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REGULATION OF OVER-TIIE-COUNTER MARKETS 
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MAY 6, 1 9 3 8 . - - C o m m i t t e d  to  t h e  C o , n m i t t c e  of  t h e  W h o l e  I I o u s e  on  t h e  s t a t e  o f  
t h e  U n i o n  a n d  o r d e r e d  to  be  p r i n t e d  

1V~r.EICHER, from the Committee on Interstate and Foreign Commerce, 
submitted the following 

R E P O R T  

[To accompaay S. 3255] 

The Commit tee  on inters ta te  nnd Foreign Commerce,  to whom was 
referred the bill (S. 3255) to provide for the establishment of a mech- 
anism of regulation among over-thc-counter brokers and dealers 
operating in interstate and foreign commerce or through the mails, 
to preve,~t •acts and practices inconsistent with just  and equitable 
principles of trade, and for other pt~rposes, having considered the 
same, report  favorably thereon with amendments  and recommend 
that  the bill as amended do pass. 

The  amendments  recomxficndcd by the commit tee  are as follows: 
In subsection (f) of the . m o . d m c n t  made by section 1 of tb6 bill 

strike out  ", but  such withdrawal sh. l l  be subject  to such appropriate 
terms and conditions for the o,'dcvly liquidation of such association 
~s the Commission may prescribe". 

Amend section 2 of the bill to rcad as follows: 
S~.c. 2. S u b s e c t i o n  (c) of  s c c t i o n  15 of  s u c h  Ac t ,  a s  a m e n d e d ,  is a m e n d e d  to  

r e a d  a s  fo l lows:  
" (c)  (1) N o  b r o k e r  or  dea l e r  sha l l  m a k e  . s e  o f  t h e  m a i l s  o r  of  a n y  m e a n s  o r  

i n s t r u n m n t a l i t y  of  i n t e r s t a t e  c o m m e r c e  t -  e f fec t  a . y  t r a n s a c t i o n  in. or  to  i n d u c e  
t h e  p u r c h a s e  or  sa le  of, a n y  s e c u r i t y  { . t l . , r  t h a n  c o m m e r c i a l  pape r ,  b an k e r s "  
a e e e p t a . e e s ,  or  c o m m e r c i a l  bill.~) otht ,  rwi:~t~ t h a .  on  a mt t io ,ml  s e c u r i t i e s  e x c h a n g e ,  " 
b y  nleal l .  ~ of  "my lnan ip t t l a t i ve ,  dt, e cp t ivc ,  or  . t h o r  f r a u d u l e n t  dcv iee  or  c o n t r i v -  
a n c e .  T h e  (_~.otllnlissit)n sha l l ,  for  t he  I)tlrl),,so,q t)f t h i s  s u b s e c t i o n ,  by  rules  a n d  
regular,  ions  def ine  s u c h  dev i ce s  ,Jr e o n t r i v : m e c s  its a r e  m a n i p u l a t i v e ,  d e c e p t i v e ,  o r  
o t h e r w i s e  f r a t l d tden t .  

" (2 )  .,No b r o k e r  o r  dea l e r  sha l l  n l a k e  tt~. t~f t h e  n :a i l s  or  of  a n y  n l e a n s  or  in -  
s t r u m e n h t l i t y  of  i n t e r s t a t e  COIIllltt'rct~ It; vfl't,ct at~y t r a n s a c t i o n  ill, or  to i n d u ce  o r  
a t t e m p t  In i m h t e e  t h e  purcha~t '  or  s:tlt~ . f ,  ~tl,y ~rc t t r i ty  ( o t h e r  t h . m  a n  e x e m p t e d  
s e c u r i t y  or  conlll lq. ,rei: l l  p a p e r ,  b~,tllkt,rs' *t('t't'iJt'tttrt's. ()r t 'oxnntt.reial bills} o t h e r w i s e  
t h a n  on  a n a t i o n a l  sec t t r i t i r s  exehalu~o, ill r - l m o r t i o h  ~vitlt wll ieh s u c h  b ro k e r  o r  
dea l e r  e n g a g e s  ill ar ty f ra t ldule t l t ,  dt,m.ptix't% or nmnJ l~uh t t i ve  ac t  or  p rac t ice ,  o r  
m a k e s  a n y  l i e t i t i o u s - q u o t a t i t , . .  T h e  ( ' ,mlmi~.si , ,n  sha l l ,  for  t h e  p u r p o s e s  of t h i s  
p a r a g r a p h ,  by  ru les  a n d  rcgulat iot~s  th.|itnt:, ~ttt(l p r e s c r i b e  i | l c ans  r c ' ~ o n a b l y  d e -  
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signed to prevent, such acts and practice.~ as are fraudulent, deceptive, or manipu- 
lative and such (luntalitms as arc ficlitious. 

"(3) No broker . r  dcah:r shall make  use of the  mails or of an)" m~ans or ins t ru-  
menta l i ty  of interstate commerce  to effect a n y  tra))saetinn in, or to induce t)r 
attempt to induce the purchase or sale of, any security (other than an exempted 
security or commercial paper, bankers' acceptances, or commercial hills) other- 
wise than  on a Ilatiolltt[ .~ceurities exehauge,  in cont ravent ion  of such ru les and  •, 
regulat ions as the Commission may  prescribe as necessary or appropria te  in the  
public interest  or for the protect ion of investors  (At to provide safeguards wi th  
respect  to the financial responsibi l i ty  of brokers and dealers; (B) to regulate the  
manner ,  method,  and place of solicit ing business: and  (C) to regulate the t ime and  l 
m e t h o d  of making se t t l ements ,  p a y m e n t s ,  or de l iver ies ."  i 

Amend section 3 of the bill t o read  as follows: 
SEe. 3, Subsection (b) of sect ion 29 of such Act  is amended  by inserting before ! 

the  period a t  the end thereof  a colon and  the following: "Provided, (At T h a t  no 
con t r ac t  shall be void by reason of this  subsect ion  because of any violation of a n y  i 
rule or regulation prescribed pursuant to paragraph (3) of subsection (e) of Sec- [ 
tion 15 of this title, and (B) that no contract shall be deemed to be void by reason 
of th is  subsect ion in any act ion m a i n t a i n e d  in reliance upon this subsection,  by ! 
any  person to or for whom any  broker  or  dealer  sells, or from or for whom a n y  I 
broker  or dealer purchases,  a secur i ty  in violation of any  rule or regulation pro- ] . 
scr ibed pursuan t  to paragraph (1) o r  (2) of  subsec t ion  (c) of section 15 of this  
t i t le,  unless such action is b rought  wi th in  one yea r  a f te r  the  discovery tha t  such 
sale or purchase  involves such violat ion and  wi thin  th ree  years  af tersuch v io la t ion ."  

In  the amendment made by section 4 of the bill strike out "pursua~it ~ ,, 
to clause (3), (4), or (5) of subsection (c)" and insert in lieu thereof 
"pursuant to paragraph (3) of subsection (c)". 

I 

G E N E R A L  STATEMENT 

A. INTRODUCTORY 

' Senate bill 3255 amends the Securities Exchange Act Of 1934, as 
amended, by inserting a new section, section 15A, imn.cdiately after 
the present section 15; and by amending subsection (e) of section 15, 
subsection (b) of section 29, section 32, and subsection (at of section 
17. In its essentials, the new section 15A would set up a system for 
cooperative regulation of the over-the-counter markets, thl:ouzh the 
activities of voluntary associations of investment bankers, de.~lers, 
and brdkers doing business in these markets, under appropriate uov- 
ernmental supervision. The proposed amendment  of subsection (c) of 
section 15 of the Securities Exchange Act would clarify and strengthen 
the direct regulatory powers over the over-the-counter markets em- 
bodied in the present subsection (c), and would provide for certain 
additmnal dh'ect powers which are desirable in the public interest.. 
The changes in sections 29, 32, and 17 are .supplementary. . to the new 
section 15A and the changes in subsection (c) of sectmn 15. 

B. SCOPE OF TIIE PROBLEM 

I. Importance Of the orer-the-counter markets.--Under the Securities 
Exchnnge Act of 1934, the over-the-counter markets are deemed to 
include all transactions in securities which take place other~dse dmn 
upon a national securities exchange. These markets are inunen.,e, 
the activities embraced therein are varied, and they are of the utmost 
importance to the national economy. 
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I~-THE-COUNTEIt MAIH~E'rS 

i.,~ as are fraudulent, deceptive, or manipu- 

-~ ~ of the mails or of any means or instru- 
: ~ t  any transaction i~, or to induce or 
e.:f. any security (other than an exemoted 
'~" acceptances, or commercial bills) other- 
":.~:ge, in contravention of such rules and 
,.-~eribe as necessary or appropriate in the 
:f ~vestors (A) to i~rovide safegu-Lrds with 

brokers and dealers; (B) to regulate the 
.z ~,:~iness; and (C) to regulate the time and 
~'-~, or deliveries." 
read as follows: 
~meh  Act is amended by inserting before 
• --d the following: "Prov[ded, (A) That no 
~bseetion because of any violation of any 

: ;.3 paragraph (3) of subsection (c) of Sec- 
:.--'act shall be deemed to be void by reason 
"~ed in reliance upon this subsection, by 
r ,:r dealer sells, or from or for whom any 
-~ violation of any rule or regulation pr;- 
2" of subsection (c) of section 15 of this 

"~ one year after the discovery that such 
a.=d within three )'ears aftersuch violation." 
v:on 4 of the bill s t r ike  out  "pursuaflt 
~don (c)"  and  inser t  in lieu thereof  
• ~ec t ion  (c)". 

! 

~TXTEMENT 

:C..DUCTORY 

~ur i t i e s  E x c h a n g e  Act of 1934, as 
5:,n, section 15A, immedia te ly  after  
-~_nding subsec t ion  (c) of section 15, 
.-.n 32, and subsec t ion  (a) of section 
:-on 15A would set  up a sys tem for 
:-~he-counter marke t s ,  th rough the 
=s of i n v e s t m e n t  bankers ,  dealers, 

markets ,  u n d e r  appropr ia te  ~,ov- 
-sed a m e n d m e n t  of  subsect ion (c) of 

Act would c lar i fy  and s t rengthen 
: the ove r - the -coun te r  marke ts  era- 
c ) .  and would prov ide  for certain 

:e desirable in the  public interes:.. 
~i 17 are s u p p l e m e n t a r y  to the new 
"_'section (e) of sec t ion  15. 

THE PROBLEM 

• ,.'et markets.--Under the Securities 
::e-counter m a r k e t s  are deemed to 
-s which take place otherwise than 
~-e. These  m a r k e t s  qre immense, 
varied, and t he y  are  of the utmos~ 
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Curren t ly ,  some 6,766 firms of brokers  and dealers are registered 
with tile Commission aa t ransact ing business in the over - the-counter  
markets .  For  purposes of comparison,  it  m a y  he pointed out  t ha t  
there are only  1,375 members  of tile New York Stock  Exchange.  
Over - the-cbunter  quotat ions  for a t  least  60.000 separa te  issues of 
securities are published ill services to which brokers  and dealers sub- 
scribe, where.as only about  6,000 separa te  issues of stocks and bonds 
are admi t t ed  to t rading on all the stock exchanges of the country .  

Moreover ,  a great  deal of t rading takes place over  the counter  even 
m securities which are admi t ted  to t rading upon  exchanges. This is 
par t icular ly  t rue of high-grade bonds and preferred  stocks;  in fact, 
m a n y  issues of high-grade bonds and preferred s tocks are not  admi t t ed  
to t rading upon any exchange, and have  their  on ly  marke t  over  the 
counter .  For  example,  an es t imate  indicates tha t ,  as of the summer  
Of 1937, insurance company  securities with an approx imate  marke t  
value of abou t  $343,000,000 were a d m i t t e d  to t rad ing  upon exchanges, 
whereas some $1,209,000,000 of insurance c o m p a n y  secu r i t i e s~ rough ly  
four t imes the previous f i g u r e ~ w e r e  no t  a d m i t t e d  to trading upon 
any' exchange,  and thus enjoyed thei r  on ly  m a r k e t  over  the counter .  
Moreover ,  the p r imary  operat ions of the grea t  underwri t ing  houses 
take place over  the counter .  Thus ,  the  ove r - the -coun te r  marke ts  
not  only  prov ide  the medium for an immense  vo lume of trading in a 
grea t  va r i e ty  of securities, bu t  the~ also provide  the principal channel 
by  which the savings of the Nat ron  flow into new financing. I t  is 
scarcely necessary to s ta te  the impor tance  of the process by  which the 
financial requi rements  of expanding indus t ry  are m e t  tlu'ough the 
public sale of securities to investors .  The  process of distr ibuting 
such securities t ak e s  place on a na t ional  scale ove r  the counter .  

The  over - the-counter  marke ts  in their  d a y - t o - d a y  cpera t ion  may  
be envisaged as a ne twork  of te lephone and te legrapl [  wires connecting 
dealers in all par ts  of the count ry .  One might  a lmost  describe the 
in ters ta te  te lephone as a t rade symbol  for this  h ighly  impor tan t  
business. The  mails, of course, are used extens ive ly  and continuously.  
Thus ,  the over - the-counter  marke t s  are nat ional  in a dual sense: 
First ,  because of their  immense impor tance  to  the  nat ional  economy;  
second~ because the actual  operat ions  of these marke t s  are inter-  
connected on a nat ional  scale. 

2. Importance el regulating the over-the-counter markets in relat;.on 
to the regulation of exchanges.--The impor tance  of the over- the-counter  
marke ts  in and of themselves would suffice to jus t i fy  a reasonable 
sys tem of regulat ion.  Effective regula t ion  of these markets  is, more- 
over,  impera t ive  to p revent  the evasion of the sys t em of regulation of 
exchange t rading embodied in the Securit ies Exchange  Act of 1934. 
This  was recognized by the Congress in the original enac tmen t  of 
t ha t  act .  Thus ,  the repor t  of the Senate  Co m m i t t e e  on Banking and 
Cur rency  (S. Rept .  No:. 792, 73d Cong.,  2d scss.) accompanvinu  the 
bill which became the ~ e u r i t i e s  Ex ch an g e  Act  of 1934 included the 
following s ta tements :  

It has been (leemcd advisable to authorize the Commission to subject such 
activities [i. e.. trading in the over-the-counter markets] to regulation similar to 
that prescribed for tr:msactions on organized exchanges. This power is vitally 
necessary to forestall the widespread evasion of stock-exehanue regulation by the 
withdra~val of securities from listing on exchanges, and by transferring trading 
therein to "over-the-eotmter" markets where manipulative evils could continue 
to flourish, mtchccked by any regulatory authority (p. 6). 
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Similarly, the report of the If'ease ,Committee on Interstate and 
Foreign Commerce ([[. Rcpt. No. 13s3, 73d Conff., 2d seas.) accom- 
panying tim ll'ou.~e bill for the regulation of e.xchan,4cs quotes with 

~p roval the following s t , t emen t  from the report of the Twentieth 
n tu ry  ]~und on Stock Market  Control: 

To leave the over-the-counter markets out of a regulatory system would be to 
destroy the effects of regulating the organized exchanges (p. 16). 

These statements remain no less true today. 
3. Abuses in the over-the-counter markets.~A single phase of the 

administrative experience of the Securities and Exchange Commission 
suffices to illustrate the extent of the problem of policing the sub- 
marginal element among over-the-counter brokers and dealers. In 
1937, the Commission made investigations in three areas outside the 
largest financial een te rs~ in  Cleveland, Detroit ,  and the Pacific North- 
west. A few attorneys and accountants were sent to these areas to 
inquire into certain complaints and to make a brief survey. In the 
space of a few months 13 individuals were criminally convicted, 16 
more were placed under indictment, 17 corporations and 41 more indi- 
viduals were enjoined, and 2 firms were expelled or obliged to with- 
draw from national securities exchanges, all for elementary violations 
of the law. These results produced by so limited a staff Q-ithin three 
restricted areas in so short a time speak for themselves. We are 
advised that  the Commission has every reason to believe that the 
problem revealed thereby exists in other regions as well. 

4. Nalure of the problem of regulatlon.~The problem of regulation of 
the over-the-counter markets has three aspects: First, to protect the 
investor and the honest dealer alike from dishonest and unfair prac- 
tices by the submarginal element in the industry.; second, to cope 
with those methods of doing business which, while technically outside 
the area of definite illegality, are nevertheless unfair both to customer 
and to decent competi'tor, and are seriously damaging to the mecha- 
nism of the free and open market ;  and. third, to afford to the investor 
an economic service the efficiency of which will be commensurate 
with its economic importance, so that  the machiner)- of the Nation's 
markets will operate to avoid the misdirection of the Nation's savings, 
which contributes powerfully toward economic depressions and breeds 
distrust of our financial processes. 

The committee believes-that there are two alternative programs 
by which this problem could be met. The first would involve a pro- 
nounced expansion of the organization of the Securities and Exchange 
Commission; the multiplication of branch offices; a large increase iu 
the expenditure of public funds; an increase in the problem of avoiding 
the evils of bureaucracy; and a minute, detailed, aud rigid regulatioa 
of business conduct by law. I t  might very well mean expandin~ the 

c~.  , • -1 present process of re~lstratmn of brokers and de-tiers with the Com- 
mission to include the proscription not only of the dishonest, but al.q} " 
of those unwilling or ramble to conform to'rigid stamhu'ds of fimmci,i 
responsibility, profe.~siomd conduct, and teclmical proliciency. The 
second of these alternative pro,,,rams, which the committee believc.q 
distinctly iu'eferable to the tirst, is embodied in S. 3255..~This-pro,..'r:l m 
is based ui)on cooperative regulation, inwhich  the task ~qll bi, I:lr,.,'cly 
(~erformed by representative organizatimm of investment bankers. 

ealers, .an(l~brokem, with the Goverlmmnt excrcisiw:.- approprinh' 
supervlsmn m the public interest, and exercisi~)g supplementary 
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House Comnfit tee on Interstate and 
• No.' 1383, 73d Cong., 2(i sess.) accom- 
"-~. regulation of exchanges quotes with 
:eat from the report  of the Twentieth 
:e: Control: 
'-%ets ou t  of a r e g u l a t o r y  sys tem would be to 
e .:rganized exchanges  (p. 16). 

) ~ess true today.  
,',.~.ter marke ts . - -A  single phase of the 
Le ~cur i t ies  and Exchange Commission 
=: of the problem of policing the sub- 
r--.he-counter brokers and dealers. In 
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:~ a~d to make a brief survey. In the 
:.--iduals were criminally convicted. 16 
-~ent, 17 corporations and 41 more indi- 
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d-;ced by so limited a staff within three 
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:crest, and exercising SUl)l)lcmcnlary 
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powers of dwect regulatmn..--" In the concept of a really well orgamzed 
and well-comhtctcd stock-exchange, umler the supervision provided 
by the Sccr||ities Exchange Act of 1934, one may  perceive something 
of the possibilities of such a program. 

C. LEGISLATIVE BACKGROUND 

In the Securities Exchange Act of 1934, as originally enacted, the 
over-the-counter nmrkets were dealt with, in brief outhne, in a single 
section. The brevity and generality of this t reatment  arose from a 
realistic recognition of the great d[[l-iculties of working out in any 
detail a suitable plan of regulation at that time, in view of the fact 
that  so little was then known concerning these markets. But, though 
the Congress did not at that time havebefore  it a sufficient record~of 
data or experience to enable it to determine upon a detailed plan of 
regulation, it clearly set forth the objectives of and the standards for 
such regulation. Section 15, in its original form, expressly contem- 
plated the adoption by the Securities and Exchange Commission of 
rules and regulations concerning the over-the-counter markets "neces- 
sary or appropriate in the public iliterest * * * to insure to 
investors protection comparable to that  provided by  and under author- 

* o"  ~ '  i ty of this title in the case of national securit|es exchanges . To that 
end, the Commission was authorized to adopt  rules and regulations 
providing "for the regulation of all transactions by brokers and 
dealers on any such market, for the registration with tim Commission 
of dealers and/or brokers making or creating such a market, and for 
the registration of the securities for which they make or create a 
market ."  

After a year  and a half of administrative experience under the orig- 
inal section 15, that  section was, in M a y  1936, amended to  embody 
the results of that experience. In consequence, section 15 in its 
present form is far more specific than in its original form. Since that 
amendment,, another year and a half ofadminis t ra t ive  experience has 
been accumulated. This experience has both demonstrated the need 
and laid the foundation for a further step, which is taken in the bill 
now under consideration. In the judgment  of the committee this 
bill, like the aInendment of section 15 enacted in M a y  1936, does not 
enlarge the objectives or the outline of regulatory functions initially 
set forth in the original section 15. On the contrary,  it represents the 
essential process of filling in and implementing the original outline in 
order to make possible the realization of the original objectives. 

D. GROWTH OF THE IDEA OF COOPERATIVE REGULATION 

Tile plan of cooperative regulation embodied in S. 3255 rests upon 
3 years of gradual and orderly growth. Ahnost from its inception, 
tile Conunission comlncted extended conferences with representatives 
of various associations of investment bankers, dealers, and brokers 
from all parts of the country. Ahout 3 years ago a conference coln- 
mittee w~,s for,ned, representative of the in(h,stry, to obtain the views 
of investment bankem, dealers, and brokers as to the desir,lbility of 
perfcctit|g a permanent scheme of organization for the purposes imre- 
inabove discussed. As a result of the activities of the conferenco 
committee, there came into existence in 1936 "an org.mizatioa known 
as the Investment  Bankers Conference, Inc. This org.,mization has 



• . i 

/ 

6 REGUt,ATION OF OVEI~-THE-COUNTI'.'R .MARKETS 

enrolled and maintained a membership, the committee is inf)rmed,  of 
some 1,700 firms situated in all parts of the United States. T h e r e a r c  
likewise in existence in the country a number of other associations oi 
brokers 'and dealers which have fi)r some time exercised a degree ors  
supervision over the conduct of their nmmbers. ¢ 

The committee believes tha t  these years of experiment in organiza- 
tion an|ong members of the industl T and in the development of their 
relations with the Commission provide a sound and practical basis 
for the program embodied in S. 3255. 

I I  

~NALYSIS OF THE BILL BY SECTIONS 

A. SECTION 1 

Section 1 would amend tile Securities Exchange Act of 1934, as 
amended, by inserting after section 15 thereof a new section, section 
15A. 

1. S~lbsection (a) of section 15A.--This subsection provides tha t  
associations of brokers or deolers may  register with the Commission 
as national securities associations pursuant to subsection (b), or as 
affiliated securities associations pursuant to subsection (d), under  
stated terms and conditions, upon the tiling of certain specified data. 
This suhsection is similar to subsection (a) of section 6 of the Securities 
Exchange Act of 1934, as amended, which provides for the registration 
of national securities exchanges, except ~hat associations which do not 
register are. not denied the use of the mails or instrumentalities of 
interstate commerce. Thus, the fornmtion of associations and appli- 
cation for registration by them are matters  of voluntary choice. I t  
should be n.oted that menabership by a broker or dealer in such a 
registered securities association does not supersede the obligation of 
individual brokers or dealers to register under section l )  o f  the 
Exchange Act. 

2. Subsection (b) of section I 5 A . ~ T h i s  subsection sets forth require- 
ments which an association of brokers or dealers must satisfy to qualify 
for the registration as a nationM securities association. The require- 
ments are enumerated in 10 paragraphs, a discussion of which follows: 

(a) Paragraph (1) of subsection (b): This paragraph limits eligi- 
bility for registration as a national securities assocranon to such asso- 
ciations as are a proper, subject of national concern. I t  is contem- 
plated that assocrations, to c(ualify under this paragraph, should 
either be actually Nation-wide m scope or should repre~nt  a substan- 
tial and economically cohesive region. Without  suzuestin~ that such 
regions should necessarily be identical with tire dis tr ic ts  under the 
Federal Rcserre System, such districts may  perhaps be cited as an 
illustration of the type of region which would be appropriate. 

(b) Paragraph (2) of subsection (b): 'I his p.mlgraph limits eligibility 
for regi:;ration as a natiomd securities association to associations ore 
which tide general pattern of organization -tml general character ar 
such as to satisfy the Commission that  they will be able effectually to 
discharge their function of carrying out tim purposes of the new 
section 15A within the framewf)rk of the ],,xch:mge Act. 

(c) Paragraph (3) of subsection (b): The broad purpose of this 
paragraph is to make sure that  all brokers and dealers who conduct, 

I 
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an honest and responsihle business shall be elieible for membership 
in some association, l 'articulqr associations mav, however, by their 
rules restrict mtqnbcrship therein ell such spccifie~l gcographica| basis, 
such specilicd basis relating to the type o[ business done by their 
members, or on such other specitied aml appropriate basis as appears 
to the Commission to be necessary or appropriate in tim public interest 
or for the protection of investors anti to carry out the purposes of tim 
new section 15A. Thus, t m  association, membership in wtfich is 
limited to brokers and dealers from some designated geographical 
r e , o n ,  or to brokers and dealers transacting business exclusively in 
tt particular class of securities, may  be eligible for registration. ~kny 
geographical restrictions upmt membership, however, must be broad 
enough to satisfy the requirements of paragraph (1).' 

(d) Paragraph (4) of subsectiou ~b): The broad purpose of this 
paragraph is to exclude from membership in any registered securities 
assoemtmn any broker or dealer who has disqualified himself by im- 
proper conduct. Thus, ~ broker or dealer may  not be adm~itted to 
or continued in memberslfip in a r e , s t o r ed  securities a_~sociatiort 
(except with the approval or at tim direction of the Commission in 
cases in which the Commission finds it appropriate in the public 
interest so to approve or direct) if he has been and is expelled or 
suspended from another registered securities association for a serious. 
infraction of its rules; or if he has been and is expelled or stlso,.nded 
from a national securities exchange for a serious infraction of its ;.des; 
or if an order of the Comnfission is in effect denying or revoki_ug his 
re_-istration pursuant to section 15 of the Exchange Act; or iS an 
orcler of the Commission is in effect expelling or suspendin~ him 
from membership in a registered securities association or ~ national 
securities exchange; or, tinally, if his conduct while employed by, 
acting for, or'directly or indirectly controlling or controlled by. a broker 
or dealer, was a cause which contributed to any s,tspension, expulsion, 
or order of the character described above which is in effect with respect 
to such broker or dealer. To prevent  the evasion of these require, 
meats, this paragraph also provides that  a broker or dealer shall be 
ineligible for membership in a registered securities association if any  
person who is currently a partner, officer, director, or branch manager 
of such broker or dealer (or who currently occupies a similar status 
or performs similar functidns) or who currently coutrols or is controlled 
bv such broker or dealer, is subject to any suspension, exp~d-:iou, or 
order of the kind described above, or was a cause of any such suspen- 
sion, expulsion, or order which is currently in effect. 

(e~ Paragraph (5)of  subsection (b): This paragraph is designed to 
~ssure to each member of a registered securities assocmtion reasonable 
representation in all phases of its operations. 

(J) l~avagnlph (6) of subsection (b): This paragraph has a dual pur- 
po:.~e: Filet, to provide that  the total of dues assessed against, the mem- 
bers of an association sha l lno t  exceed an amount  neee_~sa~- to defray 
reasonable expenses of administration; second, to provide that such 
dues shall lm fairly allocated among the memlml~ of the association. 

(g) l'ara,..,raph (7) of subsection (1>): This paragraph outlines the 
functions for the accomplishment of which registered securities asso- 
ciations are expected to accept responsibility. To be ei~,_,ible for 
registration, the rules of an association must  be designed tt~ preveut 
fraudulent and maniptllatire.acts and practices, to provide s-ffeguards 

t 
! 



° 

J 

s 

8 I H q G U L A T I O X  O F  0 V E R - T H E - C O U N T E R  M A R K E T S  

against unreasonable profits or unreasonable rates of commissions or 
other charges, tr~ promote just and equitable principles of trade, and, 
in general, to protect inventors and the public in terest, anti to remove 
impediments to and perfect the mecl,anism of a free and open market. 
As safeguards against ab,se, and to make clear that activities of 
associations under this p,ragraph are to be consistent with the opera= 
tion of free and open nmrkets, this paragraph provides that the rules 
of an association may not be designed to permit unfair discrimination 
between customers, or issuers, or brokers or dealers, nor to fix minimum 
pro.fits, nor to impose any schedule of prices, nor to fix minimum rates 
or mapose any schedule of commissions, allowances, discounts, or other 
charges. Thus, to provide safegl, ards against unreasonable profits, 

• it is contemplated that associations may  adopt rules designed to pre- 
vent each member thereof from exacting in any particular transaction 
a profit which reasonable men would agree was unconscionable in t, he 
light of all of the concrete facts and circumstances of tlmt transaction; 
but  an association, whether in a bona fide a t tempt  to prevent or under 
the pretext of preventing unreasonable profits, may  not impose any 
schedule of prices or commissions. 

(h) Paragraph (8) of subsection (b): This paragraph limits elio- 
bility for re~stration to associations, the rules of which provide that 
members shall be appropriately disciplined for violations of its r,..!es. 
Disciplining may be in the form of expulsion, suspension, fine, censure, 
or any other fitting penalty. The form of discipline in any case must 
be appropriate to the particular violation. 

(i) Paragraph (9) of subsection (b): This paragraph outlines the 
essential elen:ents of a fair and orderly procedure to which associa- 
tions must adhere in proceedings to discipline members Or to deny 
membership to applicants. It is contemplated that  the exact proce- 
dure ~ill" be defined by the rules of the association, within the frame- 
work set forth in this paragraph. 

(j) Paragraph (10) of subsection (b): Tlfis paragraph provides 
simply that  the requirements of subsection (c),-to the extent that 
these may be applicable, must be satisfied. 

3. Sub&ction (c) of section 15A .~U nde r  this subsection, an associa- 
tion registered as a n.ttional securities association pmsuant  to sub- 
section (b) may be required or permitted to provide for the ~ldmis- 
sion of an association registered as an .dFdiated securities association 
pursuant to subsection (d) to participation in such national secm'ities 
association as an affiliate, upon certain terms and conditions. The 
purpose of this paragraph is to ermble soundly olx.mizcd associations 
of broket~ and dealez,s which are local in character, and hence not 
eligible for rcgistn~tion as mttional securities associations pm.'suant to 
subsection (b), to rot:fin their identity as registered associations, if, 
by affiliation with a mttional securities associt)tion, they bring them- 
selves wit.hin a sphere which is a proper subject of narion.d concern 
and nu~ko possible eoorditmted administration. 

4. Svbsection (d) of sect;on 15. l . - -This  subseetio|| sets forth require- 
ments which must l)e satislied I)y , local .tssoeiation which is seeking 
registration as an atliliated securities association. In gencnd, these 
requirements are paral!el to those set forth in subsection (b): but 
there are in addi t ionc(r ta iu  requirements.which are applicable only 
to this kind of association. 
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5. Subsectiort (el of section 15A.--This  subsection relates to the 
mechanics of granting or denying registration of associations pursuant 
to subsection (b) and subsection (,l). 

6. Subsection (f) ~d s~ction 15A.--Under  tiffs subsection, amended as 
proposed, a registered securities association may, upon such reasonable 
notice as the Commission may prescribe as necessary in tile public 
interest or for the protection of investors, withdraw from reds(ration 
by tiling a written notice of withdrawal in due form. 

7. Subsection (g) ~d.section 15A .~Th i s  subsection provides that any 
disciplinary action taken by a registered securities association against 
any member, and any action taken by such Association denying 
adnaission to an applicant for membership, shall be subject to review 
by the Commission. Application to the Commission for review, or the 
insti tution of review by the Comnfission on its own motiom auto-. 
matically stays the act'~on of the association pending review by the 
Commission pursuant to subsection (h). 

8. Subsection (h) oJ section 15A.--This  subsect ion sets forth the 
essential elements of the procedure to be followed by the Commission 

- in reviewing any disciplinary action or any action :envinz membership 
which has been taken by a registered securities az._oc'iat~on. 

" 9. Subsection (i) el s~ection 15A.--Broadly stated,, under this sub- 
section, a registered securities association may  by Its rules provide 
that no member thereof shall do business with any broker or dealer 
who is not a member of any registered securities association, except• 
at  the same prices, for the same commissions or fees, and on the same 
terms and conditions as are accorded to the general public by such 
member. Thu~, it is contemplated that exclusion from meml~ership 
in a registered securities association will be at tended and implemented 
by  economic sanctions. In this respect, exclusion from such an 
association would be comparable in effect to expulsion from a national 

secur i t i es  exchange. It is these economic "sanctions which would 
make possible effective discipline within the association. 

I t  should be noted that nothing in this paragraph purports to au- 
thorize an association by its rules to prescribe any uniform differences 
between prices charged'or 'discounts allowed to brokers and dealers, 
on the one hand, and members of the public, on tile other hand. to 
which members oI the association must  adhere. Any such rtfle would 
be in derogation of paragraph (7) of subsection (b). The individual 
member is left free to determine his own business policy, but. insofar 
as lie differentiates in prices, discounts, and other cha~es  or allow- 
ances between brokers and dealers and members of tile public, t h e  
rules of the association may require him to classify "nonmember 
brokers or dealers" with members of the public. 

10. Subsection (j) qf section 15A.--This  subsection requires re~s-  
" tered securities associations to file with the Commission in accordance 

with such rules and regulations as tile Commission may prescribe 
any inforumtion or documents necessary, to keep current or to supple- 
intent tim origin,l registration s ta tement  and (Iocmncnts filed there- 
with, as well as copies of any changes in or additions to tile rides of 
the association. No chan,:e in or ad( ition to the rules of a registered 
securit.ies association shall take effect mltii the thirtieth day after 
filing or mltil, sut,h e.rlier date as the Commission may detenuine; 
and the Commission is empowered and directed by order to prevent 
such change or addition from taking effect, unless such change or 
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addition appears to the Commi.~sion to be consistent with the require- 
meats of sub~ection (b) and subsection (d). 

11. Subsection (k)o] section 15, . l .~Undcr  this .~ubsection, the Com- 
mission is authorized by order to abrogate any rule of a registered 
securities asstwiation, after appropriate notice and opportunity for 
hearing, if this appears to the Commission to he necessary or appro- 
priate to assure fair dealing by the members of the association, to 
assure a fair representation of its members  in the admin[stration of 
its affairs, or otherwise to protect  investors or effectuate the purposes 
of. this title. The Commission may, moreover, by order alter or  
supplement the rules of ~m association with respect to" four enumerated 
sublects, each of which relates to the organization and operation of the 
association as such, and not to the business conduct of the individual 
members; but the Commission may thus alter or supplement the 
rules of an association only if it has first in writing requested the 
association to adopt the specified alteration or supplement, and only 
after appropriate notice and opportunity for hearing. 

12. Subsection (l) of section 15A.--Under this subsection the Com- 
mission is authorized in appropriate cases, upon specified terms and 
conditions, and after appropriate notice and opportunity for hearing, 
by order to suspend or revoke the registration of a re~stered securities 
association, to suspend or expel members from a re~stered securities 
association, or to remove any otFicer or direc:or of a r%-istered se-  
curities association. These supervisory powers are desi2ned to pre- 
vent abuse, and to enable the Comnfission effectually to ~lischarge its 
role in this scheme of cooperative regulation. 

13.. Subsection (m) qf section 15A.--Tifis subsection provides :that 
section 152/ shall not be construed to apply with respect to trans- 
actiolm by brokers or dealers in exempted securities. "Exempted 
secm~ties" are defined by section 3 (a) (12) of the Exchange Act to 
include vaiSious forms of Government, State, municipal, and other  
public securities. 

14.  Subsection (n) el section 15A.--This subsection provides t h a t  
if any  pro~-ision of section 15A should be in conflict with any pro- 
vision of any law of the United States in force on the date when the 
bill under consideration takes effect, the provision of section 15A 
shall prevail. 

B. 8ECTI01~ 2 

Section 2, amended as proposed by the  committee, amends subsec- 
tion (c) of section 15 o f  the Securities Exchange Act of 1934, as 
amended. In effect, two new paragrapl,s are added to the present 
subsection (c); the present subsection (c) becomes paragraph (1) of 
the proposed new subsection (c), and the two new paragTaphs are 
numbered (2) and (3), respectively. Subsection (c) relates to the 
direct powem of the Commission to adopt rules generally applicable 
to over-the-counter brokers anti dealers. 

As has been explained, paragraph (1) of the proposed new stlbsection 
(e) is identical with t~m present subsection (c). under which the Com- 
mission .has adopted rules aud re,_,tdations which lmve withstoo(I the 
test of experience and have met witl, the approval of representative 
groul~s of brokers nnd dealel~ subject thereto. It is.eontcmphlted 
that rules of sin,il,r character anti ,(hlitional appropriate rules will be 
adopted under i)aragraph (1) of tlte proposed new subsection (c). 

. . . . . .  ~ . , ~ s - ~  s ~ . m # ~  ~ "  - ~  
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Paragraph (2) of the proposed new subsection (e), which does not 
apply to transactfons in exempted securities, clarifies and broadens the 
power of the Commission by rules and regulations to prevent fraudu- 
lent, manipuhttive, and deceptive acts and practices and fictitious 
quotations. 

Paragrapil (3) of the proposed new subsection (c), which likewise 
does not apply to transactions in exempted  securities, empowers the 
Commission by rule .rod regulation to take action against certain 
other abuses and to promote orderly and elticient business practices in 
connection with specified subjects. 

The need of these additional powet~ has been demonstrated by the 
administrative experience of the Commission. Thus, paragr'tphs 
(2) and (3) represent a necessary step forward toward realizing the 
original objectives and implementing the original standards of regula-  
tion set forth in section 15 of the Exchange Act in its original form. 

C. S E C T I O N  3 

Section 3, amended as proposed by the committee,  amends subsec- 
tion (b) of section 29 of the Exchange Act to provide that contracts 
"entered into in violation of any rule or regulation under para~aph  
(3) 6f the proposed new subsection (c) slmll not  be wild by reason of 
subsection (b) of section 29, aud tha~ no contract  is to be deemed 
void by reason of this subsection in an action maintained in reliance 
upon the subsection involving a violation of any rule or regulation 
prescribed pursuant to paragr'tph (1) or (2) ot section 15 (c), unless 
such action is brought within 1 year  after discovery that. the sale or 
purchase involves such violation and within 3 years after such 
violation. 

D. SECTION 4 

The committee recommends that  section 4 be amended by striking 
the words "pursuant to clause 3, 4, or 5 of subsection (c)" and sub- 
stituting the words "pursuant to paragraph (3) of subsection (c)." 
This change follows as a mat ter  of course from the change in the pro- 
posed new subsection (c), which has been discussed above: parauraph 
(3) of subsection (c), as amended in accordance with the recommend- 
ation of the committee, corresponds in substance to clauses 3, 4. and 
5 of the proposed new subsection (c) einbodicd in section 2 of the bill 
as passed by the Senate. 

E. SECTION 5 

This section amends subsection (a) of ~ection 17 of the Exchange 
Act t.o subject every registerc(l securities .issociation to the same duties 
in regard to the lceel)mg of records and the malting of reports as, 
under the terms of th.~t sul)section, now devolve upon every registered 
broker or de.der, every tmtional securities exchange, every member of 
any national securities exchange, and e very broker or (Icah, r who t tans- 
acts a business in' securities through the medium of any such member. 

CIIANGES IN EXISTING L,~w 

In compliance with par:tgraph 2a of rule X I I I  of tile Rules of the 
IIouse of lh, preseutatives, changes in the Securities l:xchange Act 
of 1934 made by the bill are shownas  follows: Existing law proposed 
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to be omitted is enclosed in bh~ck brackets, new matter  is printed in 
italics, existing law in which 11o change is proposed is shown in roman.  

SEC. 15. (a) No broker  or dealer  (o ther  t h a n  one whose business is exch | s ive ly  
in t r a s t a t e )  shall  m:tke use of the  ntails or of a n y  means  or ins t rument ' f l i ty  of i n t e r -  
s t a t e  commerce to effect any  t .ransaeti(m in, or  to  imhlec the  purchase or  sa le  of. 
any  secur i ty  (o ther  than  an ex t ;mp |ed  secur i ty  or comnlc'rt 'ial paper, b a n k e r s '  
acceptances ,  or commercia l  bills~ o therwise  t h a n  on a natiot tal  securities exchange ,  
u n l e ~  such broker  or dealer  is regis tered  in accordal ,cc  with suhsect ioa  (b) of t h i s  
section. 

(h) A broker  or dealer  m a y  be regis tered for the  p | | rposes  of this  sec t ion  by  
filing wi th  the  Cornmi.~sion an  appl ica t ion  for reg is t ra t ion ,  which shall co~ltain 
s u e h i n f o r m a t i o n  in such detai l  as to such b r o k e r  or  dealer  and any  person d i r e c t l y  
or indi rec t ly  eontrol l in~ or con t ro l led  by, or  u n d e r  d i rec t  or indirect  c o m m o n  
control  with,  such broker  or dealer,  as the  Commiss ion  may  by rules and  regul-'t- 
t ions  require as necessary or a p p r o p r i a t e  itt t h e  publ ic  in teres t  or for th~ p r o t e c t i o n  
of investors .  Except  as he re ina f t e r  provided,  such  regis t ra t ion  shall become effec- 
t ive  t h i r t y  days  af te r  the  receipt  of such app l i ca t ion  by the  Commission or  w i t h i n  
such shor t e r  period of t ime  as the  Commiss ion  m a y  de termine .  

An appl ica t ion  for reg i s t ra t ion  of a b roker  or  dealer  to  be formed or o rgan ized  
may be made  by  a b roker  or dealer  to  which the  b roker  or dealer to be f o r m e d  
or  organized is to bc the  successor.  Such app l i ca t ion  shall  conta in  such infor -  
m a t i o n  in such detai l  as to  the  a p p l i c a n t  and  as  to  the  successor and  any  pe r son  
direct ly  or indirect ly  cont ro l l ing  or cont ro l led  by, or under  direct  or i n d i r e c t  
c o m m o n  control  with,  the  app l i can t  or the successor,  as the  Commiss ion m a y  
by rules a n d  regula t ions  require  as necessary or  app rop r i a t e  in the  public i n t e r e s t  
or for the  protect ion of investors .  Excep t  as he re ina f t e r  provided,  such regis-  
t r a t i on  shall  become effective t h i r t y  days  ~f ter  t.he receipt  of such applicat.ion by  
the  Commission or wi th in  such sllorte:c period of t ime  as the  Commission m a y  
determine .  Such reg is t ra t ion  shal l  t e r m i n a t e  on the  f o r t y - f f t h  day a f t e r  t h e  
effective date  thereof,  unless pr ior  t h e r e t o  the  successor  shall,  in accordance w i th  
such rules and  regulat ions  as the  Commiss ion  m a y  prescribe,  adop t  such app l i ca -  
t ion as i ts own. 

I f  any  a m c n d i n e n t  to  any  app l i ca t ion  for reg i s t ra t ion  p u r s u a n t  to th i s  •sub- 
section is filed prior  to the  effective da te  thereof,  such  a m e n d m e n t  shall be d e e m e d  
to have  bcen filed s imul taneous ly  wi th  and  as p a r t  of such appl icat ion;  e x c e p t  
t h a t  the  Con~mission may,  if i t  appea r s  necessary or appropr ia t e  in the  pub l i c  
in te res t  or for the  pro tec t ion  of investors ,  defer  the  effective date  of any  such  
reg is t ra t ion  as thus  a m e n d e d  un t i l  t he  t h i r t i e t h  day  a f te r  the  filing of such  
amendment. 

The  Commission shall, a f t e r  a p p r o p r i a t e  no t ice  a n d  oppor tun i ty  for hea r ing ,  
b y  order  deny  regis t ra t ion  to or r evoke  the  reg i s t ra t ion  of any  b r o k e r  or dea le r  
if i t  finds t h a t  such denial  or r evoca t ion  is in the  publ ic  interest  and  t h a t  (1) 
such broker  or dealer  whe the r  pr ior  or s u b s e q u e n t  to becoming  such, or (2) a n y  
pa r tne r ,  officer, director ,  or b r a n c h  m a n a g e r  or such  b roker  or dealer (or a n y  
person occupying a s imilar  s t a t u s  or  pe r fo rming  s imi la r  funct ions) ,  or any  pe r son  
di rect ly  or indirect ly  eontl:olling or control led  by such  broker  or dealer, w h e t h e r  
pr ior  or subsequen t  to becoming  such,  (A) has willfully made  or caused to be m a d e  
m any  appl ica t ion for reg is t ra t ion  p u r s u a n t  to th i s  subsec t ion  or in any  d o c u m e n t  
supp lementa l  there to  or i n . a n y  procecdi~g bcfore the  Commission with r e spec t  
to  regis t ra t ion pu r suan t  to  th i s  subsec t ion  any  s t a t c n t c n t  which was at  the  t i m e  
and  in thc  l ight  of the  c i r cums tances  u n d e r  which  it  was made  false or mis lead ing  
with respect  to any  mater ia l  fact ;  or (B) has been  convic ted  withiu ten years  
preceding the  filing of any  such app l ica t ioo  or a t  a n y  t ime  the rea f t e r  of any  fe lony  
or misdemeanor  involving the  p | | r chasc  or  sale of a n y  secur i ty  or arising o u t  of 
the  conduc t  of the  business  of a b roke r  or dealer;  or  (C) is pe rmanen t l y  or  t e m -  
porari ly enjoined by order,  j u d ~ | n e n t ,  or decree of any  coor t  of competeu t  ju r i s -  
dict ion from engaging in or c o n t i n u i n g  any  conduc t  or pr-~ctiee in eom~eetion w i t h  
the  purchase  or sale of any  secur i ty ;  or (!))  has  willfully violated any  provis ion  
of the  Securit ies Act of 1933, as amefJtlcd, or of th i s  ti t le,  or of -'toy rule or regu-  
lat ion thereunder .  Pending  fi | |al  dc t e rmi lmt ion  whe the r  any  such reg i s t ra t ion  
shall  be denied, the  Commiss ion m a y  by order  pos tpone  the  effective date  of such  
regis t ra t ion,  for a period not  to exceed t~fteen days ,  b u t  if, : J t e r  appropr ia t e  no t i ce  
anti  o i )por tuni ty  for heari~g,  it shall  a p p e a r  to  the  Commiss ion to be necessary  
or appropr ia t e  in the  public in teres t  or  for the p ro tec t ion  of inves tors  to pos tpone  
the  effective date  of such reg is t ra t ion  u~ti l  fired detern | i | | :~ t ion,  the  Commiss ion  
shall  so order. Pending  tbml t le terminat iotJ  w h e t h e r  any  such regis t ral iou shal l  
be revoked,  the  Conuuiss ion shall  by  order  suspend  such reg i smt t ion  if, a f t e r  
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hi.ark b r a c k e t s ,  n e w  m a t t e r  is  p r i n t e d  in  
:.o c h a n g e  is  p r o p o s e d  is  s h o w n  in  r o m a n .  

tother than  one whose business is exclusively 
r_a/~ or of any lnealls or ins t rumenta l i ty  of inter- 
~ . t i o n  in, or to induce the purchase or sale at. 
~--~ted securi ty or commercia l  paper, bankers '  
~.,~:erwise than  on a nat ional  securities exeh'mge, 

~'~..'.ered in aceorda | | ee  with subsect ion (b) of this 

:e . . ~ s t e r e d  for the  purposes  of this section by 
,.-'-,->~ieation for rcgis t ra t ion ,  which shall contain 
-: ~.~ ~ueh broker  or dealer  aud any person directly 
• rz.t2ed by, or under  d i rect  or indirect common 
e:. as the Commiss ion  naay by rules and regula- 
:.-.r:.ate in the  public in teres t  or for the protection 
:-~.~rovided, such regis t ra t ion  shall become effec- 
ts" ~uch appl icat ion by the Commission or within 
r Commission may  d e t e r m i n e .  
r.f a broker or dealer  to be formed or organized 
t2~ to which the  broker  or dealer to be formed 
-~r. Such appl ica t ion  shall contain such i n f e r  
; :Ecant and as to  the  successor and any person 

e.r controlled by', or under  direct or indirect 
--~.-~ or the  successor,  as the Commission may 
s :ecessary or app rop r i a t e  in the public interest  
:. Except as here inaf te r  provided,  such regis- 
rv days after  the  receipt  of such application by 
g:mer period of t ime  as the Commission may 

t e r m i n a t e  o n  the  for ty-f i f th  day after the 
"-~ereto the  successor  shall, in accordance with 

.'..'remission .may prescr ibe ,  adop t  such appliea- 

~ t i o n  for regis t ra t ion  pursuan t  to this s u b -  
5 a : e  thereof,  such a m e n d m e n t  shall be deemed 
"~.~h and as pa r t  of such application; except 

~ e a r s  necessary or appropr ia te  in the public 
:_~-~s.:tors, defer  t h e  effective date  of any such 
z2 the th i r t i e th  day  a f te r  the  filing of sneh 

:.~priate not ice  a n d  oppo r tun i t y  for hearing, 
~:ke the reg is t ra t ion  of any  broker or dealer 
~a:ion is in the public interest  and tha t  (1) 
r,.~r subsequent  to  becoming  such, or (2) any 
: manager or such broker  or dealer (or any 
-7erforming s imilar  funct ions) ,  or any person 
~,:r.trolled by such  broker  or dealer, whether  
: ~A) has willfully m a d e  or caused to be made 
_--~.dant to this subsec t ion  or in any document  
~ t i n g  before the  Commission with respect 
.~etion any s t a t e m e n t  which was a t  the t ime 

~cder which it was made  false or nfisleading 
er (B) has been convic ted  within tcu years 
.~:ion or a t  any  t ime  the rea f t e r  of any felony 
;.t.se or sale of any  secur i ty  or arising out  of 
k.~r or dealer;  or (C) is pe rmanen t ly  or tcm- 
z. or decree of a n y  cour t  of competen t  juris- 
4 anY conduct  or pract ice  in connection with 
" .~r tD) has willfully violated any provisiou 
z,-~ed, or of this t i t le,  or of any  rule or regu- 
--ermination whe the r  any  such registration 
~y order pos tpone  the  effective date  of such 

.~ 5~'teen days,  but  if, a f ter  appropr ia te  notice 
.Lzpear to the Commiss ion  to l)e access.try 
¢ &,r the protect ion of investors  to po.~tpone 
_ -::tii fin:d de te rmina t ion ,  the Commission 
Lza'iou whe the r  any  such registration shall 
r order suspend such regis t rat ion if, af ter  
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appropr ia te  notice and oppor tun i ty  for hearing, such suspension shall appear  to  
the Cmnmission to be necessary or appropr ia te  in the public interest  or for the 
protection of investors. Any re~:istcred broker  or  dealer  may, upon such terms 
and condit ions as the Commission may deem necessary iu the public ir,terest or 
for the protect ion df investors, wi thdraw from regis t ra t ion by filin~ a wri t ten 
se t tee  c~f withdr.Bval with the Cmnmission.  If the  Commission finds that  any  
re~i.~tered broker or dealer, or any broker or dealer  for whom an application for 
registration is i)endir|ft, is no lancer in exis tence or has ceased to do business as a 
broker or dealer, the Commission shall by order  cancel the  registrat ion or applica- 
tion of snch broker or dealer. 

I'(e) No broker  or dealer shall make use of the mai ls  or of any means or instru-  
menta l i ty  of in ters ta te  commerce to effect any  t r ansac t ion  in, or to induce the 
purchase or sale of, any  securt tv (other than  eommereta l  paper,  bankers a .eept* 
anees, or commcrc  al fiills) otherwise than  on a na t ional  securit ies exchanffe, by 
means  of any  manipulat ive,  deceptive,  or o the r  f raudulent  device or eontrivanee.  
The Commission shall, for the purposes of this  subscet ion,  by rules and regula- 
t ions define such devices or contr ivances  as are manipula t ive ,  deceptive,  or other-  
wise ,'raud ulent. ' ]  

(c) No broker or dealer shall make use of the mails or 6f any means Mr instru- 
mentality of interstate commerce to effect any transaction in, or to induce the purchase 
or sale of, any security (other than commercial paper, bankers' acceptances, or com- 
mercial bills) otherwise than on a national sororities exchange, in contrarention of 
such rules and regulations as the Commission may prescribe as necessaru or appro- 
priate in the publ'ic interest or for the protection of "investors (1) to prevent "fra:tdulent, 
deceptive, or manipulative acts or practices: (2) to prevent fictitious quotations: (.3) 
to provide safeguards with respect to the financiM responsibility of brokers and dealers; 
(.~) to reoulate the manner, method, and place of soliciting business: and (.5") to regulate 
the time and method of makinq settlements, pa?/ments, or deli,,eries: Pro~qded, That 
nothing in clause (3), (/~), or (o) .of thzs subsectT.on shall be construed to at ~,'.; with 
respecf to any transaction b:t a broker or dealer in any exempted secur;t!/. 

(d) E'aeh regietration s t a t emen t  hereaf ter  filed p n r s u an t  to the Securities Act 
of 1933, as amended ,  shall contain an under tak ing  by the issuer of the issueof 
securities to which the registration s t a t e m e n t  relates to file with the Commission, 
in accordance with such rules and regulat ions as the Commiss ion  may prescribe as 
necessary or appropr ia te  in the public interest  or for the  protect ion of inve~tors, 
such s | | p p l e m e n t a r y  aud periodic information,  documents ,  and reports as may be 
required pursuan t  to section 13 of this t i t le in respect  of a securi ty listed and regis- 
tered on a nat ional  securities exchange;  but  such undertaki~:g shall become oper- 
at ive only if the aggregate offering price of such issue of securities, plus the aggre- 
gate  vah]e of all o ther  sec||ri~.ies of such issuer of the  same class (as herei,:after 
defined) outs tauding,  enrapt,ted upon the  bqsis of such offering price, amounts  to 
$2,000,000 or more. The issuer shall file sneh  s u p p l emen t a ry  and periodic 
information,  documents ,  and reports  pursuan t  to such | |ndcr tak ing ,  except tha t  
the ¢httv to file shall be autonmtie:,.lly suspended  if and so long as (1) such issue of 
securities is listed and rezistcred on a nat ional  securit ies exchan~'e, or (2) by 
reason of t, he listing and registration of any  other  secur i ty  of such issuer on a 
national securities exchan_-e, such issuer is rcqnired to  file pursnant  to section 13 
of this t i t le informs.finn, documents ,  and repor t s  subs tan t ia l ly  equivalent  to such 
as would be required if such issue of securi t ies were listed and registered on a 
national securities exchange, or (3) the a~gregato value of all o | | t s t and ine  secur- 
ities of the class to which such issue belongs is re(h,ced to less than ..'31.000.000, 
computed  upon the basis of the o[l'ering price of the last  issue of securities ,ff said 
class offered to the public. F,,r the I)urposcs of this subsect ion,  the ter:n "class" 
shall be const rued |o  include all securit ies of an issuer which are of substantial ly 
similar character  and the holders of which en joy  s ,dJstantial ly similar rights and 
privileges. Nothing in this sub~ccti,m shall apply  to securit ies issued by a 
foreign gove rnmen t  or political subdivi.~i,m thereof  or to any  other  security -vhich 
the Comndssior~ may by rules and regulat ions exempt  as not  comprehended 
within the purpos,,s ,,f thi'~ subsection. 

S r c  1:7.1 (a) . Inq ass,;riation of brokers Mr decriers may be reoisterrd with the 
Cotnmissiorl as a nat;onol securities asxocialion parsuant to subsrct~'on (b). or as an 
a.[lil/ah'd securities os.~ociation pursuant to s,b.~x.etion (d), nnder the to'ms and condi- 
tions hereinnfh'r pcm'idrd in this section, b!t filing with the Commission a rcgistr~:tion 
statement in such form as the Commission may prescribe, setling forth the information, 
attd accompanied by the documents, below specified: 

(1) Such data as to its organization, membership, and rules of procedure, and 
such other information as the Commission may by rales and regulations require 

. m . I . 
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as necessary or appropriate in the public interest or for the protection of investors; 
and 

(~) Copies of its constitution, charter, or articles of incorporation or as.~ocia- 
riga, with all amendments thereto, a .d  of its existing bylaws, and of an,/ rules or 
instruments corresponding to the fl~regoing, whatever the name, hereinafter in 
this title collectively referred to as the "rules of the association." 

Such registration shall not be construed as a n,aivcr by s?tch association or an,/m~mber 
thereof of any constitutional right or of any right to contest the validity of an,/ rule or 
regulation of the Commission under this tltle. . - 

(b) An  applicant association shall not bc registered as a national securities associa- 
tion unless it appears to the Commission t h a t ~  

(1) by reason of the number of its members, the scope of their transactions, 
and the geographical distribution of its members such association will be able to 
comply with the prov,'sions of this title and the rules and regulations thereunder 
and to carry out the purposes of this section; 

(~) such association is so organized and is of such a character as to be able 
to comply with the provisions of this title and the rules and regulations thereunder, 
and to carry out the purposes of this section: 

(8) the rules of the association provide that any broker or dealer who makes 
use of the mails or of any means or instrumentality of interstate commerce to 
effect any transaction in, or to induce the purchase or sale of, any sec~rity other- 
wise than on a national securities exchange, may become a member of such 
association, except such as are exclnded pursuant to paragraph (~) of this sub- 
section: Provided, That the rules of the association ,nay restrict membership 
in such association on such specified geographical basis, or on ~u~h specified 
basis relating to the type of business done by its members, or on s,~ch girder speci- 
fied and appropriate basis, as appears to the Commission to be necessary or 
appropriate in the public interest or for the protection of investors and to carry 
out the purpose of this section: 

(4) the rules of the association provide that, except with the a~proral or at the 
direction of the Commission in cases in which the Commission finds it appropriate 

, in the public interest so to approve or direct, no broker or dealer shall be admitted 
to or continued in membership in s~ch association, i f  (I) such broker, or dealer, 
whether prior of subsequent to becoming such, or (~) any partner, grocer,, director, 
or branch manager of such broker or dealer (or any person occupying a similar 
status or" performin.a similar functions), or any person directly or it:directly 
controlling or controlled by such broker or dealer, whether prior or subsequent to 
becoming such, (A) has been and is euspended or expelled from a registered 
securities association (whether national or a~liated)'or from a nation al seen r~ties 
exchange, for t,iolation of any rule of such association or ezchanqe which prM, ibits 
any act or transaction constit|~tino conduct inconsistent with just and equitable 

rinciples of trade, or requires any act the omission of which constitutes conduct 
consistent with just  and equitable principle., of trade, or (B) is subject to an 

order of the Commission denyina or reeoking his re.oistralion pursuant to section 
15 of this title, or ex;eUino or suspending him from membership in a registered 
securities association or a national secnrities exchange, or (C) by his conduct 
while employed by, acting foi ,  or directly Or indirectly controlling or controlled 
by, a bro~cer or dealer, was a cause of any suspension, e.rpulsion, or order of the 
character described in clause (A) or (13) which is in effect with respect to such 
broker or dealer; 

(5) the rules of the association assure a fair representation of its members 
in the adoption of any rule of the association or amendment thereto, the selec-- 
tion of its o~cers and directors, and in all other phases of the administration of 
its affairs; 

(6) the rules of the association provide for the equitable allocation of dues 
among its members, to defray reasonable e.rpenses of administration: 

(7) the rules of the association arc designed to prevent fraudulent and manipu- 
lative acts and practices, to promote j~st  and equitable principles of trade, Iv 
provile safcg mrds aaainst unreas6nable profits or ~t~ rc.sonable ra,',:s of corn. 
missions or other chttrges, aad, in ff~.ner,H, to protect it~t'eslord at~d the p,,blic 
inleresl, and to remove impediments to and perfect the mechanism qf a .free and 
open market; and arc not designed to permit unfair  discrimination between 
customers, or issuers, or brokers or dcalers,'lo fix m in imu . t  pro/it.c, to impose 
any schedule of prices, or to impose any schedede or fix min imum rates of com- 
missions, allowances, d[,~cottnls, or other charges; 

• (8) the rules of the association provide that its members shall be oppropri,ntely 
disciplined, by expulsion, suspension, fine, censure, or any other fitting penalty, 
for any violation of its rules; 
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~ public interest or for the protection of investors; 

!,:.t. charter, or articles of incorporation or associa- 
.'-.~, and of its eziating bylaws, and of any rules or 
", ".~e foregoing, what,'vet the name, hereinafter in 

~ the "rules of lhc assoc~atwu. 
~ . d  as a waiver by snch association or any member 
¢r ,~f any right to contesl the vahdity of any rule or 

?.~, this title. 
'.-'_2 not be registered as a national securities associa- 
r,..bm'on t h a t ~  
.:.¢t. of its members, the scope of their transactions, 
~.-~n of its members such association will be able to 
.: ~iis title and the rules and regulations thereunder 

.~. this section: 
,.;r,~anized and is of such a character as to be able 
• ~.'t;is title and th~ rules and regulations thereunder, 
• .~. this section: 
::='on provide that any broker or dealer who makes 
seas8 or instrumentality of interstate commerce to 
"-'- induce the purchase or sale of, any security other- 
:~.~rities exchange, may become a member of such 
,."e excluded pursuant to paragraph (.~) of this sub- 

;-~ks of the association may restrict membership 
;. ~cified geographical basis, or on such specified 
'..-,~iness done by its members, .or on s:~ch other specz- 

:.a appears to the Commission to be necessary or 
,.:arest or for the protection of investors and to carry 

:_~.o'-n provide that, except with the aT:proval or at the 
;..~ cases in which the CommisMo~ finds it appropriate 
: :rove or direct, no broker or dealer shall be admitted 
• -~ in such association, i f  (I) s~,ch broker or dealer, 
:./becoming such, or ('2) any partner, o~cer, director, 
~.--~ker or dealer (be any person occ~p~ng a similar 
:~ functions), or any person directly or indirectly 
r,zh broker or dealer, whether prior or subsequent to 
:~..~ and is euspended or expelled from a registered 
• ~.r nationa~ or affdioted) or from a national sector/ties 
"7 rule of such association or ezchanae which prohibits 
~5.:i.ting conduct inconsistent with just  and ~qhilable 
;~s any act the omission of which constitutes conduct 
e.~,itable principles of trade, or (B) is s~bjeet to an 
~t:ling or revoking his re.qistration pursuant to section 
: ~r suspending him from membership in a registered 
• ~:ional securities exchange, or (C) by his conduct 

f~r, or directly or indirectly controllina or controlled 
cause of any suspension, expulsion, or order of the 

.~ CA) or (B) which ie in effect with respect to such 

:,.'~tian assure a fa ir  representation of its members 
:~ of the association or amendment thereto, the selcc- 
.::ors, and in all other phases of the administration of 

v:c:.egion provide for the eq~dtable aUocalion of dues 
-:.~ reasonable expenses of administration; 
~'-~[on are designed to prevent fra~Mulent and manipu- 
;~ promote just  and equitable priacit,les of trad,', to 
c .~nreasonable profits or ut~rc,tsonat, lc rates of co,l- 
. .:" d, iu tenet,H, to prolccl it~t'eslors und the p,,bliv 
:~.5:'ments to and perfect the mechanism of a f,.ce and 
:~ ::.esigned to pcrmlt unfair discrDm'~mtion between 
,..:k,:rs or dealers, lo fix miniluttta, pro/its, to impose 
:.~ impose any sche,lulc or fix min imum rates of com- 

• ...,.~s. or other char.qes: 
,~.'h,n provide th, t  its members shall bc appropriately 
hspension, fine, censure, or any other fitting penalty, 
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(9) the rules of the association provide a fair and orderly proced~re with respect 
to the disciplirtin¢ of members and the denial of membership to an~/ broker or 
dealer seekin.q membership therein. In  an~/ procecdtngg to detects/he whether 
any member shaU be disciplined, s , ch  rules shall rcq,ire that specific charges be 
brought; that such member shall be notified of, and be given an opportunity to 
defend against, snch charges; that a record shall be kept: and that the determination 
shall include CA) a statemen~ settin,q forth any act or practice in which such 
member may be found to have engaged, or which such member may be fmlnd to haoe 
omitted, (13) a statement setting forth the specific rule or r~des of the association 
of which any such act or practice, or omission to act, is deemed to be in violation, 
(6) a statsmcnt whether the acts or practices prohibited by such rule or rules, or 
the omission of any act required thereby, are deemed to constitute conduct incon- 
sistent with just and equitable principles of trade, and (D) a statement setting 
.forth the penalty imposed. In  any proceeding to determine whether a broker or 
dealer shall be denied membership, such rules shall provide that the broker or 
dealer shall be notified of, and be given an opportunity to be heard upon, the 
specific grounds for denial which arc under consideration; that a record shall be 
kept; and that the de'.ecru/nation shall set forth th~ specific grounds ~;on which 
the denial is based: and 

, (10) the requirements of subsection (e), insofar as these may be applicable, are 
satisfied. 

(c) The Commission may permit or require the rules of an association applying 
for registration pursuant to subsection (b), to provide for the admission of an a~sociation 
registered as an affiliated securitiesassociation pursuant to subsection (d), to partici- 
pation in said applicant association as an affiliate thereof, under terms permitting 
such powers and responsibilities to such affiliate, and under such other appropriate 
terms and canal/liens, as way be provided by the rules of said applicant oseociation, i f  
such rules appcar to the Commission t6 be necessary or appropriate in the public 
interest or for the protection of investors and to carry out the pz{rposes of this section. 
The duties and pnwers of the Commission with respect to any national securities associa- 
tion or any affiliated securities association shall in no way be limited by rcason of any 
such affiliation. 

(d) A n  applicant association shall not be registered as an affiliated securities 
association unless it appears to the Commission t h a t ~  

(l)  such association, notwithstanding that it does not satisfy the requirements 
set forth in paragraph (1) of subsection (b), will. forthwith upon the coo/strut/on 
thereof, be admitted to affdiation with an association registered as u national 
securities association pursuant to said subsection (b), in the manner and under 
the terms and conditions provided by the rules of said national securities associa- 
tion in accordance with subsection (c) ; and 

(e) such association and its rules satisfy the requirements set forth in pardgraphs 
(e) to (9), incb~sire, of subsection (b) ; except that in the case of any st~ch associa- 
tion an~t restrictions upon membership therein of the type authorized bq para- 
graph (.~) o.f s,bsection (b) shall not be less stringent titan in tl'e case o.f t'le /"tat/anal 
securities association with which such association is to be affdiated. 

(e) Upon the filinq o.f an application for registration pursuant to subsection (b) 
or subsection OIL the Commission shall by order grant such registration ~f the require- 
menls of this scclioa are satisfied, l f ,  after appropriate notice attd apportion/if for  
hearts.q, "it appears to the Commission that any requirement of this section is ,tot 
satisfied, the C,,~tmission shall by order deny such rcqistralion. I f  any association 
#raw,ted rcgistr,tioa as an aJITlialed securities association pt~rsuaai to subsection (d) 
shall fai l  to bc admitted promptly thereafter to affiliation with a registered national 
sec~trities oss,,c ;,ai,a, the Commission shall revoke the rcgistralion of such a~liated 
securities associatiSn. 

(f) ..I re.q/stored see,r/ties association (whether national or aft/isled) may, upon 
such rcosouable uotice as the Cbmmission may deem necessary ill the p~zblic interest 
or for the protection of inrcstors, withdraw fro,tt registration by filing tr/~h tl~e Com- 
mission a ,.,.ittc, ,,,lice of withdrawal in s~tch form as the Commission ma:j by rules 
and rcoublti,ms t'r,'ser:b,', but such withdrawal shall be s~d~jcct to s~,ch appropriate 
tcruts and con,lilt,us .f,,r the ordcrly liquidation of s ,ch  tt..'s,cit:tion as the Commis- 
sion ms7 l,rcscrib,', t 'pon the withdrawal of a national securities ossociaiion f rom 
regist,'ation, ti.," registration of any association affiliated theft'with sl:ail aulomati- 
call!! h'rmDmtc. 

(g) I f  any r,'gisti'rr,I see,r/ties association. (whether natioual or afilia!ed) shall 
take an!l ,liscit'li"~r't act:'oa a.qainst any member thereof, or shall deu:l admission 
to any ttrokt r , r  ,t.'M,r srckin O tnembership there, a, such action shell be s,bjvct lo 
revi,,w b!l th,. (',,,,,,,,,.,.ion,..<m il,~ own ~nolion, or ~zpoi~ applicat/on b!l (lll~l person 
aggrtetcd I h ~ h y  t h,I t~dhtn s¢xly daus after such aclwn has been taken or within 

L 
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such longer period as the Commission may determine. Appl icat ion to the Com- 
mission for  reviewj or the inst i tut ion of review by the C'ommission on its oun  motion, 
shall operate as a s tay/of  such action unt i l  an  order is issued upon such review pur-  
suant to subsection (h). 

(h) (1) In  a proceeding to review disc ip l inary  action taken by a registered securities 
association against a member thereof, i f  the (?ommisMon, after appropriate notice and  
opportuni ty  for  hearing, upon consideration of the record before the association and  
such other evidence as it may deem releuant, shall (+l) f ind  that s .ch member has 
engaged in such acts or practices, or has omitted such act, as the association has f o u n d  
him to have engaged in or omitted, and (11) shall determine that such acts or practices, 
or omission to act, ard in violation of such rules of the association as have been desig- 
nated in  the determination o1" the association, the Commiss ion shall by order dismiss 
the proceeding, unless it appears to the Commission that such action should be modified 
in  accordance with paragraph (2) of this s.bsection. 7"he Commission shall likewise 
determine whether the acts or practices prohibiled, or the omission of  any act required, 
by any  such rule constitHe conduct inconsistent with j u s t  and equitable principles o f  
trade, and shall so declare. I f  it appears to the Commission that the evidence does not 
warrant the f inding required in clause (A), or i f  the Commission shall de:ermine that 
such acts or practices as are f ound  to have been engaqed in arc not prohibited by the 
designated rule or rules of the association, or that such act as is f ound  to hareheen 
omitted is not required by such designated rule or rules, the Commission shall by order 
set aside the action of the association. 

(~) I f ,  after appropriate notice and opportuni ty . for  hearing, the Commission f inds  
that any  penalty imposed upon a member is excessive or oppressive, ha~,ing due regard 
to the public interest, the Commission shall by order cancel, reduc.e, or require the 
remission of such penalty. 

(~) I n  any  proceeding to review the denial  of membership in a registered sec . r i t i e s  
association, i f  the Cot.~mission, after appropriate notice and hearing, and upon 
consideration of the record before the association and such other eoidence as it may 
deem relevant, shall determine that the specific grounds on which such denial is based 
exist in  fact  and are valid under this section, the Commission shall by/order dismiss  
the proceeding; otherwise, the Commission shall by order set aside the action of tha 
association and require it to admit  the applicant  broker or dealer to membership 
therein. 

( O  (1) The rules of a registered securities association may provide that no member 
thereof shall deal with any nonmember broker or dealer (as defined in paragraph (2) 
of  this subsection) except at the same prices, for  the same commissions or .ices. and on 
the same terms and condilions as are by such member accorded to the general p,~blic. 

(2) For the purposes of this subsection, the term "nonmember broker or dealer" shall 
include any broker or dealer who makes use of the mai ls  or of any means or instru- 
mentality of interstale commerce to effect any transaction in, or to induce the "pur- 
chase or sale.of, any  security otherwise than on a national  securities exchange, who 
is not a member of  any registcred securities association, except a broker or dealer who 
deals exchtsively in commercial paper, bankers' acceptances, or commercial bills. 

(3) Nothi1,g in this s.bsection shall be so construed or applicd as to pre,'eat any  
member of a registered securities association f rom  granting to any other member o f  
any  reIlistered securities association any  dealer's discount, allowance, commission, or 
speciatterms.  

(J9 Every registered see.rif les association shall file with the Commission in accord- 
ance with such rules and regulations as the Commission ,may prescribe as necessary 
or appropriate in the public interest or for  the protection of investors, coph's of any 
changes in or additions to the rules o f  the association, and such other information 
and documents as the Commission may require to keep currcnt or to supplemt'nt the 
registration statement and documents filed p a r s . a n t  to subscctiolb (a). .-in,/ ¢~ange 
in or addition to the rules of a reqistered securities association shall take elhct upon 
the thirtieth day after the f i l ing of a copy thereof with the Commission, or upon such 
earlier date as the Commission may determine, unless the Commission shall (~:ter an 
order disapprovi. f f  such change or addition; and  the Commission sl;all eater s¢~ch 
an order unless such change or addition appears to the Commission to be consL~tent 
with the req.irements of sr~bsection (b) and s,,b.,.'ection (d). 

(k) (1) The CommisMoa is authorized by order to abrogate any rule o.f a regisl~'red 
securities association, (f after appropriate notice and opportunity  .fi)r ht'arittg, it 
appears to the Commi.~sion that sttch abrooation is necessary or appropriate to assure 
fa i r  dealing by the members of such association, to assure a htir repress.ratio,  of its 
members in the administration of its affairs or otherwise to protect im'cstors or effectu- 
ate the purposes o.f /his title. 

(2) 7'he Commission may in writing request any  re,qistered securities association 
lo.adop*~ any.specified alteration of or supplement  to its rules with respect to any of 
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,~:~Mon may determine. Appl icat ion to the Uom- 
• :'.in of review by the Commiss ion on its own motion, 
t~'~m until  an order is issued upon such review pur- 

:e-v 4is'ciplinary action taken by a registered securities 
t:*.,Jf, i f  the Commission,  after appropriate notice and 
~'~.nderation of the record be.fore the association and 
~.~..~ relevant, shall (..1) f i nd  that such member has 
• o" has omitted such act, as the association has f o u n d  
L ,rod (11) shall determine that such acts or practices, 
"~ ,~f snch rules o/ the association as have been desio- 
r rasoeiation, the Commiss ion shaU by m'der dismiss 

~e Commission that such action shoubl be modified 
• r." this subsection. The Commission shall likewise 
a:~s  prohibited, or the omission of any  act required, 

inconsistent with j u s t  and equitable principles of 
cppeers to the Commiss ion  that the evidence does not 
~:~.,~e (,'1), or i f  the Commiss ion  shall determine that 
• ~'- ~.o have been engaged in are not prohibited by the 
~u:iation, or that such act as is f o u n d  to haveheen 
~4"aated rule or rules, the Commission shall by order 

~ad opportuni ty  f o r  hearing, the Commission f a d s  
nember is excessive or oppressite,  having due reyard 
i~r.zn shall by order cancel, reduce, or require the 

r :iv denial o] membership in a registered securities 
~.'ter appropriate notice and hearing, and upon 
:~e association and such other evidence as it may 

t.:ie specific grounds on which such denial is based 
[ti.~ section, the Commiss ion  shall by/order dismiss 
-..mission shall by order set aside the action of the 
-..X ~.he applicant  broker or dealer to membership 

• ~ec~xrities association may  provide that no member 
~Y~erbroker or dealer (as defined in paragraph (2) 
"r~: ~rices, for the same commissions or fees, and on 
,c:"-'by such member accorded to the general public. 
~:~ion, the term "nonmember  broker or dcaler" shall 
~.~es use of the mails  or of any means or instru- 

effect any transaction in, or to induce the par- 
r'~qse than on a national  securities exchan.~e, who 
~.:.':'~'rities associalion, except a broker or dealer who 
:,.r. bankers' acceptances, or commercial bills. 
.'J,Kl be so construed or a'pplied as to prevent any 
:~.~ociation f rom granting to any  other member of 
; ,~ny dealer's discount,  allowance, commission, or 

.~re'.~ation shall file with the Commission in accord- 
,a as the Commission may  prescribe as necessary 

.~r f o r t h e  protection of investors, copies of any 
..~ of the association, and  s~mh other information 
~,z,t require to keep current or to supplement the 
::~ .q!ed pursuant  to subsection, (at. ..log change 
tr. ered securities association shall lake effect upon 
: :vpy thereof with the Commission,  or , poa  such 

;...termine, unless the Commission shall enter an 
t, ldition; and the. Commissioa shall enter s .eh  

:!,:a appears to the Commission to be consislent 
) and subsection (d). 

v~ze,t by order to abrogate any  rule of a rcgish'red 
-r~riate notice and  opportuni ty  .for heart,g,  it 
i ibroyalion is necessary or appropriate to assure 
~oociotion, to assure a f a i r  representotion of its 
.zffairs or otherwise to protect iuvestors or effrcttto 

:'~.~1 request any  registered see,ri f les association 
tr supplement to its rules with rfspcet to any of 
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the matters hereinafter enumerated. I f  such association fa i l s  to adopt such altera- 
tion or supplement  within a reasonable Hme, the Cotnmission is authorized byt order 
to alter or supplement the rules of such association in the manner theretofore requested 
if, after appropriate notice and opportunity. for hearing, it appears to thp Commission 
that such alteration or supplement i s  necessary or appropriate in the pu.Slic interest 
or for the protection of investors or to effectuate the purposes of this section, with respect 
to (1) The basis for, and procedure in connection u, ith, the denial of membership or 
the discipl inino of members; (2) the method for adoption of any  chanoe in or addit ion 
to the rules of the association; (3) the method of choosing oJ]icers and directors; and (4) 
affiliation between registered securities associations. 

(l) The Commission is authorized, i f  such action appears to it to be necessary or 
appropriate in the public interest or for  the protection of  investors or to carry out the 
purposes o f  this sect ion--  

(1) after appropriate notice and opportuni ty  for  hearing, by orde~ to suspend 
for  a period uot exceeding twelve months or to revoke the registration of a regis- 
tered securities association, i f  the Commission f inds  that such association has 
violaled any provision of  this lille Mr any rule or regulation thereonder, or has 
fai led to enforce compliance with its own rules, or has engaged in any other 
activity tending to defeat the purposes of this section; 

(9) after appropriate notice and opportuni ty  for  hearing, by order to suspend  
for a period not exceeding twelve months or to expel f rom a registered seenrities 
association any member thereof who the Commission f inds (At  has violated any  
provision of this title or any rule or regulation thereunder, or has effected any  
transaction for  any other person who, he had reason to believe, was violating 
with respect to such transaction any  provision of this title or any  rule or regula- 
tion thereunder, or (B) has wil l ful ly  violated any  prorision of the Securities Act  
of 1933, as amended, or of any  r , l e  or regulation thereunder, or has affected 
any  transaction for any  other person who, he had reason to believe, was wil l ful ly  
violatinq wilh respect to such transaction any provision of such .-let or rule er 
regulation; 

(3) after appropriate notice and opportuni ty  for  hearing, by order to remove 
from office any olficer or director of  a registered securities association who, the 
Commission f inds,  has wil l ful ly  fa i led  to enforce  the rules of the association,, 
or has wil l ful ly  abused his atdhority. 

(m) Nothing in this section shall be construed to app ly  with respect to any trans- 
action by a broker or dealer in any  exempted see,r i ty .  

(n) I f  any  provision of this section is in conflict wi th  any  provision of any law of  
the United States in  force on the date this section takes effect, the provision of  this 
section shall prevail. 

Sr.c. 17. (at Every  national  securi t ies exchange, every  member  thereof, [ e v e r y  
broker or dealer who t ransac ts  a business in securi t ies  th rough the medium of 
any such m e m b e r , ]  every registered securities association, and every broker or 
dealer registered pursuant  to section 15 of this t i t le,  slmll make. ke('p, and pre-  
serve for such periods, such accounts ,  correspondenee,  memoranda ,  papers, books, 
and otdher records, and nmke such reports ,  as the  Commission by its rules and  
regulat ions may prescribe as necessary or appropr ia te  in the  public interest or for 
the protect ion of investors.  Sueh accounts ,  correspondence,  memoranda,  papers, 
books, and other  records shall be subjee t  at  any t ime or from t ime to t ime to such  
reasonable periodic, special, or o ther  examinat ions  by examiners  or other  repre-  
senta t ives  of the Conlmission as the Commission may  deem necessary or appro-  
priate in the Imblic ittterest or for the protect ion of investors.  

(b) Any Iwoker, dealer, or o ther  p(rrson ex tending  credit  who is subject  to the  
rules and regulat ions I)rescril)ed by the  Federal Reserve lh)ard purs~:ae.t to th is  
t i t le .shall make, .~lwh r( ports 1o. the Board ..as it n, av. require .,~ . . . . .  neee~.arv, or ..al)l)ro- 
pr ia te  to enable it to perform the fune t io tmeo l f f c r r ed  upon it b v t l : i s t i t l e .  If any  
such broker, deah'r,  or other  person shall fail to n:ake ell 3" st;bh rel:ott t~r fail to  
furnish full inftwmation therein,  or, if in the jr]dun ea t  of tl:e l~oard it is otherwise 
neeessttry, snch broker, dealt'r, or o ther  pers,Pn sba!l perlnit  such insl)e('tions to be ' 
made by the Board with resl)vet to the I)l;sitm.~s opera t ions  of such broker, dealer, 
or other  I)erso, .is the Board may  deem necessary to enable it to oblain t he  
required inft)razation. 

S~:¢. 29. (at Any condit ion,  s t ipulat ion,  or provision I)iading any person to 
waive eonq)lianct, with any provision , f  this title (tr of "toy ride or regulat ion 
thereunder ,  or of any rule of an exchange reqtfire(l thereby  slmll be void. 
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(b) E v e r y  con t r ac t  made  in viola t ion of any. p rovis ion  of this  t i t le  or of a n y  
rule or regu la t ion  thereunder ,  and  every  c o n t r a c t  ( i n c h , d i . g  ally cont rac t  for  
l is t ing a secur i ty  on an excha .ge )  here tofore  or h e r e a f t e r  made  the per formance  
of which illvolvcs the  violat ion of, ()r l he  c o n t i n u a n c e  of any  re la t ionship  or r, rac- 
t ice in viola t ion of, ~,ny provi,~ion of this  t i t le  or  any  rule or regulat iml  tl:er,mr~rler, 
shall  be vnit[ (1) as regards the  r ights  of a n y  person  who, in violat ion of a n y  
such provision,  role, or regulat ion,  shall  have  made  or  engaged in the per formance  
of any  such  cont rac t ,  and  (2) as regards the  r ights  of a n y  persrm who, not hr, ing 
& pa r ty  to such cont rac t ,  shall  have  acqu i red  any  r igh t  t he reunde r  with ac tua l  
knowledge of the  facts by reason of which the  m n k i n ~  or per formance  of ~ l ch  
con t r ac t .was  in violat ion of any  such provis ion,  rule or  [ ' r agu la t ion . ]  reg,dqtion: 
Provided, That no contract shall be void by reason of this subsection because of any 
violation of. any rule or reg.lation prescribed pursuant to clause (3), (.~), or (.51 of 
subsection (c) of section 15 of this title, except insqfar as the Commission, h~ving 
determined that such action is necessary or appropriate for the protection of investors, 
shall have expressly provided in such rule or regulation that the provisions of this 
subsection shall apply in the case of any violation thereof. 

(e) N o t h i n g  in this  t i t le shall  be cons t rued  (1) to  affect the  val id i ty  of a n y  
loan or extens ion of credi t  (or a n y  extens ion  or  renewal  thereof)  made  or of a n y  
lien crea ted  pr ior  or subsequen t  to t h e  e n a c t m e n t  of this  t i t le,  unless at  the  t ime  
of the  mak ing  of such loan or extension of c red i t  (or ex tens ion  or renewal thereof)  
or the  c rea t ing  of such lien, the  person m a k i n g  such  loan or extension of credi t  
(or extension or renewal thereof) or acqu i r ing  such lien shal l  have  actual  knowl- 
edge of facts  by cease ,  of which the  m a k i n g  of such  loan or exten.~ion of c redi t  
(or extension or renewal thereof)  or the  acquis i t ion  of such  lien is a violation of 
the  provisions of this  t i t le  or any  rule or  regula t ion  the reunde r ,  or (2) to afford 
a defense to the  collection of any  d e b t  or ob l iga t ion  or  the  enforcement  of any  
lieu by a n y  person who shall  have  acqu i red  such  deb t ,  obl igat ion,  or lien in good 
fa i th  for value  and  wi thou t  ac tua l  knowledge  of the  v io la t ion  of any  p rcv i , ion  
of this  t i t le  or any  rule or regu la t ion  t h e r e u n d e r  af fec t ing the  legality of such 
debt ,  obl igat ion,  or lien. 

SEe. 32. (a) Any person who willfully violates  a n y  provis ion of this ti t le,  or  
a n y  rule or regulation, t he reunde r  the  v io la t ion  of which  is I rade  unlaxvful c r  the  
observance  of which is required under  the  t r m s  of th is  t i t le,  or any  person who 
willfully and  knowingly makes,  or causes ,o be made ,  a n y  s t a t e m e n t  iu any  
appl icat ion,  report ,  or documen t  requi red  to be  filed u n d e r  this  t i t le  or any  r~fle 
or regula t ion  thereu.udcr or any  u n d e r t a k i n g  con t a ined  in a regis t ra t ion s ta te -  
mentfalsePrOvidedas in subsect ion  (d) of sec t ion  15 of th i s  t i t le,  which s t a t e m e n t  
was . or  mis leading with respect  to a n y  mate r i a l  fact ,  shall  upon eonv ie0on  
be fined not  more t han  S10,000, or impr i soned  not  more  t h a n  two years, or both ,  
except  t h a t  when  such person is a~l exchange,  a fine no t  exceeding $500.000 m a y  
be imposed;  bu t  no person shall  be sub jec t  to i m p r i s o n m e n t  under  this sect ion 
for the  v io la t ion  of any  rule or regula t ion  if he  proves  t h a t  he  had no knowledge 
of such rule or regulat ion.  

(b) Any issuer which fails to file in fo rmat ion ,  documents ,  or repor ts  p u r s u a n t  
to a n  unde r t ak ing  conta ined  in a reg is t ra t ion  s t a t e m e n t  as p rov ided  in subsect ion 
(d) of sect ion 15 of this  t i t le  shal l ' for fe i t  to the  Un i t ed  S ta t e s  the  sum of Sl00 for 
each and  every  day  such failure to file shal l  cont inue .  Such forfeiture, which 
shall  be in lieu of any  cr iminal  pena l ty  for such  fai lure  to file which might  be 
deemed to arise under  subsect ion.  (a) of th is  sect ion,  shal l  be payable  into the 
Tree.sure of the  Uni ted  Sta tes  a n d  shal l  be recoverable  in  a civil su i t  in the nan~e 
of the  13nited States .  

(c) The provisions-of this section shall not apply in the case of any t, iolation of 
any rule or regulation prescribed pursuant to clause (3), (~), or (5) of subsection (e) 
of section 15 of this title, except a violation which consists of making, or causing to be 
nmde, any slalemcnt in any report or document required to be filed under any such 
rule or reffulalion, which statement was at the time and in the light of the circum- 
stances under which it was made false or misleading with respect to any material 
fact. 
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