuant to
Montana Statute and

Administrative Rules, SEC

and NASD rules.

Should Lexie, or another
member of the Securities
staff initiate an exam, the

first request for information

will likely include the
following items:

= Supervisory manual, if

the branch office is an
OSlI.

= Compliance file

= Incoming/Outgoing
Correspondence
(including faxes and
email)

= Random selection of
client files

The Securities Department

is committed to performing
professional and timely ex- |+
ams of Montana’s registered |

broker dealers.

Contact.- '
J anet Harper
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Montana State Auditor and Securities
Commissioner John Morrison and his
securities staff announced a historic
settlement in the enforcement case
brought against U.S. Bancorp Piper
Jaffray and its former Butte
stockbroker Thomas J. O’Neill. The
settlement included $1.5 million in
restitution for 38 Montana investors, a
$1 million fine paid to the State of
Montana, and O’Neill is permanently
banned from the securities industry.
The settlement agreement also
required that Piper Jaffray change its

" business practice that encourages and
rewards high sales volume by
employees with disciplinary issues.
The fine is believed to be the largest
ever paid to a state securities regulator
in this type of case.

O Neill was also personally fined
$10,000 and banned from the
 securities industry for life and Robert
English, former branch manager of
Piper Jaffray’s Butte office, was fined
$10,000 and is prohibited from
serving in a supervisory capacity
while employed by Piper Jaffray.

In January 2002, the agency
alleged U.S. Bancorp Piper Jaffray
and several of its officers and

- employees violated Montana.
securities laws by permitting O’Neill
to illegally trade in customers’
accounts. The State Auditor’s Office
alleged that the Minneapolis-based
investment firm engaged in a pattern
of unethical and fraudulent business
practices, committed fraud and failed
to supervise O’Neill, allowing him to
execute 6,094 unauthorized trades in
the accounts of at least 38 unsuspect-
ing, and mostly elderly clients. It
further alleged that O’Neill charged
his victims more than $620,000 in
commission for the unauthorized

trades, and issued unauthorized
margin loans to eight victims for
which they paid more than $25,000
in interest to Piper Jafiray.

The State Auditor’s Office also
alleged that Piper Jaffray encouraged
(’Neill’s unauthorized trading by
promoting him and honoring him for
high sales volume, despite
disciplinary évents involving

unethical conduct on prior occasions, -

customer complaints and red-flag
evidence of extensive sales practice
violations.

Recent Actions

Kevin Dilley, Suspension and Notice
to Revoke, securities fraud

Edwin Tracy Henderson, Suspen-
sion and Notice to Revoke, securities
fraud and theft

Discovery Capital, Notice to
revoke, unsound financial condi-
tion '

Donald & Co., Notice to Deny Ap-
plication, failure to provide informa-
tion to Department

John David Fox; Katherine Fox;
and MBIA & Associates -Cease and
Desist Order, registration violations;
operating pyramid scheme

Bill Sullivan, Cease and Desist —
unregistered investment advisor; un-

| ethical practices; fraud

Gary Chestnut, Cease and Desist -
unregistered investment advisor; un-
ethical practices; fraud

Rose Specht and A Dinner Party,
Cease and Desist Order - Registration
Violations, Operating Pyramid

Recent Settlements

PCI Trade - $1,000 fine, consent
agreement resolving registration
violations ‘ '

UBS AG -$250,000 fine, Global |
analyst conflict settiement

Goldman Sachs Global -
$250,000 fine, Global analyst con
flict :
settlement

Chase Manhattan - $250,000

fine, Global analyst conflict settle-

mient

Lehman Brothers -$250,000 fine,

Global analyst conflict settlement

Bear Stearns & Co. -$250,000
fine. Global analyst settlement

Citigroup Global Markets -

1$1,500,000 fine. Global analyst

conflict settlement.

Credit Suisse First Boston -
$750,000 fine. Global analyst
conflict settlement.

Morgan Stanley -$250,000 fine.
Global analyst conflict settlement

Tsstiers
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The Role ol State Securities Regulators

Today. more than 85 million investors, or roughly half of all US.

houscholds, rely on the securities markets 10 plan and prepare for their
financial futures. While sccurities markets are global, securities are sold
locally by professionals who are licensed in every state where they
conduct business. Each state has a securities regulator 1o protect 11y
citizens. The principal focus of state securities regulators 15 preventing
fraud and abuse at the retail point of sale. See inside 10 learn more about
the sccuritics regulators i your stale und how and when they can

help investors.

NORTH AMERICAN SECURITIES ADMINISTRATORS ASSOCIATION, INC.




The Role of State Securities Regulators

State securities regulators were the first to recognize the need for investor protection and havs
been protecting Main Street investors from fraud for nearly 100 years. State securitie:
regulators serve the investing public in your state and play a unique role in their protection
Many state regulators also help small businesses raise money and comply with securities laws
Some state securities regulators are appointed by their Governors or Secretaries of State, oth.
ers are career state government employees. Only five come under the jurisdiction of thei
states’ Attorneys General. To learn more about your state securities regulator, visit the Nort
American Securities Administrators Association (NASAA) website (www.nasaa.org).

On the Front Lines of Investor Protection

State ‘s.ecul;ities regulators have a long record of success in protecting investors at the local level.
As an investor’s front line of defense, state securitis regulators provide residents with
information about securities firms.or individuals selling securities within the state, Many investors
understandably feel that their local stite securities regulator is the logical place to start with a
grievance when they believe a broker or investment adviser has treated them unfairly. State
regulators are quick to respond, even to individual corhplaints that may not signal the type of
widespread abuse of interest to regulators at the federal and sélfqegulatdry organization levels.

How State Se__c_uriz‘ies' Regulators Serve and Protect Investors

State securities regul_atqrs are vigilant in their enforcement role concerning the conduct of
licensed broker-dealers: and their registered representatives. State regulators investigate

- complaints and work closely with criminal prosecutors at the federal, state and local levels to
punish those who violate securities laws,

A primary and routine objective of state securities regulators is to obtain restitution for
residents as part of enforcement actions. For example, in the most recent reporting period,
state securities regulators collectively obtained orders for more than $309 million in
restitution. During the same period, roughly 8§71 million was ordered in civil and
administrative fines and penalties.

States currently have full authority to fashion remedies for a variety of problems depending
upon the specific facts of each case. State securities regulators can, for example:

B require firms to conduct special supervision;

M re-educate brokers;
= monitor trading;

@ make spécific disclosures to investors;

M conduct special audits or reviews: and

B produce reports to state regulators to demonstrate compliance.

These remedial sanctions are an important enforcement tool in addition to restitution and
monetary penalties. Where state securities regulators investigate and resolve enforcement
cases using these remedies, their judgment regarding appropriate outcomes are legally

4 e s




n Larty vwarning System

State securities regulators are often first to identify investment scams and to bring enfprcemént
actions to halt and remedy a wide variety of investment-related violations. Statés are an
indispensable early waming system to alert the public, other regulators and policy makers

to problems. State regulators then work w1th national regulators on market wide soluuons :
when necessary. '

It bears repeating: the state securities regulators-investigate and bring enforcement actions —
they do not engage in rulemaking for the national markets. That responsibility belongs to the

~ SEC and the SROs. Federal law, as amended by The National Securities Markets Improvement -
Act of 1996, prohlblts the states from passing laws or promulgating rules, regulations and
orders in certain areas that are different from federal laws or regulations. The SEC agrees that
when it comes to investigation and enforcement, the federal agency can’t go it alone. That is
why there must be continued cooperatlon and shared labor among state, federal, and
industry regulators..

westor Education: The Tool to Protect Investors from Fraud

. informed investor is the best defense against fraud. An.investor who asks the tight questions
nd checks with his or her state securities regulator to determine if an 1nvestment and its
Alesperson are properly registered is less likely to be a victim of fraud.

wvestor education and financial literacy give investors the tools to protect themselves. State
:gulators offer to the public many publications and video presentations to help investors under-
and how to evaluate investments and avoid becoming a victim of fraud. State securities
:gulators also offer and participate in investor education programs to increase financial literacy,
1ch as Financial Literacy 2010, which provides educational programs for secondary schools to
slp America’s teens understand personal finance and investing. State securities regulators also
ave designed educational programs to teach financial concepts to children to better enable them .
» evaluate investment opportunities when they become adults.

Regulatory Partnership: Wall Street to Main Street

Our nation’s unique complementary system of state, federal, and industry regulation ensures
fair markets for all investors. The federal-state-industry regulatory relationship is like a
three-legged stool; if one leg is weakened, it can destabilize the entire structure. This system
has a proven record of serving investors well for more than 60 years, With 85 million investors
relying on our securities markets to meet their financial goals—and on regulators to keep those
markets well policed--we can’t afford to undermine this successful and complementary
regulatory system.

DEPUPT(YAisaEE:EIRlﬁéSPc%rAVMI%aLONER -PUTTING INV ESTQRS FIRST :

s 1-800-332-6148 » (406) 454-2040 « FAX (408) 444-3497
E-Mail: kpoweli@mt.gov

| —STATE OF MONTANA—

OFFICE OF THE
STATE AUDITOR

SAm LI FrIlA AS I



Contact information tor your securitics regulator can he abtained by
visiting the Nortih American Scecurities Administralors - Assoctation
(NASAA) website (www.nusanorg). At the homepage. click on "Find

Reguluwtor” and seroll to your state. You can call NASAA at (202) 737-0000,

NASNAA
NORIH AMERICAN SECURITIES ADMINISTRATORS ASSOCIATION . INC.

10°G Street. N Suite 710, Washington. D.CL 20002 7%
Telephone: (2023 737-0000 7 Fox; 12023 7823571 7 Toll Pree 18881 54N \/\\f\ (feox- ai-clenmmdi

E-matl salof meagore ¢ Websiter wwwnasaaore 4
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The Central Registration Depository (CRD) is a computerized database
maintained by the National Association of Security Dealers that holds

- qualification, employment, and disclosure histories of the more than half a
million registered securities employees of member firms. Every state
securities regulator can access the CRD database.

In most cases, a stockbroker or any person who sells securities must be
licensed or registered to do so. Therefore, these individuals’ records will
be maintained on the CRD. :

The Montana Securities Department recommends that investors ask for a
broker’s CRD number to obtain a public report of background information.
The report contains employment history for the past ten years; securities
examination scores; licensing or registration status and disciplinary history.
It is also important that your CRD information contains current information
(addresses, employment history, office location.)

Contact the Montana Securities Department at 1-800-332-6148 ext.
2990 or contact NASD at 1-8§00-289-9999 or www.nasdr.com to update
CRD information.

Need A Speaker?

As part of the Money School investor
education program, the securities
division sends representatives throughout
the state to make presentations and

- | provide educational materials to

students, teachers, retirees and senior
citizens, and community groups. The
presentations focus on the importance of
financial literacy, basics of saving and
investing and avoiding securities fraud.
Presentations on capital formation are
also available. Presentations are tailored
to meet the needs of the audience and

| packets of educational materials are

distributed.

Contact Janet Harper at 443-3435 or
jharper@state.mt.us to schedule an
investor education speaker.

. MONTANA’S DO NOT CALL How this affects the securities
LIST Industry:

=> Licensed security brokers (or
anyone from your firm) may call
existing customers or those who
have been customers within the
last 180 days to offer and sell .
you their products.

Only a licensed security broker
may call a prospective customer
(with no prior existing relation-
ship) to set up appointments to
talk to face to face.

Offers and sales over the phone
are not permitted and other em-
ployees of the firm may not
make calls.

Licensed security brokers con-
ducting business and calling
from their homes are exempt
from the state do-not-call list.

The 2003 Montana Legislature
passed House Bill 424, which was

| signed by the Governor to enact
Montana’s do-not-call list.
Consumers may sign up for the state
do not call list on January 1, 2004
and enforcement begins April 1,
2004. Some telemarketing calls, how-
ever, are still allowed under the new
law.

-

Exemptions under state law:

= Telemarketers that you have
authorized to call
Telemarketers with a
business contact with you
within the last 180 days
Telemarketers that cali from
their own home
Professionals licensed by the

. state can call you to set up
appointments.

=
=

calls within, to, or from Montana.
The federal list only covers calls that
cross state lines.

The state list covers all telemarketing | |
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