Happy Holidays to everyone!  We, at First American Stock Transfer, sincerely wish the best for you through the season and into the coming year!!

(This newsletter is long but please read to the end.  You’ll be glad you did!)

As many of you already know this year has brought considerable change to First American.  Philip Young retired in June (for those who ask, he is now playing A LOT of golf, traveling a little with Jo Ann, and still dabbling in a few ideas, of course!)  and I took over full duties as CEO and President.  In August I was also elected to fill a vacancy and in October I was re-elected to the Board of the Securities Transfer Association.  This position has become a considerable asset for First American.

As a Board member, I am made aware of the most recent court cases decided both for and against securities transfer agencies and I am also exposed to the newest happenings in the securities transfer industry.  These occurrences have great import for you, our issuers.

Due to the court cases, we have had to institute some new policies that protect both you and us.  The first of these policies concerns the removal of restrictive legends.  As a transfer agent, even though you hire us to service your company’s shareholders, we are tasked by the SEC and the under the UCC to remain impartial to both the issuers and the holders.  As such, when we are presented with a legal opinion that addresses all the points of Rule 144 as well as due diligence in researching the holder’s shares, we must accept this opinion and remove the legend.  We can give you the right to know it is happening but we cannot hold up the removal for you.  We can no longer give you the benefit of sending a contesting legal opinion to fight the legend removal because that shows preference to an issuer.  Both sides can pursue legal action, of course, but the holder has the additional ability to seek to recover the full price of missing the market.  This can have devastating effects, as you know.

The second of these policies concerns the placement of administrative holds on certificates.  It is no longer acceptable for issuers to place these holds.  The only people who are legally considered “appropriate persons” for the placement of this type of hold are those who have the right to sign the back of the certificate.  Once the certificate is registered in a holder’s name, only the holder or someone with a claim to those specific shares and who can sign the back of the certificate has a right to place an administrative hold.  The issuer is not considered, under the UCC, to be an appropriate person.  So, to all of our issuers, please do not issue shares to holders until the shares have been paid for or any agreed-upon terms satisfied as we can no longer help you in getting the shares back by placing a hold. 

As far as news concerning what’s happening in the industry, the biggest buzz concerns paperless certificates, the DWAC/FAST system and DRS program.  For all of you who are pink sheet companies and have already done an IPO, you have until January of 2008 to become DRS-eligible (check the website of www.dtcc.com/ProductsandServices for details about this eligibility).  For those who have been private and are doing your first IPO, or you are listed on an exchange, including NASD over-the-counter, you must be DRS-eligible by January 2007.  That is only one month away.  Please ensure you are not caught unaware so there is no suspension in your trading ability.  The Depository Trust Company (in New York) has presented this requirement and all of the exchanges have approved it.  You have no choice if you want to publicly trade your issue.

For those of you who are still unaware of what the DWAC/FAST program is, it concerns transfers in paperless form.  Your holders’ shares will be held at a brokerage firm in book entry only.  They may be recorded on our books as belonging to the holder through their  brokerage firm or the clearing firm until they are finally registered into CEDE’s name (the nominee name for DTC).  Once part of the inventory at DTC they are considered a portion of the fungible mass, or float, and only the brokerage firm and clearing firm for that brokerage will show an accurate position for that holder.  We will no longer show shares registered to that holder unless specifically part of DRS. 

The paperless system is designed to ease the paper flow, the delay involved with the use of mails and delivery services, and the problem and risks associated with lost certificates.  As such, the system can be of great benefit to the marketplace as a whole.  But it also holds great risks because of the inability, through registered certificate numbers, to thoroughly investigate short selling, pump-and-dump schemes, or even the normal errors and omissions that occur in every day life.  This can have tremendous liability for the smaller companies.  As such, we are advising our issuers, unless you must become eligible by January 2007, we recommend you wait one more year to stabilize and prepare for it.  

As soon as you feel you are ready, we must sign you up for the program.  There is a deposit required and an indemnity letter to be signed.  Each executive officer of a company will be individually financially responsible, as well as through the corporation, due to this liability.  In addition, whereas DTC and the brokerages previously sent us payment for these transfers, under this system, the brokerages and clearing firms still pay DTC but DTC does not pass along those payments to the transfer agencies that do the work.  

DTC believes the issuers should pay the cost for all of the transfers (much like you buying a new Chrysler, for instance, and expecting Chrysler to pay every time that car is transferred into someone else’s ownership!)  The transfer agency industry is up in arms about this and hoping to take the burden OFF of the issuers but no decision has been made as yet by DTC.  (Look for lots of news articles concerning this in the coming year – you could even call a paper and report the problem!)  One of our pink sheet companies had a bill of close to $4000 one month this past year due to DTC not paying for work they sent for us to do!!!  Don’t let this happen to you.  Please wait a year while the industry tries to get this worked out. 

In order to offset some of the lack of compensation for paperless transfers, First American is raising its fees, only a slight amount to the issuers, but a considerable amount to the brokerages still doing paper transfers.  As all of you already know, First American is one of the least expensive but most knowledgeable transfer agencies in the industry and we try very hard to maintain that status quo.  Issuers will only be paying $25.00 more in their monthly fees with no additional costs for company-directed issuances and only $5.00 additionally per certificate for transfers.  Brokers and clearing firms, however, will be charged double their past fees with a $100 reject penalty fee.  (Call for a quote if you have a private holder wanting restriction removal and he or she is not going through a brokerage firm for the request.)  My point for raising fees charged to brokerages and clearing firms to such an extent is this:  Since they are already paying DTC for paperless transfers but DTC is not passing along those monies to us, when they must pay even more for the paper transfers, maybe they will, in turn, pressure DTC to, at a minimum, forward on the monies paid for the paperless transfers thereby keeping the overall cost of transfers down and not overburden issuers in the future.  It is absolutely not fair for this burden to be on the shoulders of issuers, despite DTC’s beliefs.

Now that I’ve mentioned the costs of doing business as well as the scarier points of the near future concerning the paperless environment, I will say that when these “little hitches” in the system get smoothed out, the paperless system will have tremendous positive effect on your trading volume and prices.  This is good news for everyone – exchanges, issuers, holders - and promises to give all of us a more profitable future!  And with that, I will close this newsletter.  Have wonderful holidays and be good to everyone you meet.  They say it comes back to you threefold!

Sincerely, 

Salli A. Marinov,

President & CEO

Glossary:

UCC:  Uniform Commercial Code

DTC:  Depository Trust Company (in New York)

CEDE:  Nominee name for DTC

DWAC/FAST:  Deposit & Withdrawal on Account/Fully Automated Securities Transfer

DRS:  Direct Registration System

NASD:  National Association of Securities Dealers

