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AN ACT

To provida [dr the esiohlishment of a mechanism of regulation amoeng over-the-
counter brokers angd realers opernling in inlerstats and (oreigo eouwifoerse of
1lirgugh ihe meils, to preveat sctd and practices inconsislent with just aod
equiteble primciples of trade, and for other purposes,

Re it enacted by the Senate and House of Representotives of the
Enited Stafes of Jdmerica in Congress azsembled, That the Securities
Exchange Act of 1934, as amended, iz amended by inserting after
gection 13 thereof the iiulll:-wing new scction:
© %8e0. 154, {a) Any nssociation of hrokers or dealers may be reg-
isfered with the Conanission as 8 national securities association pur-
guant to subsection {b), or o9 an sililinfed securities asscciztion pur-
suant to subsection (dj, under the terms and conditions lieretnafter
provided in this section, by filing with the Commission a renistration
steteineint in such form as the Conmission may preseodis, seting
fm*t}_1ﬁ t{l;a information, and accompanied by the documents, below
specified ;

B “(1} Such data as to its organization, membership, and reles
of procedure, nhd such ather information s the Comnitssion may
by rules and regulations requirs as necessary or appropriata in
ll:re ublic interest or for the protection of investors; and

“{2) Copics of ity constitition, charter, or articles of incor-
poration or assgeintion, with all amendments thereto, and of its
existing bylaws, andl of any rules or instruments mrmsFondin

" to the foregoing, whetever the nome, hercinafier in this. title

eollectively referred to as the ‘rules of the association’
Such registration shall not ba constrized ns a waiver by such asso-
cintion or any member thercof of any constitutional right or of nny
right to contest tho valility of any rule or regulation of tha Comrais-
sion under this title.

%(b) An applicant assnciztion shall not be registersd as a nationsl
gecuritios association unbess it appears to the Comuuission that—

“{1) by renson of the munber of its members, the scope of
thelr transactions, and the geograpbical distribution of its mem-
Lers snch pssociation will be nble to comply with tlhe provisions
of this title awl the vules and resulations thareunder and to
enrry ont tha purpeses of this section ;

#{2) such asocintion ia s¢ arpanized and is of sueh a charne-
ter ns to bo able to comply with the provisions of this litla
nud Lhe pales wd regulations thereunder, and to carey ont the

purpnses of this seclion

“{3} the rules of the association provide [hat any troker or
drealer whe minkes use of tha mnails or of any means or Isstrunen-
tality of interatare commearce 1o eifect any travssetion in, or to
induce the purchase or sale of, any security ctherwise than on
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a matitonal secturitics exchanme, mny became s member of such
assocliation, except sach as wee excheded pursuunt to parazraph
{4} of this snbsection: Procided, That the rules of the associa-
tiony may realrict wembersbi]p in such assocition on such speei-
fird sreaseaphiond hasis, or on sech speeibed Lusis reloting to
the type of Lusiness done by its members, or on such otlier
specilied aidd appropeiate basis, as eppests to the Cominission
1o Lo necessiry ob apquoprinte in the public interst or fnr the
protuction of iovestors and to earry out the purpose of this
seclion; .

(1) the rules of the association previde that, except with the
approval or at tho direction of the Commission n cazes In
which the Commission finds it appropriate in the public interest
g0 to approve or divect, no lorolker or dealer =hall be gdmitted
to or continucd in mmu!hcrshi[: in such association, if (1) such
broker or dealer, whether prior or subsequent to becoming such,
or (2) any partner, officer, director, or braneh manager of such
broker or dealer {or any person cccupying o similar status or
performing sinilar functions), or any persen directly or indi-
rectly controiling or controlied by such broker or iealer, whether
prior or subzequent to becoming such, {A) has been and s
suspended or cxpelled from n registered securities association
{whether national or affilinted) or from a natienal securities
exchange, for vielation of any rule of such association or
exchange which prohibits any act or transaction constituting

. conduct inconsistent with just nnd equitable principles of trade,

or requires any act the ginission of which constitutes conduct
inconsistent with just and equitable principles of trade, or (B)
iz subjeet te an order of the Commssion denying or revoking
his registration pursunnt to section 15 of this title, or expelling
or suspending Liim from menbership in a resistered cecurities
rssociation or a national securities cxchange, or (C) by his con-
duct while employed by, scling for, or directly or indircctly
controlling or controlled by, n breker or dealer, was a cause of
eny suspensian, expulsion, or order of the chnrazcter described in

clause {A) or {B)} which is in effect with respect to such broker

or dealer;

+¥%¢8) tha rules of the association assure a fair representation
of its members in the odoption of any rule of the association
or amendment thereto, the sclection of its officers and direetar,
and in all other phases of the administration of its affairs;

“(6) the rules of the asseciation provide for the equitable
allocition of dues armong its members, to defray reascnable
expenses of administration;

(7Y the vuies of the association are desimmed to prevent
fraudulent and manipulative acts and practices, ta promote just
and equitable princippes of trade, to provide safcruads ngainst
unreasonable peolits or unrecasonable rates of compussions ov

other charges, and, In general, to protect investors und the public

interest, and o remove impediments ta ol perfect the meche-
nism of a free amd aqren market; aml are not desizned to permit
unfoir Jdiscvimination belween costomers or issners, or brokers
or dealers, Lo fix minimum prolits, to impese any schedule of
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prices, or to impose any echedale or fix minimum rates of cow-
missions, uiluwances, discounts, or wiher charpes; :

“e8) the rules of 1he associution provids thut its members
shall Lo vigwopeiately disviplined, by expulsion, suspension, line,
cmluSmu, or any other Htting ponadty, lor any violation of i
rules;

"{93 the rules of the association provide a fair and erderly
recedure with respect to the J.listip}]illin r of imembers mel 1he

enial of membership to uny broker or t{?:n[cr seelivg il
ship theret. In ahy pwoceeding to determing whethee oy
member shall be disciplingd, such roles shall require that specitic
charges ba brooght; that such metaber shatl bo notifiel of, niul
be given an opportunity to defend against, such charges; ihat
& record sh;ﬂllbo kept; and that the deternination shall inclndo
{A) & statement zetting Turth any act or practice in whicly sl
member may be fownd to lave enpaged, or which such mwmber
may be found to have omitted, (B) a statement setting fortl tha
specific rula or Tules of the wssociution of which ony suelh aet or
proctice, or amission to act, is deemied te ba in vielution, {C) o
statement whether the acts or practices prohibited by such »ila
or rules, or the omission of any act required therely, are deaned
to constitute conduet inconsistent with just and equitable pfw-
ciples of trade, and (D) a statement setting forth tha penaley
imposed. In any ln'm:r:t:dmg to determipe whetlier 2 Lealgey op
dealer shoil be dented membership, such rules shall provide that
the broker or dealer shall ba notified of, and be ziven an oppor-
tunity to be Leard upon, the speeific grounds for deniul which
wra ulwler consideration that a record shall be kept; and that
the determination shall set forth the specific grounds npan whicl
tha denial 1s based; and ) '

“(10) the rvequirements of subsection {c), 1nsofar as thess
may be applicable, are satisfied. ]

“ig} The Coouussion may pernit or require the rules of an
nssociativn applying for registration pursuant to sabsection (L), ta
provide for the admission of an asseciation registered as an aflilinted
Sechities assoclation persuant to subsection {d), to purticlpation in
gaid opplicant association s an afliliate thereof, utder terms pep-
wikting such powers and responsibilities to such albibiate, wnd pnder
such otlier approprinke torms alil.l1 tqudit_mlm, ag mnuy Le provided
by the rules of smid applicant association, if such rules appear to the
Commission to Le neceszary or a[H}l‘Dlnrlutu i the public interest op
for the prolection of investors and to carry out the purposes of this
sectiont.  Tha dutics amd powers of the Cmmpission with respoct to
any naticnal securities nssociation or any affilinted seewrities arsocia-
tion shall in vo way bo linited by reasun of ooy snel aliliution.

“fd) An applicant association shall not bo registered as an
affliated securities association uuless it eppears to the Coinmission
that—

“{13 such nssoeiation, notwithstanding that it does not satisfy
the reqirentenis set forth in pacdgruph (1) of subsection (LY,
will, forthwith npon the dveiatration thereof, Le pndiitled (o
alliliation witly an associalien registered ns o nsllenal securities
nssociation pursuant to said subsection (b}, in (le manner andg
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nnder the terms and conditions prorvided Ly the rules of sad
notional seerritics assoelation in accordance with subtection
[cll ;and
'{2) such association and its rules satizfy the requirements
set forth in paragraphs (2} to {9}, inclusive, of subrection
(b}; except that in the case of any such association any
restriclions upen membeiship therein of the type awthorized
by parngraph {3) of subsection (b} shall net be less steingent
then in the cuse of the national zecnritiles associablon with
wlich such essocintion 15 te be alblinted.

“(e} Upan the liling of an opphication for registration pursuant
to gubsectron {b) or subsection (d}, the Commission shall by erder
grant such regisiration if the tequirements of this section are
gatisfied, [If, after approprinte notice amd opportunity for hearing,
it appears to the Commisston that any vequirement of this secuon
i= not, satisfied, the Commission shall by order deny such registration.
If any association pranted registration as nn aflilinted securities
gssociation pursuznt to subsection (d} shall fail to be admitted
promptly thereafter to affiliation with e registered national securities
associntion, the Commission shall revoke Lha registration of such
effiliated securitiea acsocintion. .

“(£) A registeredd securities association (whether nationul or
affiliated) may, upon such reasonable notice as the Commissinon may
deem necessory in Lhe public interest or for the protection of intes-
tors, withdraw from registration by filing with the Commicsion a
written notice of withdrawal in sueh form as the Commission tmay
by rules and regulations prescriba, Upon the withdrawal of &
national securities association from registratlon, the registration
of any assoeintion affilisled therewith shail sutormatically terminate.

*{g) I any registered securities azsgeiation {whether nationol or
efiliated) shall take any disciplinary action against any member
therenf, or shall deny odmission to any broker or dealer seeking mem-
bership therein, such action shall be subject to review by the Com-
mission, on its own motion, or upon applicatierr Ly anyv persen
arprieved thershy filed within sixty days after such action has been
taken or within such longer period as the Commission may determine.
Application te the Cominizsion for review, or the institution of review
by the Commissien on its ¢wn motion, sholl operate as & =tas of
such action until an order i= issued upon such retiew puersuant to
subsection (h).

“(h) (1) In a proceeding to review disciplinary action taken by 2
registered secutites associntion azainst a member thereof. il the
Commission, after appropriata notice and epportunity for hearing,
upen gongideration n% the record before the asseciation and sueh
other evidence a3 it may deem relevant, shall (Ad find that such
member lias emraged in such aets or practices, or hos omitted snch
act, a8 the association has found him to bave enmaged in er emitied,
ned (I3 shiall deiermine tluel such ncks or practices, or amilssion to
nct, are in vielation of such rules of the nssocialion as have been
desimaded in the setermination of the wesncintion, (he Coammission
zhall by order dismiss the proveeding, unless it oppencs to e Com-
muission that suel aetion should L smeddificd in ceconlawes winli pues.-

graph (23 of thia sabywection. The Commission shoall likewise Jeter-

.
- A e ——— s s



4 IPve. 7151
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mine whetlicr the acta or practices prohibiled, or the omission of
any nct refuited, by any such tule cousritute conelit Incansisteut
with just and equitable principles ot tewde. and shadl <o declare. 1F
it appears 1o e Comnmuission that the cvidence does ot waerrant the
fling required 1 elavse (A, o if the Comuissim shall deicrntine
that suel acts or practices as arc found to huve Tween eneseed 10 aro
not prohibited Ly the designated rule or rules of the usvagiation, or
that such act as is found to have been omitted is net requiced by such
designated rule or rules, the Commnission shall by order sat asule tha
action of the nsseciation.

“(2) If, after appropriate natice and oppoertunity for hearing, the
Commission finds that any penaley imposed upon a member 15 exces-
give or oppressive, having due regard to the public interest, the
Commizsion shall by order cancel, reduce, or require the remission of
such penalty.

#(3) In any procecdine to review the denial nf membership in a
ragistered secnrities associgtion, if the Cominission, after appropriata
notice and hewring, and npon consideration of the record Lefrre the
association and sueh other evidestee a5 it may deem relevant, shail
determine that the specthc grounds on which such denial is based
exist in fact and are vatid under this section, the Commissicn chall by
arder dismiss the proceeding; otherwise, the Commissing shall b
order set azide the action of the association aml require it to admit
the applicant broker or dealer to membership therain,

“{'1? f1) The rules of a registered securities sssociation may pro- -
vido that no member thereof shall deal with any nontmember broker
or derler (as defined in paragraph (2] of this subsection) except at
the same prices, for the same commissions or fees. and on the same
terms and conditions es ara by such member accorded to the gencral

ublie.

(2} For the purposes of this subeection, the term ‘nonmember
broker or denler® shall include eny broker or dealer who makes vse of
the mails or of any means or instrumentality of intevstate eommaerce
ta effect any transaction in, or to induce the pirchase or =ule of. any
security otherwise tlian on a natignal securities exehiange. who is not
a member of any registeped securities association, except a broker or
denler who dealds exclusively in commnercial papet, baukers’ accept-
ances, or commercinl bills,

“{3) Nothing iu this subsection =hell ba so conftrued or applied as
to prevent any member of & reeistered secorities assoeiation from
granting ko any ofler member of uny registered seeutities azsocintion
any dealer’s dizeount, nllowanee, commission, or specinl terms,

41} Every registersd secnriticg nzeaciation shall Rie ol the Com-
mission Jn aceondnieg wit such rules and regulations as the Cammis-
glon 1y preseribe ns necessary or appropriate in the (mblic nterest |
or for the protectien of investors, copies of any chanees i or addi-
tions fa the tules of the arsocialion, and soch other fornation and
doenments ns fhe Comnnession miy e to kesp aoreent or 1o sup-
plement the regedratinn stafement and documencs filert puescot to
subseclion {a). Anv change i or addition to the todes of a regels-
teved securitig n=soeintion shall fake effoet npaon the thirtierh day
gfter the liling of o eopy thereol with the Comnis:sinn, oF upon such
entlier date us Lo Counnission may determnine, unless the Comnmiission
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shall enter an order disapproving snch chinnge or addition; ond the
Commission shall enter sueh an oonder nnless sueh ehange or 2ddition
Sprewts 10 Lhe Conunission to be consistent with e requirements of
subsection (b} and subsection {d),

“lky (1Y The Comemission is nwtlwerized by order fo wbrogute any
rule of a registered sveuridies association, tf after appeopoute totice
end opporianity {vre hoaring, it appears to the Conuniz=un that such
obrogation is necessupy OF appropembe o essure i dealing by the
members of such association, to ussura a fair ceprescntztion of its
members in e administention of its alfairs or otherwiza to proteck
investors or ellectunte tho purpeses of this title.

{2} Tiwe Commistien may in writinge request any remislered seedr-
ities pssoctntion to adapt any specilicd alteration nfynr supplement to
its rules with respect to any of the matters hereinaiter enemeraled,
If such associution fails to adopt such afteration ar snpplement within
o rensonable time, tho Comenlssion ts authorized by order to aktor
or supplement the 1ules of such essociaticn in the manner thervtoforo
requested if, after nppropriste notice and opportunity for hearing, it
APpCArs to the Commission that sach alteration or supplement 1s neces-
sary or appropriate in the public interest or for the protection of
investors or to cifoctuate the purpoeses of this section, with respect to
{1) The basis fer, and procedure in connection with, the denial of
membership or the disciplijining of members; (2} the methiod for adap-
tion of any chanze in or addition to the rules of the nssocintion; (3) the
methad of choosing officers and directors; and (£} afliliation between
m%istered securities associationa,

{1} The Commission is authorized, if such action appears to it to
ba necessary or appropriate in the puhiiu inferest or for tlie protection
of investors or to carcy out the purposes of this section—

“{1) ofter oppropriata notice and oppertunity for hearing,
by order to suspend for & period mot exceading twelrte months
or to revoke the ragistration of o registered securities nssociaticn,
if the Commission finds that such assecintion has vielared any

rovision of this title or any rule or regulation thereundoer, or laa

ailed te enforce compliance with its own rules, or has engaped
in any other activity tending to defent the purposes of this section;

"‘[g} ofter nppropriste notica nnd opportunity for hearing, by
order to suspend for & period not exceeding twelve months or to
expel {rom a registered secutities nssocintion any member theregf
who the Commission finds (A} has viclated any }prm-ision of tlia
titla or any rula or reauiution thereunder, or hasz ctfected any
transaction for any other person whe, he had reason to belisve
wig violating witll yespect to such transaction auy provision of
this title er any rule or cegulition therennder, ae {B) has will-
fully viofated any provisien of the Svcuritics Act of 1933, as
amended, or of any rale or regulation thereunder, or bas eficeted
any transaction for uny ather person who, he had reason to
bolieve, was willfully vielating with respect to such Bravsaction
any provision of il Act or role or peguintion;

43} after appropriate notice sl opportimity for hearing,
by order to removn frein office any aflicer or divector of o repris-
toved securitivs association who, the Conuuission finds, Lias will-
fully fuiled to enforee Lhe rules of the sssociation, or has willfully
abmsed his acthority.

iy =

cmpn
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“{m) Nothing in this section shall be constried to apple with
respect Lo any Erunsaction by a broler or dealer inoany cxenpled
securily.

“{n}y I any provision of this eaction is in ennflict with any provi-
sion of any faw of the Untted States in focee on the date this section
takes effvet, the provision of tlis seetion shall prevail” .

Seg, B, subsectton (o) of section 15 of such Aet, as omended, 9
amended to read as follows:

“{e} {1} No breker nr deater shall make use of the mails nr of
any ruoins or insteomentality of wterstate cominerce to effret any
tranziction in, or to imdece the purchase or sale of, any scenrity
{other than conunercinl paper, bankers' aceeptaticss, or commercial
biils) ctherwisg ther mi a hattonal seenrithes exelniiese, be means
of any manipalative, deceptive, or ather frowdulent deviee or con-
trivance, The Commission shall, for the purpezes of this subsection,
by rules and regulations define such devicos or contrivanves as ure
manipulative, dereptive, or otherwise fraudulent. :

“f2} No broker or dealer shiall make use of the mnils or of any
means or instrumentality of interstate commeree to offect any trans-
astion in, or to induee or attempt 1o Induee the purchase or sale of,
ahy sccurity {other than an excmpted security or conunercial paper,
bankers’ acccptanees, or commercial bills) otherwise than on &
national secarities exchange, in counection with which suel brolker
ar dealer engrages in any fraudulent, deceptive, or manipuiative act
or practice, or makes any fetitions quotatiom.  The Cempuizsion
shatl, for the purposes of this paragraph, by rules and regulations
define, and preseribe means reasonably ht‘."ﬁi;‘_{ited to provent, such
acts and practices oz are fraudulent, deceptive, or manipalative and
such quetations as are fetitious.

“{Ef} No broker or dealer shall make vso of the mails or of any
meatis or instrumentnlity of interstate commerce to effect any trans-
action in, or to induce or attempt to induce the purclase or sale of,
any security {ather than an exempted sccerity or commereinl puper,
bankers* acceptances, or commercial bills) otherwise than on a
natlenal seeutitios exchange, in contravention of such rales and rema-
iations ns the Comnission may proserile as necessary or appropriats
in the publie interest o for the protection of jnvestors to provide
safeguards with respect to the hpanceinl responsibilicy of brokers
and daalevs.”? '

Sre. 3. Bulsection (b} of scction 29 of sieh Act is anwncded by
inserting before the period at the end thercof o colon and the follow-
ing: “Mrovided, (A) That no contract shall Lo vold by reason of this
eubgection beeause of any vielation of any role or rerulation poe-
seribed pursuaat to parageaph {(2) or (3) of sibsection (o) of section
15 of this title, and {T) that no contract shall be deenwed 1o b void
by reagoin of Unis subsection in any action anaiatained ip velianee upon
this subsection, by aoy person Lo or for whom any levker o dealer
sebls, or from or for whaom any broker or dealer prrchase: a security
in vipluion of any rube or regulation preseribod puesnant to paras
graph (If of sthseetion (¢} of section 15 of this aile, unlezs sach
netion is brengcht within one veae after the diseovery that 2och suls
ar purclase involves snch vielation and within three years afier such
\riollutiﬂu".
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Bee 4. Sectlon 32 of sucl Act, 03 emended, 18 amended by adding
at the el Lereaf e following vew subsoction:
“{e} Tho provisions of thia section shall not apply in the cuss of
any violation of noy vule o repulation prescribed pursuant to para-
raph {3) of suhsection {c¢) of section 14 uf this title, exvept 2 viola-
tien whicl consists of making, or cuusing (0 bo made, sy stalement
in any report or ducument required to ba filed under uni,: such rula
or regulation, wlich gtateincnt was ut the time and in the liglt of the
cireumstauces under which it wos muade false or mistea&i.ng with
res o wny materinl fuct.” '
£0. 5. Subsection {a) of seetion 17 of such Act, ug amended, is
amended by inserting immediately after the words "every broker or
dealer who transacts a businesa in securities through the medium of

‘any snch member,” the words “every registored securities association,™,

Approved, Juna 25, 1933,
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