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Torm Coxnimess MOUSE O REVHTSENTATIVESR Rerorr
Tl Bexsinn Nu., 2307

REGULATION OF OVER-THE-COUNTER MARKETS

¥ay 8, 1938.— Committed 1o the Commiltee of tha Whole ouse on tha state of
the Union and erdered to be printed

Mr.EicHER, (rom the Committee on Interstate and Foreign Commierce,
submitted the following

REPOLRT

[Te sceomprzy 8. 3T355)

The Committee on Interstate nnd Foreign Commerce, to whom was
referred the bill (3. 325353} te provide Tur the establishment of & mech-
anism of regulation among over-the-counter brokers and deslers
operoting In inteistate aud foereizn commerce or through the mails,
to prevent scts and practices inconsistent with just ancd equitnble
principles’ of tracde, and for othere purposcs, having considered the
seme, report fnvarably thereon with nmendments and recommend
that the bill as amended do pass,

The atnendments recotnmended by the sommitiee nre os (ollows:

In subsection (f} of the amendment made by section 1 of the bill
sirike out ', but such withdrawnl shull he subject to such nppropriate
tertns and concditions for the oedeey liquidetion of snch assemation
a3 Lhe Conunission mav proscrbe’™.

Amend seetion 2 of the bill ta read as follows:

Sre, N Bubsestion o) of seotion 14 of such Act, an panended, i3 aended ta
read ng Tolluws:

ey (17 Na heoker or dealer sleal anke use of the mails ar of noy means or
instevmentality of interstate conpnerge toocGiTeet Ay teansastion in, or to inducn
the purehase or sole of, apy sevarity tolher Lhan commercial paper, loaskees”
aveepianoes, of oolmigercil bndls] atherwie bhan on o oalivnat seearities eschange,
by s of oy peaitipybibave, dedegpivae, of otler femadilent device or vantrjv-
atec.  The Conmus=em bl fee Lo poerpeeses of Ahis sebseetion, by oales and
regiintioma slefing sl devices or senbrivades nd are inandipnilative, deceptive, or
ol Liepwisg Feamlulong,

W2 Na Leoker or alealor sbadl mnko b o the mndls or of any oeans o in-
atratnentalidy of interslate colmmerer Taocifeet any dransnet n o, ur te indisee o
abtonnpet du inhaen Elpe pajes-bees o =.'=|I|' f, oy ~eeurety gl ber Lo an expinpbed
seeurily ar eommereial paper, Biokers” e phiowees_ o earnemeeeianl lallsh otherwise
ian an a nstional secuntees eoeloge, i eoanection anl whicle <oeh beoker or
deaber eooged it iy Fendidend, dee g, o oinsipndmtive st of practicy, o
minkes moy fictitions ypeation, Ul Candeiesion gl fur e purposes of this
purngroph, by rulea oud oegalalions detine, ok presenibe: nwaos reawsgebly de-
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pigned to prevent, sach acls and proetices az are frouduient, dooeptive, or manipio-
Iptive ang gueh raolutious os gre Belilioug,

12} Na broker or dealer shall mioke oze of the mails ar of any mesey AF instrm.
mentality of inferstate commamerce By cifeet goy Eratesaction im, ar b ingkiree or
aticinpt to induce the parehase orF sale of, any secorily (ather than an exempled
security or entmertinl paper, bankers' asgeptances, or aommeeciab hiltsd gtlhier
wise than on & osbionnd soeupitied exehanes, tn conteavontinn of auch ralee and
regulations aa the Opmomission may presereie ag necessary or appropriate in the
pubdic iatereak o for the praeeetion ofF imvestiors CAY Lo porviele safeguarda weth
Tespect ko the Arancial fesponmibikity of broker ane dealens; (08 to reenlato the
manner, metho, and place of soliciting buziwas: and (O} to regulste Lhe time and
method of making actueisents, payinents, or deliveries, ™

Amend zection 3 of the bill to road na follows:

fer, 3. Subssction (b} of section 20 of surh Act ia amendod by inserting hefore
the period at the end thercaf o colon and the fallewing: **Pracided, (A That nn
contraet ahall be voit by reason of Lhia subscation beesatrse ol any viglation of any
rila ar regulation presaribed puraitant 1o peragrapll (3} of subzeetion 100 ol See-
tion 15 of this bithe, aed (1) thot po contract shall be deemed 1o be void by repron
of this pubacction in any Aclinpn maintaincd in reliseee upon this subsection, hy
Eny porsan o oF for wiam any Broker or deater sells, @r feom or foe whermn any
broker or dealer purchases, & security i viotation of any rule or cegulation pr. -
meribed rurﬁu&nt- to paragraph (1} or (2} of subsection {c} of section 13 of this
title, unie=a auch action 18 bronght within onp vesr after the dispovery that such
male or purehass invelves suely viglationsnd within three yoats aftecsuch vinlation .

In the emendment made by section 4 of tha bill strike out “pursuant
to clause (I} {1), or (&} of subscction {¢)'' and insert in Lieuw thereaf
“pursusnt to paragraph (3) of subsection {c)",

I
G ENERAL STATEMENT
A, INTROBUCTORT

" Sonete bill 3255 amends the Securities Exchange Act of 1934, ps
amended, by inserting o new section, section 13A, imrracdintels alter
the present section 13; and by amending subsection (o) of seCiiom 15,
subsection (b) of section 20, section 32, and subszcction (&) of section
17. In ity essentiols, the new section 15A would set up a svstem for
cooperntive regulation of the over-thecounter markets, through the
activities af voluntary associations of investment bankers, Jealers,
and brokers doing business in these mackets, under appropriate gav-
erntnantol supervision. The proposed amendment of subsection 0h of
section 15 of the Sccurities Exehange JAct would clari{y and strenstiwen
tha direet regulatory powers over the over-the-counler mnrkets cin-
bodied i the present subsection (¢}, and would provide for cortain
additionnl direct powers which are desirgble in the publie interest.
The changes in sections 29, 32, and 17 are supplementary to the pew
section 15A end the changes in subsection (o) of section 135.

b, BCOPE OF THE FROHLEM

1. Fmporinnee of the arer-the-counter markole —Under the Seeurities
Eschanee Act of 1934, the sver-the-counter markets are decmed 1o
include nll trapspctions in securitiea which tako pace otherwisze than
upon & malionnd securitics exchameme.  Tlese markets aro immense,
tha petivities embeaesd theeein are varted, eod they noo af the unuest
frportance ko the nativnul economy,

it Lo i A ey

. - rrmem— mr

—

fea
n:
Ly
as
f".‘*._'
't
th:
Ch
bil:
foti
it
nati
tha!
g1 L1
with.
Lthir
L 1L
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i=wag are fratdhilont, decepdive, or mandpus
AT
r ol Lho mails oF of a0y means or instee-
afagt By brons<ackioeg aby, oF toorhige up
£ .6 any seerrty (alber Hhan an exciapted
5 oAcce|dbreces, of Goimoeci:il bill<) oolher-
TIAnge, i eooiraventum of socin enles ancgd
Tcribe A8 1CCrSAATY OF Aasropriake iy Lthe
T —vestors (A) to peovide safegunrds with
of srakers andd dealers; (14) to regulate Lhe
7 orisiness; and (C) fo regulate the tiawe and
ko, or deliverivs,"!
rzad as follows:
o quch Act ia amended by inserting belore
&3 the following: ' Prowddod, (4 That ng
i Erteection becansd of any vielation of any
w1 paragraph {3) of sulscetion 1¢) of Sep-
et ahall be deemed to be void by repson
Amed inoreliznee upon this subsection, by
7 o dealer aefls, or fram or for whon, any
2 viglation of any rule or regulation pr-

= of pubseesion (c) of section 13 of thia
= pog year Alter the discovery that such
tod within three years after snel viglation, "

2ot 4 of the bill strike out *‘prisuaiit
eiton {¢)" nnd insert in licw thereof
braetion (=),
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STATEMENT
'GDUCTORY

<urities Exchiange Act ol 1034, ns
=0, section 134, immediately aftsr
=ading subsection fe) of zpction 14,
+2 32, end scbzection {a) of scction
Zon 154 would set up a systemn for
sthe-counter markets, through the
= ¢of investment baokers. Jfealers,
= morkets, under apprapriate gov-
seed amendment of subsection (0 of
2o Aet would elarnily and strenzilien
- :he over-the—counier mnrkets cm-

¢} and would provide for certain
= desirable in the pullic interes:.
2 17 are supplementary to the new
twection (o) of section L3,

THE FROHBLEXM

mier markels—Under the Soeyurities
ce-tounter rmarketa arn deeimed e
5 whieh take place othorwize (han
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varicd, and they are of the utuost
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REGULATION OF OVELRTHECOUNTENR MANKETS - |

Currently, some §,766 firm2 of brokers and dealers are registerad
with the Commession vg ttonsacting businesa tn the aver-the-connter
markets. Vor purposes of comparisen, it miay he pointed out that
thera are only L3753 members of the New York Steck Exchonpa,
Over-the-counnter guetntions for ab least G0N scparate ssues of
secuHties are published in servieea to whiclh brokers abid dealers suli-
scribe, wherens anly wbout 6 000 sepirate ksues of stocks and honda
are adinitted to trading on wll the stock exclinnmes of the country,

Morcover, a great deal of trauding takes place over the tounter even
in securities which ace edmitied to tradine upon exchenges, Tlisis
particulatly trwe of high-grade bomds nnd preletred stocks; in foet,
many isstes of high-grade bonds and preferred stocks are not edmitted
to tracling npon any exehange, and fwave their only mwarket over the
counter. For example, an estimate tndicates that, as of the summer
of 1937, institancs campany securities with an epproximate morked
valus of ebout $343,000,000 were admitted to trading vpon exchanges,
wheread sore $1,205,000,000 of insurance company securities—roughly
four timea the previous lizure—were hotb admitted to trading upon
any exchonge, end tlus enjoyed their only market over the counter.
Moreover, the primary operztions of the great underwriting houses
tuke place over the counter. Thus, the over-the-counter merkets
not only provide the medium for an immense volume of trading in e

at vartety of securitics, but they also provide the principal channel

y which the savings of the Navon flow into new financiug, It ia
scarcely necessary to state tha importance of the process by which the
financial requirements of expanding industry are met through the
public sale of securities to investors. The proccss of distributing
such securities takes place on o nabional scale over the counter.

The over-thecounter markets in their doy-to-ay cperntion may
be envisnged as n nelwork of telephone and telegrapl wires connecting
deolers in all parts of the country.  (ne might almost deseribe tha
interstate iclephone ns & trade symbol for this hizhly tmportant
businezsa. The mails, of course, are used extensively and continuously,
Thus, the over-the-connter markets nre nationel in a dual sense:
Firat, beenusc of their Inmense unportance Lo the netional cconomy;
second, hecavse the actual operations of these mnrkels are inter-
connected on o national seale. '

2. Imporiance of regniading the over-the-counler markels in relation
fa the requintion of exchanses, —The importance of the aver-the-counter
markets i and of themselves would sullice to justify o reazonable
syatem of rezulation.  Elfective regulation of these markets is, more-
over, imperalive to prevent the evasion of the systom of regnlation of
exchanere traudine embodied in (the Seeuntics Exchanege Act of 1933,
This wns recognized by the Coungress in the original enactment of
that act. Thus, tie report of the Senate Committes on Banling and
Currency (3. Rept. No. 792, 73d Cong., 2d sess.} accompanying tha
bill whirh became the Securitics Exchange Act of 1934 included the
following stnrements:

It hag been cdeemied ndvisalde to authorize thg Commission tn subject gueh
activitica [i. c.. teseline i the over-the-comnler marketa| ta resnlalion sooilar ta
that preseribwed for transactions on orgoodzed exehanges, This power iz vitally
REcsn iy (o Foereatall th wilesprend cvosion of stoskh-ceehange reealation by the
withdrawnl of rccurttios Fraim listipnr g nxchangey, and by lrnnsiu;rrinq trading

thercin tn Yover-the-eoamter™ markets where inaanpnlotive evila could footinue
to Mowsh, wncheeked by any Fegulatory suthonty 4 5).
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Similierty, the report of e Hewse Committee an Intemtate wed

Foretgn Commeren (3, Rept, Noo 0383, 73d Cong., 2 sess) accom-

panying tho House hill for the regnlution of exclinpres quotes with

Epmml the followinge stabement [rom fbe report of the Twentieth
atury Fund on Stock Market Control:

Ta leavg the oveesthe-ceninter inarkeis ond of a regolatory avstem world e by
destroy the cifacts of regulating the orgsnized exchonees fp. [G).

Theso staterments remnin na less true today.

3. Abuses tn the ower-the-counter markels.—A single phase of the
administrative experience of the Securities and Exchange Commission
suifiees by lustrete the extent of the problem of policing the sub-
marginal elemont among over-the-counter brokers and deaiers.  In
1337, the Commission mada investizationz in three nireas outside the
largest finaneinl centers—in Cleveland, Detreoit, and the Pacific Narth-
wesk, A lew attorneya and nceonntanta were sent to these areas to
inquira into certain eomplaints wiel to make a briel survey. In the
space of o few months 13 indlividunls were criminglly 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 oetional securities exchnnges, all for elementarr violetinns
of the law. These resulta produced by so limited v staff within three
reatricted areas in so shord a time spenk for themselves. We are
gadvizsed thot the Commission bas every reoson to believe that the
preblem revealed thereby exists in other regions rs wel.

4. MNature of the prablem af regulation —The problem of regulation of
the over-thecounter merkets f?n.q three ospocts: First, to protect tha
investor and the horest dealer alike from dishonest ond unfair prac-
tices by the aubmarcinal element in the industry; second, to cope

" with thoze methods of doing business which, while technically cutsido
the gren of defiaite egnlity, are navertheless unfair both to rustomer
and to decent competitor, and agre sernopsly damazing to the mecha-
nism of the free and open marked; amd. third, to aford to the investor
an economic serviee the cfficiency of whick will be commensurnto
with iis cconemic impertanee, 50 thai the machinery of the Nation's
markets will opernle Lo avoll the misdirection of the Nation’s savings,
which contributea powerfully toward economic lepressionz snd breeds
distrust of our fuancial processes. .

The committee belisves -that thoere are bwo alternative prosrams
by which this problem could be met.  The first would invelve o pro-
pouniced expansion of the oreanization of the Securtties nnd Exchange
Conunission; the multiplication of branch offiees: a Inree incoease in
the expenditure of public lunds; an increase in the prablem of nvoiding
the evils of burcwuceney; and o minute, detndled, and rigil regulabun
of bisingss conduct by law. It muight very well nican expanding the
presend peocess of recistention af bealers and dealers with the Cow-

mission to inchide e proseription not only of the dishonest, hoat alse

of thoze wnwilling or manble to canform ta rigid standardz of Goaneiel
responsibility, profossionnl eonehieet, amd teehnieal prodivieies, T
secorud of these altecnntive progetms, which the committee belieses
distinedly preferalite to the lirst, is cinbaciond [n 53233, Flis-progesn
is Based wpon conperative corulation, in which the task will be lareely
perfarmed by representnfive arganizations of fovestiient bankers,
deaters, nnd brokers, with the Gavernment asereizing approprinde
supcrvision in the public. iotereal, and exercising seppleoentary
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Hoyse Comnmittes on Interstnte and
w0, 1383, 73 Canp.. &) sess.) necom-
2t oregulation of exclhinmes quotes witly
=at from fhe report of the Twentieth
3 Control:

c=ietn ant of a regnlatory pystem would be to
s wgantzod exchares {p. 16).

38 brue todny,
awster markets, —A sinzle phnse of the
o Specunities andd Bxchange Commission
<7 of the problem of policing the sub-
=he-eounter hrokers and dealers. In
srestigntlons in three nrens outside the
sweland, Detroit, and the Pacifie North-
wrountants were sent to these arens to
= and to mnke n boief survey. In the
Hduels weare eriminnlly convicted, 16
~ent, 17 corporalions und 41 mora indi-
Z-ms wera_expelled or obliged to with-
exchanges, nll for elementery violotions
c2eed by so lisnited o staff within three
t dme speak for themselves. We are
haa cvery reasom to believe that the
= in ather regions ng well,
dation.—The problem of regulation of
tas three azpects: First, to protect the
ralike from clizhonest end unfair prac-
wentb in the industry; second, to cope
~stness which, while techinienlly outsida
= pevertheless unfair both to costomer
L are seriously damazing to the mecha-
izirand, thard, to afferd to the investor
ismey of which will be commensirate
z3 that the mochinery of the Nation's
Ze misdirection of the Nation's savings,
c7ard economic depressions ond brecds
.2 there are two ailernative prosrams
< aeb.  The first wonld mvolve & pro-
Zzatign of the Securities and Exchanye
= of branch oflices; & lnrge inctense in
;20 inerensa in the problem of nvoidine
s minute, detailed, and rizid resulution
T mighd very well mean expowhing the
of brokers nrul dealers with (he Can-
= not only of the dishonest. hut abse
soaform to ripgid stondardz of Runneial
et aned technienl jwaticieney. Plw
sematnd, which the committee belivves
semboeliod in 53235 A This-progriom
Jazion, in which the task will be lureely
comnizations of mvestient boadaers,
¢ Governiment exerelsings o ppeapesile
wmest, oml exereising supplemeatary
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BEGULATION OF VER-THE-COUXTER MALRKETS 5

powers of direct regulation. >+ In the concept of o really well orranized
ond well-conducted stock” exchange, under the supervision provided
by the Secruitics Kxchange Act of 193, une may perccive something
of the posstbilivies of such o program.

£. LEGISLATI¥E HDACKOROUND

In the Securitics Exchanpe Act of 1934, as originolly enocted. the
over-the-counter markels were dealt with, in briel ontling, in 2 sinzle
section.  The brevity and gencralicy of this treatment arese from a
realistie reeosnition of the great chilfeultics of working out in 2oy
detail m suituhle plun of reguiation at that time, in view of the fuct
that 3o little wns then known concerning these markets. But, thongh
the Congress «id not at thot time have before it & sufficient record of
dota or experience to enehle 16 to determine upon o detailed plan of
regulation, it cleatly set fortly the objectives of and the standards for
such regulntion.  Section 135, in its original form, cxpressly contem-
plated the adaption by the Securities sl Exchange Commizzion of
rules and regulntions concerning the over-the-counter markets ‘"neces-
aary or appropriate in the public interest * * " o insure to
investors protection comparable to thot provided by and underauthor-
ity of this title in the ¢ase of nntional securities exchanges™. To that
end, the Commission was authorized to ndept rules and tezudations
providing “far the rezulation of all transactions by brokers and
deslers on any such market. for the registration with the Conumnizsion
ol dealers ondfor brokerz tmaking or crenting such n market. and for
the registrotion of the securttics for which they make or create a
rarket.”

After a year and a helf of sdministrative experience under the orig-
inal seciion 15, that section was, in May 1936, nmended to embody
the results of that experience. I consequence, section 13 in ita
prescnt ferm is far more speeific than in its original form.  Since that
amendment, nnether vear sid a holf of administralive experieice has
been accumulnted.  This experience hos both detnonstrated the ned
and aicl the foundation for & further step, which is tulken in the bidl
now under considerstion. In the judgment of the commirtee this
Lill, like the amendinent of section 15 enacted i Mar 1930, Jdee: pot
enlarme the oljcetives or the outline of regulatery funetions initially
set forth in the onrinal section 15, On the contracoy, iE represencs the
esseniial precess of filling in and implementing the orizinal outline in
order 10 ke possible Lhe renlization of the original objectives,

. GROWTH OF THE IDEA OF COOFPERATIVE REGULATION

The plen of cooperative regulation emsbalied in 3. 3235 rests upon
3 vears of prudaal ank ardetly growth.  Almost from its inception,
tha Commissinn condueted extended oonferences with vepresentatives
af various pssociations of iwvestiuent habkers, derlecs, anl brokers
from all parts of the country. About % years ngo o conference voun-
mittee wes opedl, reprosentative of e indusiey, to obibain the views
of Investiment bankers, dealers, anl hrokens ns Lo the desirabilicy of
}mr!’cnlin;_' A permancit selivme of arranization for the porposes hipra-
mabove discuzsel. Axoa result of the activities of the conference
committee, there came into existence e 1936 an oroanization Known
09 the luvestiwent Bankers Conference, Toe.  This organization has
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enrolled and maintained a membershin, the committee ia infmel, of
some 1,700 firma situated in adl parts of the United States.  There are
likewise in existenco #n tire conntry a number of other ssociutions o
brakers ‘and doalers which have Tor same time oxercised a darres of
superyisien over the conduct of their members,

The committee helieves that these yewrs of expetiment in organizn-
tion enterny members of Hie iondustye and in the development of their
rctotions with the Cormnission provide a sound and practical basis
for the program embodicd i 5. 3255,

Il
Axanvsia oF THE BitL 5T SecTioNs
A BECTION 1

Sectien 1 would amond the Sccuritics Exchange Act of 1834, ns
ameanded, by inserting altor section 15 thereof & new section, ssction
154.

1. Subsection (&) of sectinn I8A.—This subsection provides that
pasoctations of brokors or deslers may register with the Commission
&8 nationol securitics associniions puersuani to subsection b), or as
sffilinted sccurities associntions pursuant to subseclion (i), under
Btated termis and conditions, apon the filing of certain specified data.
This sulection 1s similar to subsection (o) of section 0 of the Securitics
Exchange Act of 1934, as amended, whiclh provides lor the 1egistration
of netional securitios exclunges, except that assogiations which da not
registor are not denied the wse of the mails or instrmimentalities of
interstate commerca.  Thus, the formntzon of azseciations and appli-
eation for registrution by them are matters of voluntery choice. It
should be noted that memhbership by n hroker or dealer in such a
registerad secunities mssoriation does not superseds the oblization of
individunal brokers or deslers to repister undor section 15 of the
Exchonze Act. . o

2. Sudsection 5] of section 15.1.—This subsection sets forth require-
ments which an nsseciation of brokers or deplers musk satisft to qunlily
for the registration ns a nationol secunties ossociation.  The require-
ments tre enuntersted in 10 paragraphs, o discussion of which follows:

fa) Poragrepk {1} of subseetion {b): This paragrapb limits eligi-
bility for registration n3 & national securitiea pssociation to such nsso-
cintions as are 2 proper subject af notional coneern, It is eontern-
plated that psseciations, to qualify omler this paregraph, should
either be retually Netion-wide 1n scope or should represect a substap-
tinl and ceonoanically eolissive recion.  Without suegeating that auch
regiona shaould necessartly be identical witlh the districts under the
Federal Keserve System, sucl: districts inay perhaps be cited as an
iMustration of the fype of temion which wounll be appropriate,

() Perastaph {2) of subsection {b): This parazeoph ot elicibility
for remizrndion ns o nationul seeutities sssoeintion te associations ofe
whish thia meperal pattern of oreaotzaticn moud genersl character ar
sucl as Lo satisty the Comimizssion that they will be alile sifectually to
discharge their function of cacrying out the purposes of the new
seetion 154 within the famewark of the xchanse Act.

fe) Parnzraph (3} of anbisestion (B): The broad purpese of this
paragraph iz to make sure that wll brokers ancl deaders who conduct
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23l securities dzsocintlon, 1";10 require-
wezeaphs, o discussion of whick folows-
swn (b): This paragraph limits elimi-
“2ual securities associotion to strehi gs5o-
wi of national concern. It is contem.
< zalify under this parneraph, should
-2 scope or should represent 4 subsign-
‘ron.  WWithont supgesting that such
sienbical with the districts snder the
- MISERCES may porliaps be cited ns an
"2 which would be npproprinte,

=23 (B3 This paragrapd linirs clizihifity
wambies assoelntion 1o asseciations ofe

rameation ikl sensrsl sharicier ar

2 ihak they will be nbte allcetanlly o

wng out the purposes of Hie new

waoof the Bxelinngee et

o thy: The broad parpose of this

sl brokers and dealers who eonelie
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an honest aod responsibio business shwll be elizible {or membershi

in some associulion.  Usetiedlat associnlions may, however, by Uheir
rules reskrict membership therein on sueh speeilied meograplical baais,
such specilicel husis reluting o the tvpe of Business done by their
members, or on swchy other specilivd aud appropriete bosis us sppears
o thie Counniasion to be necesanry or npproptiabe in the peblic tnieresk
of for the protection ol investors atud to carry out the purposes of the
new section 134, Thus, un association, membership in which ja

. limited to brokers and denters from sonwe desisnated geographical

region, or to brokers swul dealors transacting business exciuzively in
a particular clnss of securities, may be elizibls for registeaton. Any
grogrophical restricilons upon membership, however, must be broad
enough to satisiy the requivements of parazraph (1),

{(f} Paragraph (4} of subscetion (h): The broad purposs of this
paragraph 1s to exclede from membership in uny registered securities
nssocintion any broker or dealer who has disqualified himzelf by ima
proper conduct. Thus, a broker or dealer may not be admitted to
or continued in membership n & registered sccuritics azsociation
{excent with the npprowval or at the direction of the Commisision in
cases in which the Commission finda it appropricte in the public
interast 50 to approve or direct) if he bas been ond is expelled o
suapended from onother registered secunties mssociation for & serious.
infiaction of its tules; or if ho hue beea and i3 expelled ar su=uv.nded
from & netional securities exchange lor 4 serpus infroction of its iles;
ar il an grder of the Commission is in sffeet denying or revoking his
registration pursuont to section 15 of the Exchanre Act; or f an
arder of the Ulommission 15 in effect expelling or suspending him
from membership in a registered secnrivies aasociation or o natipnal
sectrittes exchange; or, Hnally, if hiz conduct while emplored by,
acting for, or directly or indireetly controtling or controlled by & brakee
or denler, was a couse which contributed to any suspension, expulsion,
nr order of the chinracter deseribed above which is in efiect with respect
to such broker or denler. “To prevent the evasion of these requirs-
ments, this paragrnph elso provides that o broker or dealer shafl he
inelizible for membership in a registered securities associntion U aoy
person who is currenclys & partner, officer, director, or bronch mansger
of such broker or denler (or whe currently gcoupies o sunilar status
er performs similar functions) or who currently controls or is contrelled
by sueh broker or dealer, 13 subject to any suspension, expulsion, or
ordar of the kind described nbove, or was o cause of pny such suspen-
sign, axmlzion, or arder which 13 currently in effect.

fel Paragraph (5) of snbseetion (b): This parazraph is designed to
assure ta each wendher of a reristered securities assotinlion roasonable
representation in all phases of its aperations,

) Parageand (6] of sulzectinn {bY: This prragrapl has o dual pur-
pose: First, fo provide tlat the total of dies assossed avaingt the nem-
bers of nnoasencintion sholl not exerod on amount neceszary o Jefray
reasanilsfe expenses of mlpinisteation; secmul, to provide that such
ces shall e fairle alloented wione the members of the assoection.

(93 Puragexph (7Y of subaeetion (B3 This pacazraph ouilines the
functions fur the accomplisivnent of which redristersl securiticd assg-
cinbions are oxpevted to accept eesponsibility. To be elivible for
veatzbrationy, the mules of an nssocialion mest he designed 1o prevent
franduleat amd menrigulative aoels and praetices, Lo provide sufeguards




S

——— — e | ———TES T TR e e L

—_r —

R TE——— e A e et = sedhed Ak = & mas e e R el B 0 E LY e ——— =

8 REGULATION OF OVERTHE-COUNTER MARKETS

ageinst unressenohle profits or unrensamable rates of commissions or
other charges, to promaote just and equitable principles of trude, and,
in generad, to protect investors mnd (he public tnlerst, and o remove
impediments te nd perfeet the mechanizm of a Mo ) open mirket.
As safegunrds against abuse, and o make clear that nectivities of
assoeintions under this preragraH are to e congiztent with the opera-
tion of free nnd open markets, this pueagraph provides that the rmles
of an association may nst be despgnel ta penmit unfoie diserimioation
between customers, or issirers, or broliers or dealers, nor to fix minimum
profits, nor to impose any schedule of prices, nor W fix minimum rates
or impose any schedule of commissions, nllawnnees, discounts, or other
sharges. Thus, to provide safepunrds ngoinat unreasoneble profits,
it is contemplated Hint eszocintions moy ndopt rules desioned o pre-
vent each member Liercof from exacting in any particular transaction
a prafit which reasonable men would wzree wis uneanscionahle in the
light of 2l of the rorercte facts and circumstinees of that tranzactizn;
but an assoctation, whether in a bona fide nttempt to prevent or under
tha pretext of prewntmfr uvnreazonable profits, may nob impoze any
schedule of prices or commissions.

Y] Paragraph (8} of subsection (b): This paragraph lirtitz eligi-
bility for registration to assoeintions, the rules of whiell provide that
members shull Le appropriately dl‘:ﬂ'l{.‘r]lnﬁl for viclations of its r:les,
Disciplining may he in the form of expulsion, suspenzion, line, censure,
or apy other fitting penalty. The lerm of diseipling in any cose must
be appropriste to the particular violation,

{#) Porngraph (9) of subscetion (h): This paragreph outlines ths
essentinl clerrents of a {air and orderly proeedure Lo which assoein-
tions must adhere in proccedings to discipline members or to deny
membership to applicants. Tt is contemplated that the exact prore-
dure will ba defined by the rules of the nssociation, within the frame-
work sel forth in this parngraph.

{7} Paragrapl {10} of subsection {b}: Tlus pnrn%raph provides
simply t!mt. the requircmnents of suhzection (e}, ta Ihe extent thai
these mny be apnlicalile, must be satisited,

3. Subsection (¢} of section 15 —Under this subsection, an associs-
tion registerad as s putipgnnl seeurilics associntion purswant to sab-
section {l:j wny be required or permitted to provide for the atlinis-
sion of an associntion remistered as an williated securitics associntion
pursiant Lo subzection {d) to participution in such national securitics
assecintion as wn alilliate, upon ecrtiin tenns nik conditions,  The
pwpose of this paragrapl is to ernbic soundly siginized nssociaticns
of Drokews and dealers which aue loesl in character, aml henee not
eligible for remistration s pational sccurities nssoenlions PursIEang (o
arhsection (b, to ooetain their dentity as registered azseelations, if|
by affiliation with a natienal securilics assesiption. they bring thew-
selves within a spliere whieh is n proper sibject ol natlerd concern
and wake pessiblo coordinated administrion,

4. Swdeection (ofy of xopting 15,1 —This ‘sllix‘-{‘f‘l-lﬂh sels forth requires
ments which st e satisfied by o local associution which is seeking
registration ns an alladed seewrities aseociation.  Inoreneml, these
requirements are pacatlel to thoxe set forth in subseclion (I but
there are in addition cectuin regquirenients whiels are applicable only
to this kind of nssocialion,
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or anreasonithle ratea of commissinne or
4 and copituble principles of trule, and,
¢ sad the public interest, A to remave
w mechamisnt of a free and open marlet,
. aad o ke clear that aetivities of
213 are Lo be consistent with the opera-
i3 prragraph provides that the roles
deigned to permit unfaic diserimination
orarokers of derlers, nov ko fiv pinimum
x-le of prices, nor to fix minimem rtes
z:ions, Allownnees, discannts, ar ather
a'saruapds ngninst unreasonahle profits,
wzinna may adopt rules desizned to pre-
o agacting in any partienlar transaction
wwmld aoren was upeonselonnble in the

: 2ad efrcwinstances of that troaznction;
& ona fide nttempt to prevent ot under
=<onsble profits, may ngt impose ony

=on (b): This prragraph limits elied-
&dong, tho rules of which provide thot
¢ diseiplined for riglations of its ruies.
12 fexpulsion, suspenszion, fine, censure,
T form of discipline in any case must
wilation,

t:2 {b): This paragraph outlines tha
i -:-nIerIl'f procedure to which associn-
=2 o diseipling membma or to deny
= rgntemplated that the exact proce-
2 of the associetion, wishin the frames

Lt

lr.

‘ton (b} Thiz perngraph provides
¢ subscetion (), to tho extent thnat
e sutisfied.

L—Under tliis subseciion, an nssocia-
ezmilies associotion pussuniad to sub-
rermitted to provide for the admis-
i an nlilhted securities aszocintion
scipation in such potionad secicitios
cortuing Lepives ol eomdilions.  The
sable soutidly ermunizcd azanviaticns
» loeal in charneter, and henee uot
2 apeurilies n=s0cialions pul=nant to
Lantity ns rewistered wesociacions, if,
wmies assnciylinn, they braves them-
i vroper stehject of parww! concern
Todnastrn tion.

—This autiseetivn sets forth reognire-
“a Joral associctton wlaeh 15 ceekione
ies vsaciation.  In general, thess
2 ek Torth b sobsertion (W it
arements whiclh aee applicabile only

-
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5. Subsertion (¢} of seclivn [34d.~-This subsection relutes te tha
mechnnics of granting ar denying rezistruticu of asseciatlons pusuant
1o subsechion {b] and subsection (i), ) )

6. Subsection (f) of seclion 154, — U mier tns subsection, amended as
profosed, & vegistercd sccurilies azsociation may. ypon such reasonable
touece as the Commission may prescribe us necessary in the public
interest or for the pretection of investors, witlulraw from repistration
by liting a written notice of withdrawal in Jdue feem.

7. Subsection () of section 154, —This subsection provides that any
disciplinary nection tuken by a registercd securities associntion arainat
any member, nnd any wctien taken by such nsseclatien denying
udmission to an applicant for membership, shalt be subject 1o review
by the Commission.  Application to the Commission for review, or tha
institution of review by the Commission on its own meien. auto-
maticnlly stays the action of the nasocintion pending review by the
Commission pursuani to subsection {h), )

8. Swubsechion () of section 15.1,—'This subsection sets lorth tha
essential elements of tie procedure to be followed by the Commission

im raviewing any disciplinary acticn or any netion denying membership

which has been teken by u remstered securities s-roembion.

3. Subsechon (1) of section 13 —Bromily stoted, under this sub-
section, 2 registered securities association may by its rules provide
that no member theresd shall do business with any broker or dealer
whe is aot a member of any registerad securities fssocintion. #xcept
at the same prices, for the snme comnissions or fees, and on the sama
terms snd conditions as are accorded to the general public by such
member. Thus, it is contemplnted that exclusion from membership
in & Tegistered securities associntion will be attended and iroplemented
by economic sanctions. In this respect, cxciusion from such an
aszocition would be comparable in effect to expulsion frem a pational
securities exchange. It s thess economic snnctions which would
make possible ellective discipline willin the assoetation.

It should be noted that nothing in this paragreph purperts to aw-
thorize an ossociation by its rules to prescribe any aniform differencea
between prices charged or'diseonnts allowed to brokers and dealers,
on the one hand. and members of the pubiic, on the other hand. te
which mcembers of the association must adhere,  Any such rule would
The individual
member is loft free to determine his own hasiness policy. bat. Insofar
as he dilferentiates in piices, discounts, and otlier charges or allow-
ances between brokers nnd deplers anel members of the public. the
rules of the association may require htm ko classtiy “‘oonmember
brokers or cenless™ withh mermbers of the publie.

10, Subsecltion (3) of section 154 —This subsection requires resis-
tered sccurities associntions ta file with the Compission in neeordanca
with such riles and repulations ps the Corvmission aany prescribe
any tlormpiion or docements necessury Lo kecp current or to supple-
ment tha origing recistration statement amd decnments Lled riere-
with, a3 well as ropies of uny changes in or wlditions to the Ades of
the a=seciation, o clintve in or milditios Lo the moles of s recistered
securties nssocintion sholl tnke clfeer antil the thictietlh dax after
Blinge or wetil sately ogrlior dale s the Conmissjon may adeteritine;
aml the Cummission is epowered wod directed by ender to prevent
such chabge or adiition frean tuking effect, enless such ¢hnnge or

H. Mepl. VHE . 23—
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addition appenrs to the Commission to be ronsistent with the require-
menta of sulmection (b)Y mird anbsection (i),

11, Subsecknn (k) of sectina 150 —LUnder this subsection, the Com-
mission ioanthorized b onler to abrogente wny rule of a4 registered
securitica assorciation, after appropringg notice and apportinity for
henring, if this uppears to the Commission to hn necessary or appro-
priate to pssurc fpir depling by the members of the stzaciation, to
assure u fnir representation of its membars in the wdministration of
ita alfairs, or otherwisa to protect investors or effactuate the purposes

' of this title. The Commission may, neteover, hv order alter or
sul;]ﬂmﬂent. the rules of nn association with respect to foar en[zlnerﬂ.ted
subjeets, each of which relutes to the orgunization ansd nneration of the
agsocintion se such, and not to the huesiness combuet of rhe tndividual
members: but the Commission may thus alter or supplement the
rules of an asspciation only if it has first in writing requeated the
association to sdopt the specified slteration or supplement, and only
after appropriute notice and oppoctunity for hearing, .

12, Subgection {{} af seetion 54 —Under thiz subsection the Com-
mizsion is anthomzed in appeaprinte enses, upon specified tarms and
gonditions, and after appropoate notice and opportunity for hearing,
by order to suspemd or revoke the regisiration of a remistered securities
assgeintion, to suspend or expel membors from & reristerad seenrities }
association, or to remove ang olfcer or director of 2 recistered =e-
cutitics asspointion. These supervisory powers ate desizned to pre-
: vent abuse, rnd La ennble the Commission effectvally to discharge its
: role in this schems of eooperalive rezulation,

13. Subsection (m) of section 15.4.—This sebsection provides that
section 134 shall ot be construed to apply with respect to teans-
actions by hrokers or denlers in exempted seourities.  “Exempted
socurities™ are defined by section 3 (o) (12) of the Exchange Aet to
include vatious forms of Government, Siate, municipai, and cother
public securitics.

t4. Subsection (n) of section 15A.—This subsection provides that
i ony provision of section 15A shouid be in contlick with bny pro-
vision of any law of the Linited Stakes in force on the date when the
bilt under eonsideration talkes effect, the prowision of seerion 15A
shall preveil. :

-

. BECTION 2 '

SBartion 2, smacnded s proposed by the commitl ee. amends subsee-
tion fg) of section '3 of the Securnities FExclange et of 1934, as
amended.  In cifect. two new prkagraphs are adiled to the present
subsection {c}; the presont suhsection fc) becomes paragraph (1) of
the proposed new subsection (), aml tho twe new purmgraphs are
numbrred {2) and (3), respectively. Subzection (¢ relates to the
g - dircet powers of the Commission to adapt miles genernily applicable
1o over- he-cotnter beakers and deolers, )

As has been explained], prragyaphy {17 of the praposed new cubaegtion
fe) is Wentical wirtly the present subzectinn (ed, wnloe which the Comn-
wission Das mlopied eoles and recolations which hove withatogd the
test of experience dud huwe met with the nppeaval of roprezentitive
groups of brakers amd denfers subjert thereto, It is contemploted
that rules of similie clueacter aned milidiional appropriate rates will be
nfopted uncer parazeaph (1) of the: proposed new sobsection (¢).
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ti:=ion to be consistent with the require-
“rweetion (d).

i —Ungler thiz 2aubsection, the Com-
& o shrogate any rule ol & retistored
izaropriiate notice wned opportinty lor
¢ Commission to be necessary or nppro-
t7 the members of the associstion, to
2 irs members in the administration of
Tert investors or effectiinte the prposes
izo may, moreover, by order alter or
sctation with respect to lour cnopnernted
2w the arganization and oneration of the
7 the business conduet of the individual
za may thua alter ar supplement the
T it has firet in writing requested the
Zed wlteration or supplement, and only
¥;30rtunity for hearing.

S3Ad —LUnder thiz subsection the Com-
roriate coses, apon specified terms ald
are notics anl oppartunity for hearing,
e registrotion of n registered securitirg
an membera from e rezistered secucitivs
T officer or diteetor of a registered se-
~gervispry powers nre designed to pre-
~Cammissien effectually to dischargs its
dre regulation.

154, —This snbsection pravides that
strued to apply with respect to trans-
: g exempted securities,  “Exempted
won 3 {(a) {12) of the Exchange Aot to
wrnment, Sinte, municipal, and pther

- f3A.--This zuhsection provides that
£A shonld be in conflict with any pro-
&3 States in foree on the date when the
= effect, the provision of section 15

L BECTION 2

veed by the committes, smends snbsce-
: #peurities Fxchange Aet of 1934, as
= paraeraphs are awlded to the present
JLeeetion (o) hecomes paragraph (1) of
ci, aned the two new paragrophs are
viavely.  SJubweetion {03 relates to rhe
s to milept roles penerally aplieable
=1 dealers,
manh (1) of the proposed new subsection
-7 subsectiess (e, under which the Com-
D peetintions wlhich lave withstonl the
cat wilh the spprovil of representative
= ahject thereto, 1t s cartenrplated
sind aeliitional apprapriate rules will be
+the proposed new sibaeetion (e}
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Puragraph (2} af the propnscd new subsection (el which does not
spply Lo tehnsnctfong in exempled securities. clarifies and broadens the
power of the Commission by rules wnd rezulations to preveut froudu-
lent, manipulntive, and deceptive acts and practices url hetitious
{[uﬂttluulis. ] . _ .

Parngruph (3) of the proposed new subscetion {c}, which likewiza
does not npply to transictions i exempted seeuriiics, cmpowers the
Commission by rule aad regnlution to take action agast certan
other abuzes and to promote onderly and elficient business prachices 1o
connection with specified subjects.

The need of these mbiitionn| powers has heen demonstrated by the
administrative experience nf the Commission. Thus, paragruphs
(27 and {3) represent & necessary ste forward towand realizing tha
orginal objectives nnd implementing the uriginal standards of regula-
tion set forth in section 13 of the Exclunge Act in its original form.

€. RECTION 1

Section 2, amended as proposed by the cominittee, amends subsec-
tion (b} of seetion 29 of the Exchange Act to provide that contracts

antersd inte in violation of aby rule or resulation under paragraph

(33 of the proposed new subscction (¢} shinll not be voidd by reazon of
subsection (b) of scerion 29, aud thar ne contract 15 to be devned
void by resson of this subsection in an action maintuined o rellance
upon the subsection involving a violatien of any rule or regulation
preseribed pursuant to paragraply (L) ox (2] of section 135 (e}, unicss
such netion is hrousht within | yeor after discovery that the sule or
purchase involves sueh violetion and within 3 seers aiter such
vinlnlion.
D. BECTION 4

The committee recommends that scction 4 be amended by striking
the words “pursuont to clause 3, 4, or 5 of subsection {c)” and sub-
stituting the words “pursutnt to parngraph {3) ol subzection 1}’
This change follows us & matter of course from the change in the pro-
pased new subscetion (e}, which has been discussed above: parograph
(33 of subsection (c), 85 amended 1n accordence with the recoinmend-
ation of the committee, corresporels in substance to clauses 3, 4 sl
5 of the proposed new subsection (o) embodied in scetion 2 of the bill
as passed by the Senate.

E. SECMON §

This scetion amends subseclion (a) af seetion 17 of the Exchange
Aet to subjeet vvery yoistored securil ies associstion o the sane tluties
in remtrd to the Tweping of records nnd the making of repons as,
under the tevms of that sulseetion, now devolye upoevery registerd
broler or dealer, every nulional sceuritics exchange, every meniber of
Ay nattionad seeuritics exclw e, mul every Troker o dealer s frans-
nets i basiness i seeurities throngl the mediom of auy sueh newmber.

CrANGES 1¥ DxtaTise Law

In cotplinnee with parngraph 2 of rale 11T of the Rules of the
louse of WRepresentatives, changes o the Seeprifes Lsshamze Act
of 1934 muwle by the bill are shown ws llows: Rxisting law prapuscd
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te be omitted is enclosed in black brackets, new matter 1s printed in
itakies, existing law in whiclh no clhunge is proposed is shown i reman,

Sec. 15, {8} No broker or deader (otlier than gae whoss busingss i exchisively
intrastowey ghall ke nsg of She netils oral aay mcahs of insteumentadity of irdee-
gtabe cormnneree Lo offect any transaetiong ing, orF to idues tie perchase ar gale of,
any secarity {ather than an excenpted ceourity or commcreial paper, imokers’
aceeplnneed, of conunereial billat otbeewiae thean on moatincoal eeeerities cxchanga,
unlesy such broker oF deader is qegisteped in 2ecordatr: with subpection () of this
eection,

{7 A hroker or dealer may be registeoed for Ahe purposes of this soetion by
Alire with the Counrmission an appliraticon fac rezstration, which vhall contain
auch informateon in stel dntail os 1o such braker or degier ol ans person diroctly
gr indirectly cootralling gr cortralled hy, or unedee sdirect or andirect coRdnoa
eontrol with, such broker or dealer, ns the Consmissicen may by roles and resula-
Lione reguire as riooessaty or appraprizte in the publie tnterest or far the protection
of investors,  Exceept as hercinafter peovided. soeh registration hall hecome ¢foe-
lire Lhirty davs after the receipt of such application by the Commi-gion ar witlin
suth eherter periad of time ag the Conunicsion may doternrire.

An application Jor registration al a broker of dealer to Be formed or ofganized
may be miade by a broker of dealer to which the hroker or denler to he formed
or orgonized /5 1o be the successor.  Such application shell conrein sach indor-
mation in auch dednil a3 fo the spplicant and as to Lthe sucgessur and any peorson
direclly or indirectly controlling ar controlled by, or under direet or indircckt
common cootrol with, the applicant or tho suecessor, a2z the Commiszion may
by rules ond regolations require L8 (ICCCSELFY OF ApPronrnite it the publie interest
or {gr the protection of investorR.  Exeept o9 hercinafter provided, siech regis-
tration shall becote effvctive thirty davs sfter the pegeipt of sich anplieation Dy
the Coinmission or within auel shorter period of tine s the Commission iy
determiine,  Swch cegistration shall tesminate on the forte-Afth day after the
eletive daie theroof, npless prigr thoreue the sugecssor shail, in accordance with
guch rulea and regulations aa the Connndssivn may preserihe, ddopt such applica-
tian as its own,

It eny amendinent to ooy opdication for registretion pursuant to thip sub-
aection (= fited prior to the cffective date thereof, Auch amendment shell be deermed
1o keve heen fled simmllonesuvaly with and ss part of sueh application; except
that the Cowmgraission may, i it appesrs neefssicy or approprrate in the publis
intereat or far the protectice of investors, defer the cffective tdate of ony such
regiatration 45 thns amended unkil the thirlieth day after the filing of such
emetdmont, . ,

The Comniiasion shall, after apprapriate notice and upfpurtuuitf for hearing,
by arder deny registention bo or rovoke the rogistration of any broker ar dealer
ir [+ finds that such denial gr revocation is in the puldic mterest and that {13
auoh broker or desler whether pror or subsoguent Lo econang such, ar (2] any
partner, officer, director, or branch mauager or suclh broker or dealer {or any
RCOSON groupring a 2imilar sttt or perfonming similar functions), ar any person
direotty ar indircelly contralling ar cantrnlled by such Breker or desier, whether
prior or gulsequent to beesming such, (A} has ocdliolly neele or cuused to be mede
in any application for reestration gorsiant fo thig sabsection or in any togumend
supplemcintal (herota or in.apy procesdisgg hefore the Comnusspon with reepect
to regisbralion pursnant to this subscetion any atalement which was at the tine
ang in the el of the diceumstances umder which it was auncle fake oF wisvading
with pespect o any materint fact: or (B haa heen convictnd within ten yonrs
preceding the Bling of any such ppplication or ot any timo thereafter of any felony
of mlsdvmcaner invelving the purelase or =abe of any secoundy o arising out of
the comduet al the brziness of 0 broker or chealer) o (O 34 prertaancnty or tonl-
porardy cojuined by order, judeinent, or recree of any conet of competent juris-
digtion Mrone cnenging v or cantinnring any conduct o preactiors i fomieelisie witi
the varchase or sale of iov seenunty; or (11 ks willfully vietatod soy provisien
of the Securitivs Act of 1933, as ameocder), or of thia tidle, ar of 2oy pule or pegn-
latien Lheronnder.  Peadjone Bread determination whoerher any sach registrobiog
shall Lo denivd. Hhe Cemmssign mny by anler pastpaiee the offeclive date of such
reEeshrndeon, for s persod gt bo exercd bfveen dava, boek iF, alier appropeiate notice
ancl upportnaity for ueating ib vhabl appear to Lhe Commissign Do by peeessney
or npproprinte u ke pulidie snterest of foe the protecticn of investors W paesCisgng
he eileetive date of sovh negisteation wend] sl determinadion, the Camnmssian
ghall e wrdes,  Poeoding Honl deternination whetler aay sioeb regis ratin shall
be rovaked, 1he Conesstors ehall by erder suspend gieh rogisiration §if, after

[y
s
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1 tlack brackels, new matter is printed in
1za change i3 proposad is shown 1o roman,

sax ‘alher 1linie ane whose boaioess i exelusively
kot oF gl any mcans ar st eiinentalicy of rmider-
ki ns, OF (o dpddtaee the prechaso or gake of,
e=sted gecority or comnereial ogar, baokers'
et oerwise than on o eatioaal seeuridica gyl uge,
semered in decoriddanre with sulsectian (1) ol Lhig

o regiabered Tor Ploe porpaesed of Phis seetpan by
dation far pegistrafion, whickh =halk contnin
aueh braker or dlealer and any personalircet |y
ried By, or uwnder direet of midirect eoninion
i 3% the Coinmizgicn aay B rjes sud powiria-
create inthe puldic interest or for the protection
= atovided, guch registration shalt broome efog-
of el appliention b the Coramivsion or witliin
f Commission may dolerntdne,
wt & hroker or dealer b0 D formoed or orgonizod
v to which the broker or dealer to be formed
<¢. Buch application shalt conrain sach tifor-
sucant and 0z to Vhe sucvedsor and aby person
e controlicd by, or under dipect wr indirect
act or the successor, a3 the Commission may
: IefeAsAry or Appropridle inothe publie inlerest
. Exeept na horeinefter providod, sueh reges-
¥ dawe alter the receipt of such application hy
Zerter peripd of time as the Cominessign may
o terminate an the fortv-fifth dav alfter the
wereto Lhe siwecesaor sholl, in aecordance with
wmmisaken may prescribe, adopt such applicas

Beation for registration pursuant to Lhis suab-
Zate thereol, soch smendrrent shalt be decmod
+th end as part of euch ppplicetion; cxcopd
TUrArm DefesERTY Or Apprapriate in the public
craztors, defer the effective dote of any sach
Z the thirtieth daw after the fiting of sueh

oapriale nolice and opporthnity [or healing,
i:ie the registeation of any braker ar depler
wulion ia in the public interest and that ()
T of submdtpuent to becaming such, or (2] any
L manager o such broker or dealer {or any
r cerforming similar funcliona), oF any person
ozclrolled %}' such broker or dealer, whether
LAY hee willlully made or eaused 10 Le inarle
=riant Lo this subeection of in any docwnent
seeiing before the Coinmisston with respect
wtiun muy stalement which was atb the tioe
s 2zder whieh il was made false ar nusbrading
o (B hea Leen convicterd within e vears
slian or ot any titne theraafter of aey (elony
e tir male of any seenrity or arsing pok of
i or dealer; or V) 15 perinancatly or tem-
T o degrec of nny emiet of compebent jHrs-
£ any concduct nr practioe i conaection witd
e (D has willfuily viglated any provision
=ied, or of oA Lille, or of aov rile or megd-
sarmingtiore whelher ooy sneh regisieation

= ardor pastpone Ehe etTective sbate af such
*iireendnys, Lt il after appropriate nobuee
sopear to the Commpuis=sgon Lo e peroesare
Ftle protecting of fvestaes 19 posEimmmne
il fined Actormiiiestiog, e Connnisdaion
twnn whelher any sneh oegistenion shall
T ootder Buspend sach registrataen of, afler
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appraprige nnotice anel opporbunily [sr hl."'.:'l.l‘.'l"'!,_ :iuc'h Rll:t|1-r!1_|'|il'lr| shall apmcar to
P Conupusmien to b noeeadatv ar apprepiciabe in e pobdic iterest ar for the
peutection of inveslos.  Any regitberml broker or tlt'ﬂh':_' MY, W 'i_lh'_'h tnrma
and eonglitions ns the Conmission mway deom noecasary i the poblie Diese-t e
fat the peotection «f investera, withrlraw fram reciebration by filing a writken
notiee of withddrnwal aah L Comomssion, Wty Curmimissire firds that any
registeeed Lroker or dealir, gr any heoker or deator for whoa an spplication far
repislfabion is poadlite, ia no domger inoesiatonee or as eenaed 1o oche bosiness as 8
broker of tlealer, the Corrmismgn s1inll e grder eameck L regintration or ETplica-
tian af such broker or teaker, ]

[ie) Nu boaker or dealer shall nake ase of the madiy or of any REANs of Instoi-
wentatity of interstate camneree to clfect any teansaetion in, or o indige the
purchnsec o ande of, any seguriby fother than mulru:_r(‘lu! paper, Ih-l:ll'lk{*r‘l arceit-
anecs, of commereinl Dills] otheewise HBian oo a natiomwal securities cochapee, by
means of any inampofative, docentive, or other fracditlont device oF contrivance.
The Cammizsien shall, for the purpases of this snbscetion, by rules and regola-
tiene flefine aieeh decices or cantrivances ae are manipulative, decegtive, ar other-
wise Jrauclnlent, ] )

fe) Na broker or droler Aol make wre of the mails or of any meene or vnrfru-
menteliiy af interalnte coramerce by efféct ank iranaeciion 13, or Iy indwee the purchase
or aale af, eny arenrdty lather than cdin wmereiml pirger, fankera’ mepeplescer, or Lom=
merctal BEa) elheracite then @a o nalirned renrities €ICJ_IﬂFrg‘E| in contrarentian af
aueh rreler and repufniions aa the Cammiztinn miay prevcribe 43 feceasqrl ar appro-
priale in the prbile inferest or for the prafection of trvesiors ({1 Ie prevend Frazdulent,
drceptive, or manimidative acts ar practices; () fo precent fietiltana qralalinns: (1)
to proyide pafequeards with reapeet fo the fnancial responmibility of brofers adf dealees;
t5] ta reguinte the manner, nethod, and place of soliciing buzingss: and 13} ta regnlale
the time and meihod of maling seitlemients, payments, o deliveriea Pr:rwrird:. Tant
rotdrng in cltias {31, (41, or 151 af thin aabaepiion shall be canatried lo appiy LA
rr.uprctq:u any fransaclion by d brokes or deader I AnYy eTe fre e secmFEly.

{dl Foeh regiriration statement herealter fled pursowat to the Securities Ask

of 1933, 18 anencled, shall gontain am undercakimg by the isarer of the fzsireol
seenrities o which Lhe remisteation statament eelotes tg filo with the Camemission,
in accordance with such tutes and reenlativns aa the Coinmissinn may prescrche a%
necgasary or appropriate (o the pablic inforost or for the protection of invesors,
sich suppiementary and peeivdic information, documwents, and reparts as tlay b
required privgiant to sectienr 13 of this title in respeet of a seeurity Listed andd reais-
lered on a national seearitics exehangg; biet sueh undertoking shall become orer-
stive nuby if 1he avgregate offering price of sueh issue of seonritics, ples the agcses
gate valie of all ether seonmitics of sach izauer of the some cfass fas liertrofrer
defined) putstancling, coppuied uper the basis of sueh offering preee. Mnonnls e
S2AOGO00 or mwee.  The dzwer shall fle sueh snpplamentary Ind jrErivdie
Bifnrmntion, docwnents, aod repocts pursunnt toosucle ncdertaking, execopr hat
the claty b Gte shall be antoieaticzly suspended 8 and so long a8 40 sach izae of
seeurities is listed and registered o0 A pational scedritics ooehanee, of (2 bBY
ronsnn af the |isting and ceoiiration of aoy other scenrity sibeht izmcr on A
nalintal srenribics exchanee, soch issier 3% required te Gle patsuant fo seciioo 13
af this Hile informadion, daciementa, ol reporls subatantially eepivalent 1 ach
az weuld be required if suel fene of seeucities were distedd and romstered on 4
national seeuritics vxeharae, or (33 the sperepate valoe of all ongzlaadin g secnce
ities of the cles o whiele snelt e belones = pedueed to bess than 51008000,
goumputted upon e Dasis of e olfoing price of the last isac of seonsitez o f sald
eliez offered Lo the puddie.  For the nrrpuscs of this subsection, the secin edass
cliaM he cunstouet! 1o suehele Al securilion of an isoer which are af soloantialiy
similar chacactor and the Tolthors of which enjoy sebetantialby sfilare rights akd
privileges. Nodhing du this anbeectpue shall apple D secithrtaes isaned by oa
Foreien poverament ar pinlitiesl sobelic s thoreal ar be any other zcennfy which
the £anntiesion may e pezles gl cegulations esempt as nob cotpreliended
il loiny @ bees prirpinses oF §lies =nbasclinn.
II JES!E:-I.'!-'J.II. ([.-ﬂ oy emseprettion of froderr op deeelorn may hre rr;_rr'-frrrri irith the
Casteeraziot af g Mittaneml seieiftes weciation pacgimnt In TP AN L L
q b titrheel Beereiticn ATaeialfor el bn safeoct e 10 aonder S dosa ereid predis
und feredasiafte e I|Jrf|.|'|||lr'l.r i thrsd aeclinm, l!ll:llr d_-l'r'lf.l'r-lg wilh fhare (!'Hrl TR | ﬂ_.rr_gr.'.sirrrr_mn
AR raet £ StrCh Jeras g8 FAC € venicaxian npdey l,l.lr.l'-"!crl'tn'r sa-ﬂn.gj’u.-r.& The dnformatign,
nd Aoy pitiied Byt facirmnends, fie-terin & e ifoedy

839 Horeh afrtla a4 to i pegenization, memberakip, wad rulea of procedure, and
snch nther dafur vetion aa e Qenenciadion may by reles and regelalions cequeere
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04 necersary or dppropriale in the public fnfereat or for ike profeciion of Tavertgra;
I
(2} Copisa of ¥ty conalitution, ¢harter, @r arficlea of Tncosporalion or arrecia- N
feom, with mfl amendmcnts theeetn, armed of 118 erisding bylua, and of any relen or ﬂ
wiafriments correaponding do the foregoing, wfindreer (he nome, eronaler in i
i fiile colfectivefy referred to ax e “rofes of the arscciation.™ J
Such regiairalion thatl not Be comairved a3 a waiver by awch asanctalion gr any mamber i
Hereaf of any constiiafional right or of any right I condest the calidity of any riele gr r
reguiation of the Camprryscon wder Hhin (ife. -
(4] Ancpplicant aseaciption shall nal be crgizlered aa @ national securitier asrecia- i
Hon uhieas 1t apprars fo the Commasaran dhral—— ;
{i) By reqzon of the number of 2 members, the acope of their transnglions, 4
dnd the gragraphreal déalrebutean of vtz mesnbers gawel aracciation will be ghls ta '
comply with the prosiaions of thie idlc and the ruler and regulalions iherevnder u
and o carry ouf (Ae purposes of thEA seclion, ot
(2] snueh arqgetation of o organiesd and iz af aneh a character ox to be able -
o comply with the proviaions of this {itle and the rules end reguleiions therennder, "
and [0 carry oul bhe purpotes of iRt aeckion: I3
{3) the rulen of the oraecistron Trocide the! any broker or dealer who maokes
wte af [he travls or of any means or fngtrumendalily of Ialergtale camuneree fo #
effect any traneaction (n, or (0 fmgducs the purefinge or sale af, anay securify other- fet
wigs fhon on a nolional securilies erchamge, may breome o mesbdr of ich for e
oasocigiton, excepd such a3 are exelacled purtnand {0 paragraph (L) of they sub- Feail
! : Ak s J ; LI
gectinn; Provided, Thel the rufca of (Ae asspcialion way restrig! memderabip pai st
in such associgifen o Juch apecificd geographical baars, or o7 durn specifcd auch -
banis relottng to (e type of buriness dore bry iz members, or oA auch ocr e apEeT- LET i
fied and apprepriote basid, op appenrs e the Comiation Lo be Aeceziaey ar Anech
appropriote in the public intercsl or for the profection of invesiors ard tp carry PRlers
oul the mrerposs of lhis sechion: Theat
(4} the rulen of the arseeiation provide thal, ezcept 1o5th the approval gr gl the ey
direction of the Corrmiiarion (N coaer i wehech the Comnyzafon fndy if oxpropriate ch ”
e the publie (xlareal 2o fo approve ar direed, ne broker or Jealer aball be cd mitied ¥ £
o or gonfinucd in memcbersdip 0 such gssociatian, if (1) awch drober or dealer, azade-
tthether prior of rubsequent lo becoming such, or (£) ary pariner, oficer, directer,
of brameh maragér of ruch broker or deoler for amy perdod 0fupying o timitar
flatus or performing nmifar functions), or ang pergon direffy or iedinecily :
controliing or controlled by ruch broler or dealer whether prier or Aubteguen!? to £
breamiing #uch, (AY has Bren and ir ruspended or ezpelfed from o régisfered :
sczurilies garociation {whether national or pffilialedd or frem o natfgnal aresrities i
exchange, for tialution of any riede of arech araocfation ar eechunge which profibits !
%y ool or tremaachion canstiivling condyed sncanstalent wath jual geod cgurpable
principles of lrade, ¢ requircs anw act the ominsios of which congtitutes eoirdie! :
encansialend with fost and equctable proveiptar aof frade, or {5} i anbject fo an !
arder of the Commterion densdng or rerofing kiy regreiralion poaranant 19 reeffon o
15 of this litde, or exgelling or suapending Atm from membersitp in 0 regiziered '
JECUrilie gaagecialion or g nalionel fecvritier erehands, of (O &y Afs pend et [e:
whife emplayed by, afing Vof, or direetfy or indivectiy controlling or condrolied ar faf
br @ brover or dealer, was a range of ARy surpergior, rrpulaten, or urder af the ent
character described in clawas [A) or () which v 10 ofecd WA red et 19 shoh hear.
breker or deafer, aatir’
(5 the ruler af the aspocinlion asaure a fair represenfotion of (13 menbees grate-
in the adoplion of any rulz of the osaociation or awmcmdment therete, the gelee- hell
tion of ifx ojfcers and dircciors, anid tn afl other phaser of the adnerrusivalive of BECTi.
wth affairy; BeC i
(8} the rulea of Me aasoctalion pravide for the equitabfe alfoenrfan of duea ir-
ameng iy members, fo dofray reasoribic sz penses of wefmidestegiion; AcH
CFY the rules of e asrocintian are designend to prebent frawedilent aed wanipi- ar fe
falive acta and prectges, dn proaoete prot aed equitable priactples of trode T rr
prowfefe anfegrienda mgninst wurepsanable pegfifs ar weeerrsannbfc rdied of pbie- antf -
ARSI E ar ofler H.l:ar'g-*;. audy e y._-,u,.u{_ P proleed dureilerd eeid fhe _r_H-:I“E ber e
inferest, and by roktere Cmpecditeadt deoand perfeet the mochiondam af o free mad tievn
apen markel; amd wre nof desigred ba permid wnfaer discrimienfion betaden L
crraldmeey, ar fagieers, ar hrakers ar deadera, (o Bx mdwingess praditz, fe fmpoas amlf .
any seliedule of pricees, or to [oipase ang acfiedvde ar fie vrrodvint rales of coue ‘ ie
neirziona, alfateaners, ofiacarrita, wur wther ghargea; fd
' {&) the rufes of the audasralina prantde thad it smembere shall be approprrately in -
disgrptined, iy popedaton, suspensien, fine, cenpurs, or gay alher frting peually, revt
For any pislotren of ity relea; ae
e ———— —r R A T T ———r—
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CRERTHE-COUNTER MARKETS
v i public indereat gr for the profection of inucaigra}

ok, charter, or arlicles of TReorporalion or ¢Heca-
rga, and of if4 ereatrmg byfawn, and nf oy rales or
v e foregoing, whateeer the _:uaa-:urt, herginaficr 18
3o the “rules af the astociolive,

fmped gp @t fpee by arech fArQIGEiGAn G any member
e af gay right ta conlest the valrd iy of any rule or
i thin Litle. . i
il mat be registered ar o nalienel arcurilits gaacria-
roanen hal—

Y of ita members, the scope of their trangaelions,
Z-in of ita miembera such aseciction will b able o
Ztier title and the rwles and regulations {hereunder
+ 2 IhEn peclian;
\ arcenized and iz of such a character ay te e oble
crtig ditle and the relex and regelations thereunder,
Hhr seclion:
izlon provide ihal any broker or desler who muakes
neans or irstrpsmentalily of infersiofe cpmpence
i indute the purchnse or sale of, any seeerity other-
suritien exchangr, may becmne @ member -u-,l' siech
== exeluded pursuant to paregraph (4} of thia aub-
mlex of the associoiien moy restrict stemberahip
i foecified geographical haaty, er va such specified
: orineas done by its members, or o0 uch ofher apect-
i gppears to the Cosnisdion [0 of mectdsary ar
wareal gr for the profection of inuestors atd {0 carey
.1.3..:11 proride that, excepl wtth fhe urpr_ordt ar al ihe
v cote in whtch the Commistion finds it gpprapriale
D qrote or direet, no broker or deafer shalt be ediilcd
L4 in sweh associafion, of (I3 seck bealer o denler,
or Becoming ach, or 12) any partaer, oFeers, director,
tepier or dealer (F Ry perAor ectipying @ almalar
= fumelians), or any perasa direcdly or EEN (]
ruch hroker or degler, whellier prior or apbaegucal to
wsa and 44 huspeaded or ezpelled from a regisfeesd
s patisnal or ajfilicied) o from o natisnal secierifLes
vy rule of $uch astocialfon ar exchasge iwkeeh profibits
cLiifing conduel tHegnaiatent with jeat ood fgeiiable
iea any ool the aoisston of 1whieh conalilides couadnct
sp.iteble principler of trade, a7 (3] 1= aubpeet e an
+Ysrg oF revakuing Aid roqirtralion purannal lo arciies
1 puapending Avm from wrerbrrehtp 1 4 Fegeyberad
rafonal yecurities exchange, or [0 by his cenduel
A1, or directly or indirecify casfrolfeng or vl soled
© cgute of nay Fuspension, eaphision, er erder af the
i iA) o7 (8 whter o in oecd with rospect (¢ qaeeh

acelion o3sure @ foir represeantation of 1ta members
& of the pameciolion or mmeaderead therrbe Hie seloe-
zars, and in ol olher phoses af the adeonisiralivg af

vmalien provide for the equetndle allscedion of dwer
-y regaonalfe espenzen af adlerusirdtnen; )

“ion are gestgned Lo preessel feanmnlon eud e pee
wr promate fieed saud cgndahic pedecrptes af trod, Ae
s wrenouable prejita s onaecdnealde rates af cane-
Dol ere gemdead, G prodegt derestors enrl Hhe pendic
s tagenta (o and perjeed e .lnrr..ﬁmlum.-: of a frer m el
« iesigned fa permil wnfaic diservouation Beleces
mucora o deatery, fn flr rlu'uJ'J.-Lrl_r.u_ prrafiiz, b Taegagse
» Jmypoge any aehoedule or i mdndmn ratea uf Cone
vt oF afher charars! ]

ezt preside thut ol wieuhres aball be rl;!pmprmirf'_f
L ptidion, fiee, prasmers, or ang atber fiting penoits

i
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(0 the rules of the pusocinlion provide a feir aud ordeely procedure wrdh reapect
o the disefplining of mewibees aud the denand gf rrgveborskip lo any braker or
dealer yecking memberafiip therein,  fnoany precocding fta defermie aiether
any weeber shadl be disciplined, cpeh rolex shall require thel apegifie civarger ba
browght; thel swel teember shall be noffed of, arod be gueen wne gppariccady lo
drferid apeinad, neck charger; ot @ recoed st be fepd ;s aned thed The Jdefee minatton
akall fnelyde (1) a stelemend selitend jurlh atny ngd or practice in wicoth Aueh
mesher mar be found ta hare ergusod, o0 wireh such ueember muy be found ta kave
varrtled, (6] o alnterend setding furth ihe speedfic rule ar fuded &f the 2raocigiion
of which oty sudd gl or praclace, oF gARUEHGR I0 el €3 deente] g be 10 iofulion,
{C) o atapmmeni whether The acls or praetjcea prokebifed b awch rode or rudes, or
the owiasfen of any oof regquered therebn, are decaed (o consiifute conducl Tnegn-
Aitfend oith Fusd and edenfable proigerpdts of temeda, and (L) ¢ stolémtenl acfitng
Jorth e peuatty inposed.  Faoang pw:‘:cd{'ng to deiermine whether a broker or
dealer shall Be denied meberafiin, awch rulea shaoll provide thal lke Groser or
dealer shall be datified of, ard b2 given an spporfunily o be heard upen, the
roecific prousda fer demial which are under gongddergiion; that g regprd afiafl ba
Rapts and the: the defceminaiion aficll et forth Dhe epecific groands wioom rhich
the dental ix bayed; and

. (FEY the requirementy of subaociion (¢}, tnsgfar ar (hese may be opplicdbly, ara
aadizfied.

i€} The Commiasren may permil or requrre the rufes of an gassoialion applying
far reqracralien parsegnt 3 fubdection (B, L0 provide for e ardmiaaion of an ausociciion
regiafcred an an myilioled securcties arsocistion fursuan! to aubacelion {d), to parfiei-
pafton in raid applicant catociation ai an apfitiole thereof, under ferme prrvitisng
sueh pawers and respondibiiviied to aweh apifiofe, and onder Juch other gparapriale
fermy and conrfitivies, &8 may be provilod by e ralcs of savd applicant osrociation, if
et rufer appcar o fhe Comomiaston (o be ncceraary or appronriare th fne public
inierest ar for the profeciion of tneesiors and ip carry eul the parpoaca of thes seelion,
The drtres andd patwers of the Commristion trith revpect (o gy ATl oril £FCuTH S D150010-
Liom or anb Afiliafod Aecaritred SRsocidleen shall it me way & bendted by Fresan af any
srveh a ff e, .

id} An applfcani aasociation shalfl not bz regintered oo an afilioted sccurilfer
geroctalion urleas 1 appears bo fhe Comuttasren Thal—

{2 aeweh ezsacialion, naleithefanding thal if doea nol zaliafy the requirenents
kel forih in pnregrn!vh {11 2f subseetion (00, wril, forthwdhd wpon the regiatration
fhareaf. be aiaitied to aftitalion willh oy asipcration registorsd oy o Lationod
spcuriticx sapopiation pursuan o aadd anbeectfon (b)), tn the mannsr and under
fhe lorms and conditone preavided by (Ae rules of soid nalienal securrices dsrocio-
Honin seenrlares witk subaeetion (&) 7 and A

Y aweh amgoglarion and its ruler soliafy the reqredraments set forth in poraographe
(2 fo (Y, Fuefuaive, of aubgeciton () ; exeepl that {n the rose of any Juck masocia-
fion any reMriclions wpen membership dherein &f Mhe type audhorized by pore-
graph (4] nf anhecerion (6 shall nol be texe afringent than ¢ the case of e natronal
B¢ gurtdien arsocalion with which Atech aasaciaiian da tp be ofif igeed,

{e) Lipon the filing of an applicalion for regiciration pursaant fo $ebsection (b
or subseciios (i), the Canmirsion shatl by order grant ench regestrplion iF The requore-
mieritd of Phors deebian arve gaitafied.  TF, after dppropridte reobiee Gl oppprienuty for
Rearrmg, f appenrk fa the Cooeniagion thal gy requirement af thie socion 14 uol
aadinfied, e Cronmerzeiun ghall by arder deny soch reqizication. [ gag nitotialren
grauted rogaadeetion df dan gfiffeled focurilive udmndiodren pherednt fo fadacefion {d)
shall fafl To b wdoiiticd promptly thereafiee ta afiionlion woth a cegisteeod nrtionad
geerritic wan il ibn, e Commigion ghall repake the regiafraiton oy sired ajfiiated
BECUrifirs Aasdfotiein.

(1 .1 regicteend coenritiey agsecrofion {whether Aafional or afffiaied) woy, vpon
such reasmgafite nolice as the Conemlesion sy deewd neceasary en the pubiie milerest
or for the prefeclinh of Jucestere, wothdrng From reqiatratian &y fleng il e Cotns
siaaien o uathow wutaee of aMiefenical (i guch fere e i Coapydssiot ey By rales
et rrgubieliuny preserche, Wl gneh aedthdenwad shmdl be gujiet loosnck apareprante
terwes ol eendefinns Jor fhe aederdy Ligreddation of sueh acwoesatfon ms G Cormiss
gign pomy peeeseecdees Paan the athdeaceal of o wetioral arcnritivs oetociniron Jrowm
re@istattian, A ragiatratian of any gazscincion epfeated Therceiih sEail aufomeale-
ﬂl”ﬂ I LT L o

fq) {F amy registired sreuritivs caesngiafion Twhelfer watfessl ar ) Kataft shall
dade orny el prliue g aetion ogeengl ane member faerrad e stall e ndeestinm
I any brlee r oo doudv e m 4'-‘;rr|p r.r.'.r..'.u{.lr'r.wﬁp'p H:trc.ru‘ Ercf chefread .-hllir.'ﬂ iy .Suéjcd .
pevae i b Do ATveaaaenon e peee sk fan, o w el abpepdioutogn By uney porson
egpricoed fhacehy eled avthun aigty duys efler preh acieen s beow Beden or wilfch
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wisch longer period a3 e Commrtaren nay defermine.  Application to Hhe Com-
MEXFIEA for peeiw, gr the gastilieliced of Focreap fe Dhy Caeeerad|on an Gl oun spiign,
#hall opcrade ax o stay of areh getion welif an ander 2 iaaned upon Fuch recipw purs
suAnt 1o Anbtection (R,

A3 (7] Fnoa progecdindg b rapran oiged pISar e apfrom fade .‘Jy q FeFratec e Argrritrag
aasociotian agniasl a member thereaf, of the Capnaiesion, aftvs apprupeiafe rotics g
apperturity fer kearing, upon comsrderaren af the recard hefore ihe qagoeigitan and
such ofher eredlerice af o Ay deend ccfeeand, $hall (A) lied tkal avch msaber hos
enpaged in such dcty nr pieaetioed, &r iy e ified sech wod, 48 e garociating daa foand
Avm to hove engaged in gr gmitted, aned (A0 sl dotermine Hat seeh acts or pracitees,
or amiyaron to agl, ard in violution of siick Auiea of the aaznccalion as haee besn rierig-
nated tn Me determination of the assoeimiion, (e Cammiasron shatl by order diameza
The proceedrmg, untlesr it appedrs fa the Comeerasirn that tech acling skauld be wmondy fed
in geeordance wick paragragph (2] of his subregtion,  Fhe Comprision shall [iewsde
defermine whcthar the gela or prastrges prafibiled, or the onurion af aky mef requirad,
by any tuch ruale conrilule conduel 1ncansiatend wieh jund and equriable prineiples of
trade, and shall »¢ declare.  £F i appitara (o the Comurisaion thal lhe coivlence dnen nod

warraal the finding requiced 1n clamie [(A), or £f the Comniagion thall de'ermine tral
sush agls ar pracirees as ars found £ faee bean engaged in oare nol prohiboted by Qe
dedighated rule ar rudea of e osaesicdion, or thal anch ael aa ra fawnd fo Kare been
omitied 1 ot reguired by ok desipnofed rofe or rudes, the Commrrsion ahell by order
a¢d aaide the aetion of the ansociaitan,
(EY ff, afier approprintz actree and epportinity for hearing, the Commission fnde
thet any praaily 1mposed wpan a member a roepzaive or gpprexace, having due repard
fe the publrc inleread, the Commaizsion thell by order cdmeel, redirce, or requere Lha
rewifarion qf anch penalty, _
(3} fmany proceeding o revden the dencel of suemtberslip in g regretered srenrities
atxacialion, ©f e Corowmiazion, nfler appropricte nolice end hearing, and zpon
contcderafion of the recerd Before the arsocreiion aml Awch other cerdence Ga o mol
deem relovant, aball detersrine (hat the ypecific gronndn on wheeh svek denral in haged
exipl vn fool and nre calid wader thin section, the Commiiasion akall by ardee diamist
the procceding; gikerwiae, e Cammramon ahall by order acd gride (he aclion of ke
t:huﬂﬂ'ﬂfiﬂn and require i do admil Me applicunt broker or degler ta meendershrp
therein,
(1} {2 The ridea of o zegratered teeurifies agaogiation mray provide fal ne menrher
thereaf shall dral weith any nonmember broker or dealer (a3 defiued /a parngraph (2} it
of thix subsectfon) execpt af the same pricca, for the same comlbnissions or focx, and on
the same terms and condifions a are by sk eiewther acearded fa the general pubilic. L
(2} For the purposes af dh1s aubpssiion, the lerm "Ranmenther broder ar denfer ™ abatl gt
snclude any broker or draler whe nickea uwae af the mardt or of ony mrans or foelra-
menialrty of anderstale oewimerce fa offccd aey trantaciion 18, or fo indece $hie puyr-
chade ac sale OF, any Fecleilly fherias Thatl o4 a4 RAaNal Beclerities ceelakge, wha Tn
ig not @ mewber of any requsiercd segusaities nesoefatren, crcepl a braker ar deafer who T
dtalz excluawvely in conmercral paper, bankers’ gcorplances, or commercial brffs, th
(3 Notking ru thea sofseetioe ghafl be s construcd or dppfied df fo proocdf 3y o
meraler af 2 r:g.l'a:rrfd Hgurdied ageagtglian from granting o ask otlier member af n:
any regialered appnritica araocialion any dealer's discount, allowaies, conrwissian, or -
apreial frris. Ll
() Erery regrstered aroieifica associafion HAafl fle with the Commratinn sy gecprd- '™
anee Wi such rulex nad crguidiona 0 fhe CeneiTnon miay prescee M NecrzEary Tre
ar apprapriate tn e pubfre srdeecst ar for the profrelion af reecsfars. copiars ' ary £l
charged ta o addifrona to the rolea of the asraciation, amd suchk ather ieformnfion e
gad doctrmenis ad e Cernriesion uy orguree (o fecpr corrent or Jo ampplement e
regialeation slatesend aud daguwernts fled puersieant T sechacelemig (b, lnsr chuge T
ia or mbdidion fo fc rodead of @ copeadered aecuerfiea avsocim fan sl fake offeed upan iTh
fhe Dhirliclh ofmer e)Ter e fifiug af q sagup Cheeoof il the Cowimdasion, ar wpen sich [ar.
ﬂ]rfr'.rr rlepiy Ay Ffhr f‘:mrm recrih Jerr ey waterntine, pnlena the Connadsgrme shafll cutce an ;-
onfrr disapproning suck change ar afelifing e Gor Canedzacon il reter tueh fiz:
an oridar Jrnl}rs: such changr or pddifion appcara fa e Coesemiazion (o be rongiziont e
with the requecreiresds of sobereliong (B ard subrction (o1, Fau-
(&Y Y Phe Counenesaann fa el piel hy arier g r:hmgnh- any rele af n .ra'!jf.ffl'rrri or
wepriiey agsaerafion, of alter aupreabriole aoice ordd appartundy for hearisg, il Fiee s
apgears fo e Cwsrmirecian that eock whrageling 12 neceaanry ac apprapeiande to aszire
Jair .eh'ufr'ﬂ!'; Loy I wiembers of seerfl sepeiefing, fo essnre o Sude copresenfedion of 118 ‘
inergbiees 0 Has auekpetemtion of i e finies or atAecmias o profeel ciecstars or o 5etn- .
air the purpeaarg of thes 1ot e
{8 The Clmprapession may i weiding reguesd ay rogisieral geeveitiern assacialran Ll
[ mefopd any, specdied alteeation of or anpplenent 008 fodet vt reaoet do ooy of
el e T
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imation mny deferonine. Applieation te the Come
i af peviens by e Crnirasinn 6n ta omn metias,
Wan until an grefer |2 fudwed wpan Such romiew Jur-

v dieciplinney actran taken by a0 regiatersd xerurifis
R F, l:f the Coamibergsran aftrr AR PR NG ien altef
wrerdtenlton wf (ke recncdd before e gasociebuin and
P J‘#;ﬂ-’d’ﬂl. sherfd 1.0 _.I'Eirrf ‘il el mmnber haa
e AR oIy TECe pich act, a8t dsdeerading ks fuaed
Lowd (1) sheeld sirdermine fhet sueh aeta e Jerdcticer,
o af dueh ruley of fire axsoeiafron as haee been dirig-
* enegcyalion, fie Couteristinn siall by order dizeess
% e Commiisaion thatl siuch nctran aleeld be vgdified
- N arcbacclion.  The Couresiasion shall Lheiae
< ard prohibiled, ae the guistion of any acd reguired,
= anrpnmstent with just and equsinble princeples of
Eanetrs fo the Comnpiaaign thl the etdelence doca not
e (Al o of the Comndsaron akall seteraine dhat
w5 hoee been ewgaged in gre not prolibeted by the
wmdion, or that gech ael 2a oy fennd o heve heen
wmaied rule or rules, the Cormmiraren akall by erder
s

- eud opportunily for hearing, the Compiraten finda
b 18 cxoEsIOE OF opprertite, having dees regard
iction shall by order rarcel, reduce, or reqlare Mhe

e deninl of meanbership in o regislered accuritics
Cit appropriofe nofice ang hegeens, dnd  epan
e arkocralion and tweh othar ertdeanee ox 3l may
L ppreifie prodends on whick rieeh densal iy broged
o meclion, he Cammistion ahafl by order dismias
nsmion shall by erder gel gatda Mhe aclion af the
=i e opplicant broker or deqler to sembership

" weurilies assaciafion gy probide thal no e mder
noer broker or dealer (ma deffeed (0 parasraph {7
L ariecd, for the Smine comntaeions o [end, ard on
arr by snek membdor gecorded fo the geserad pukdic,
vopa, the term Y nonatemper broker or durler” shall
tics nae of e sradds or of auy wadnY o Jaslrn.
s any transadtion in, or be ruduee Fhe por-
T i_ftaﬂ- B T Agiieadl securiiter erchnnje, whe
umrilica gssacialran, ercepl o Graker or dealer who
zen. bankera' qecepinnces, oF conrticreial bidls.

el be s eonsteurd or applied ax 20 peeceal any
teneialion fram grariing e muy othee member of
Lty degler’s diceors!, allowance, COMMRIEAEN, ar

‘mration skall file with the Commrisrion ¥ gecord-
v as the Crmmisaion may preserifie as wecessnsg
T our for e profeetran of trocsfors, copres mf aith
1 aF fhe amagcindron, and daehk other refacmemicon
muy require bo kéep correnl or fo sapploment the
2 Wled poravand fo xedrcciion tal. cluy thauge
seovd geeurriies assacratten thef] fafe rifeet g pon
] ."U‘,il_'.f ”ll"ffl.'},lr wilh the CJJFH:J::'.'!.\'."J’.IH. f T L Sieh
Flergiine, 1emdesa fhe Cammairrsian shall vater R
pidittan: and the Comanersteon shall caber aueh
Tomoupprarr ta the Comeitidsion fa be consdstead
1 oand aneesting td).
vard By oorder to nlrogale quy rule af o regiadencd
mrartete nofice e appadtuadty far hionrisg, i
vochrogalinn i nccoerary oF dpuropeilc laomaeee
wapcintiemn, fo esrure @ farr represendatioe of fa
tfsivm or alhcrwise to protoef rnerabers of cffecti-

L requedl amty regrsfered sroreilica astociniian
1o aupplbiment (0 02 rudex aeith respeet 0 any of
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the maticrs hertinafter npsdiraded,. If auch astociation fade o adept bech altera-
frgr A $rpplesicad wofhidg o Peaan bl frane, The Coror e mnfoiny ¢4 rthadford g fire rrler
tev @iter ar guppicment the paler of taeft tasocinfion rn Lhe st her theretafie veransted
if, afier approprrate nalice and appartcaday for hearing, of ppears b the Camnrizaian
Lt &uch afferafion or sepplemenl £ necexsdey ar appraperiate in fhe goilic rrterest
ar for [he prateelion af dndeadort o o effectunfe the purpases af (hix seetremm, sacddly rrs gect
te {}7 The baxia jor, amd proecdare v foRmeelion wih, e denagf af wentharahip o
the dinctplining of membera; (2] the methnd for adagtionr af any change fr or aefdilion
o the rorfes of Dhe acpecindion, (A the mcthad of choradng aficersy and decectors; and (4)
affiiation beligen rogixlered accterilisy Astotiolions,

{1} The Canvndsaton ra gufharized, of apch gcfion appeacs lo it fo Be necespgry o
gppropriale tn fhe porklic infergst or for the protectian gf Intestors oF to oarry oud the
purpoaca of thea sectrdn—

() after approprigle nofice and opporiunily for heariag, by oeder (o tyaprend
Jor a pertod ned ercecding Hedve mnontha or Lo revoke the regiclralion of @ regqus-
fered Feeuciifex apsocigtion, o fhe Comeneisaron firds 18al swch asracialion has
vidated any prevticn of Bug tile oe anp rede gr oregudotien fAdrcnmder, or Ras
failed to enforee complionce witk Ha awn rofer, ar hes dngaged 0 gy olher
acfipety dending o defent Lhe purposes af s seetion:

(2) after epprogrute nalice and apparteetily for kearing, by order o suwapend
far a period not erceedrng fwelre montha o to expef from A crginfared dagurities
aragctaiion any member thercef wha the Commistion fivda .0) har violoted any
provigton of fLix tifde ar ang fiele g reguelafion Heereumder, ar Ana #ffected any
frgneaction for any sther perron who, e dad rodion fo fieffevd, wnd ciolading
with respert i such iransaclion any prowieien of thea Lile o any e or reguio-
tion hereuniler, or () has weillfully vrelaled any procearen af the Seevritier Ael
of 1035, s amended, or of any rule or reguedndion fhefeunder, or has efecicd

nr;i;'mr:suf!r'an Jor any sther perxan whe, he fad reagon fg beliece, waa wal fulfy
orafing Wil respect §¢ Such bransachion any provision of siech A or rule or
regutalfan;

(3] after cppropriate notice and opporbenity for hearing, by order fo remeove
from offoe any opfcer or direclor of a registered Eeeuritey arancralipn ke, e
Comueatign finu’a. ba willfully fnifed fo enforece the rufes af the aageeigfianm,.
or has wildfudly abused hiy anthoridy. - -

() A'wAing in this sectina shall be conairged o apply with respeet o any frons-
actton by a broker or dealer (R oaay srosmpted segeerrty,

{n} fi any prewision nf thre seclion £8 tr confict with any procyion of any faw &f
the Unated Stelen in force on fhe dale thie seclion fokes cifect, the propision af this
section shall prevail.

. " - » . " x

Sxe, 27, () Every nationof zocuriting exchange, svery member thereof, Levery
braker or dealer wiho transicts . bosiness in seenritier thegugh tho mediem of
any such toctnber,] ceery repitterdd sedurilien assecimtion. and every broeXer or
dealer registered persuant to gection 15 of this {itle, shall make, ketp, and pro-
serve [or sich peripda, such acconnts, cyrresponidangn, ineuweinda, pajaers, bk,
and other recordys, and mitke such reporls, as the Comooission by itz rales and
regulakions may preserehe 48 peedasary of gpprrepriate 1 the poblie matercst pr for
the protection of investora.  Snch accomils, urfosiomfepee, Inenworandy, papers,
books, nnd olhcr retords shall lse saliject ab aoy time or Fram time 1o tnee o sueh
reasaunlle perivdic, rpevial, ar other cxaminations by CXAGNCTE oF odwr FOpre-
septadives of the Conamaission ag the Comeassimt indy U0eNE noedssary oF Blajrg-
prizte in fhe pulilic mieeest or foe the prodecton of invesiorns.

fly Aoy lwoker, dtealer, e ather pereon extemling sreddit whio is gebject (0 the
rudes neel roenkibions presceibesd ey the Peeleral Reserve Eoard purseart 1o this
it le =hnl] inake sk pcpeerts Bo Che Bogarad Bt meRY roegoif® s noessary ar appros
printc tir conbile it e ju-rfnem the fanerinies eonleeeert st 30 e (i nigle. 1F gty
guch braker, slestler, ur othier persaie shiedl Deel i ook tuy sech repoet or (il o
furnih Dl infudpeation thesein, of if o e jodesn ol af Hoe Poaced i s ollerwise
neges=g Py, siche biroker, eleader, or odber poerson shicdh peried ok fe paeetion: o be
moede by Lhe Haard wath respect Lo Phe s opeeatione of socle broker, olealor,
or eblirr fwersen s the DBoand noy deen oecessary to coalle if w ollain the
FoegLLires| jufurnpatian.

. ] [} a x * +

Sec. 200 (oY Aoy cowmlition, siaulation, or provisies Biodine gny pseczon (o

Cwvndve complinnes with noy prosfaion of this Gitle or of e il oe ceanlation

thereteneder, vr of any rale of an exchunge reguirce Ltherelay sball e soid.

=T
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(b} Every contract raade in viglation of any, provizinon nf thizs titde nr of any
rule oF tegulateon therenrcles, amd every contract inchefing any contract for
listing & security on s cxehanee) herctofure or liercafeer manhe the peefermianee
of sliich svalvea Lhe vielation of, aF 1he eontitmnee of nhy rulittesnship or prac-
tiee inc vintatice of, Ay prravisian af this title oF 20 Folo ar rogielatien them-aneler,
ghall re wairl {1) on eeporeds the ciehias of any persgn whe, o vislation of any
mich provision, miie, or regidntion, holl bave mede or engnged o the pedgormanes
af any auell cnntract, and (20 as repaeda Phe rizhitd of any person whe, ot Leg
a party to ruch conteagh, siill hove agouired poy pight thepegeoeder with actunl
knawledge of the facts by roasen of which tho akinge o performonee of zach
contraet was an woinline of Loy sueh previsiot, role &r [rrpalalion.] cegaletion:
Frovrded, Thot no confrag! thal he vard By rearon of (4 Sutsection beprure of any
viplation of ary rule or rrguirr!mn preseeibcd preearrand fo elayse {51, (31, or 13) of
subarclion {c} of tection |3 of thia ille, ezrcepl inzarar na the Cnrmmumn. havrmg
determined (Aol Aueh dclion 18 necedtary or appropriaie for the profeciion of ineetiars,
thall Agees exprosrly nrowided 10 anch rule er reguialion (Aol the prosiarond of fhis
dubgeclion rhafl apply 1 the cage of any prolation thereaf.

{¢] Nothing in this gicle shall bo consteied (1% 2o alfect the validity of anw
Toan or extenzion af ereelit (or any exteairn o renewil thereod) rmade oF of any
lien crenied prior or subsegquent to the enactieent of this title, unless at the time
of the making of such loan or exlension of coe:lit (or extensior nr renewal thereol)
af the ¢realing of =ued lien, Lhe porson minkiug such lone ar exténzian of eredlit
{or extenson ar rerewal theosod or peguiring suech Lien shall have artunl knawl-
edge of fagta by roason of which the mAkingr of such loan or exten-ion of cradit
for exiensign or renewal thereafl or Eho sequizition of such bics ia & vieiation of
the provisions of this title or any rula or ecgulation theceandee, or (23 to arfard
& defenan 1o Lhe coilection of any delé or obligntion or the endarcement of any
limz by nny persor who sholl have acquirnd such delat, aldigation, or ien i@ good
faith for valuec and without actual knowledoo of iha violation of any provician
of Lhia title or any role o regutation ihercunder affecting the legalizy ol zuch
debt, obligation, or ligh-

" * " . " . »

dec. 3% {a) Any per:on ovha wilifully violates any provicicn of this title, or
any rule or reculation Uereunder the violation of which s irade unlawial cr the
abservance af which i2 required undee the eouns of this title, or any per2an wha
willfulty and knowingly makes, or couses 2 be made, any =iptement i any
applicalion, roport, or document required to be filed ander this tide or any niele
ar regulnlion theroupder oF any nderleling canlamed 8 & regizidabion zrite-
ment a3 provided in dubsestion {d) of section 13 of this title, which statement
wia false or ondsleading with respect to eny matertal face, shall npon conviciisn
bo fined not wiofe than 510000, or imprisosed a6 mers Lhan tvwe vesrs, or boti,
except Lhat when such person is an exchiange, & fine pob exepeding S500.000 1aay
be impesed; Bk uo person sball be subjoct to imprisgument deder this secoon
for the viclalian af any rule or regulation if he proves that he hod e Enowledge
of such rule ar rogubation.

(b} Any issmer which fails to file information, documents, or repores pursasnt
o an undertoking egutnined in 4 registration statement ag provided io sulsestion
[d) of scction 15 al this witle shall farfeit to the United Statea the suen of 3130 for
each and every day such falure toe Gle shall continee.  Swch Torfeiture, which
ahsll be in tieu of any criminal penalty for such Mailure to file ahich wizhr he
deamed ta arise nnder subseguon (o) of thigs scotion, shall be pavable inrg the
Trenstrye of the United States and shall be reeoverable in 3 wivil suit o the naoe
of the Unitet Stntes,

(e} The proviswans of hia seetion shell not epply in tAe coae of ary craolqtion of
dRy rule or regidadion prescribed purauant do clause (33, (40, or (3) af awkarcicon L&)
of seeteen 15 of hea tille, chcopt & viplalion dokich cotirtsty of mddrng, oF cdlzing lo be
magds, any simtement tn any repord or dogaerend cegneved Do be fhol under ey svch
rule ar reguiaiion, which stalewiend was af e time and in e Light af the eircume-
Hakeca urndér wheeh o wod made folse or moléading with réspect o any wratereel

Jact,
o
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