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IS. 32~5l 
AN ACT 

To provide f~r the establishment of a mechanism of regulation among over-the- 
counter brokers and dealers operating in interstate and foreign commerce or 
through the mails, to prevent act§ and practices inconsistent with just and 
equitable principles of trade, and for other purposes. 

Be it enacted by the Senate and House of Representatives of tha 
United States of America ix Congress assembled, That  the .~Jcurities 
Exchange Act of 1934. as amended, is amended by inserting, after 
section 15 thereof the ~ollowing new section: 
• "SEo. 15A. (a) Any association of brokers or dealers may be reg- 
istered with the Commission as a national securities association pur- 
Suant to subsection (b), or as an altiliated securities association pur- 
suant to subsection (d), under the terms and conditions hereinafter 
provided in this section, by filing with the Commission a registration 
statement in such form as the Commission m~y prescribe. ~ t t ing  
:forth the information, and accompanied by the documents, below 
specified : 

"(1) Such data as to its organization, membership, and rules 
of procedure, and such other information as the Commission may 
by rules and re~dations require as necessary or appropriate in 
the public interest or for the protection of investors; and 

"(2) Copies of its constitution, charter, or articles of incor- 
poration or association, with all amendments thereto, and of its 
existing bylaws, and of any rules or instruments corresponding 
to the foregoing, whatever the name, hereinafter in this. t i t le 
collectively referred to as the 'rules of the association'. 

Such registration shall not be construed as tt waiver by such asso- 
ciation or any member thereof of any constitutional right or of any 
r ight  to contest the validity of any rule or rega!lation o f  the Commis- 
sion under this title. 

"(b)  An applicant association shall not be registered ,as a national 
securities association unless it appears to the Commission t lmt--  

"(1) by reason of the number of its members, the scope of 
their  transactions, and the geographical distribution of its mem- 
bel~ such association will be able to comply with the provisions 
of this title and the rnles and r%~lations thereunder and to 
carry,, out the purposes, of this sectmn;" 

(o.) such assocmtidn is so organized and is of such a charac- 
ter as to be able to comply with the provisions of this title 
and the rules and regulatmns thereunder, and to carry out the 
purposes of this section; 

"(3) the rules of the association provide that any broker or 
dealer who makes use of the mails or of  any means or in.¢l,,< rutnen- 
tality of interstate commerce to effect any transaction in, or to 
induce the purchase or sale of, any security otherwise than on 
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a national seclu'itics exchange, may become a member of such 
association, ex~:ept such as arc excluded pursuant  to paragraph 
(4) of this sill,section: l)roei¢lt'd, That the rules of the assocla- 
ti(,! may resll'ict membershi 1) in such association on such speci- 
fied geographical basis, or on such sl)ecified basis relating to 
the t)'pc of b~sine.~s done by its members, or on such other 
spcci/ied and 'tpprol)riate l),.~is, as appears to the Commission 
to be necessary or apl)rol>ri'ltc in the public intetv.st or for the 
protection of investors and to carry out the purpose of this 
section ; 

"(4) the rules of the association provide that, except with the 
approval or at the direction of the Commission in cases in 
which the Commission finds it appropriate in the public interest 
so to approve or direct, no broker or dealer shall be admitted 
to or continued in membership in such association, if (1) such 
broker or dealer, whether priori, or subsequent to becoming such, 
or (2) any partner, officer, director, or branch manager of such 
broker or dealer (or any person occupying a similar status or 
performing similar functions), or any person directly or indi- 
rectly controlling or controlled by such broker or dealer, whether 
prior or subsequent to becoming such, (A) has been and is 
suspended or expelled from a registered securities association 
(wlmther national or affiliated) or f rom a national securities 
exchange, for violation of any rule of such association or 

" ° ° " l r *  " ° " exchange whJch prohxbats any act o. transactmn coast~tutmg 
conduc{ inconsistent with just and equitable principles of trade, 
or requires any act the omission of which constitutes conduct 
inconsistent with just and equitable principles of trade, or  (B) 
is subject to an order of the Commission denying or revoking 
his re~strat ion l~ursuant to section 15 of this title, or expelling 
or suspending lnm from membership in a re~stered securit ies 
association or a national securities exchange, or (C) by his con- 
duct while eml)Ioyed by, acting for, or directly or "indirectly 
controlling or controlled by, a broker or dealer, was a cause of 
any suspension, expulsion, or order of the character described in 
clause (A) or (B) which is in effect with respect to such broker. 
or dealer; 
• "(5) the rules of the association assure a fair representation 

of its members in the adoption of any rule of the ~sociation 
or amendment thereto, the ¢elcction of its officers and directors 

° . . . .  

and in all other phases of the adnumstratmn of its affairs; 
"(6).  the rules of the association, provide for the equitable 

allocatmn of dues among Its members, to defray reasonable 
expenses of administration; 

"(7)  the rules of the association are dcs i~aed to prevent 
fraudulent and manipulative acts and practices, to promote ~ust 
and equitable prhlciplcs of trade, to provide safeguards agamst 
unreasonable profits or unreasonable rates of commissions~¢ or 
other charges, and, in general, to protect investors and the publio 
interest, al~d to remove impcdiments to and perfect the mecha- 
nism of a free and open mai'kct; and are not designed to permit 
unfair  discrimination bctwcen customers or issuers, or brokers 
or dealers, to fix minimum profits, to impose any schedule of 

. . . . . . .  . . . . .  : w - ,  ° .  - 
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priceq, or to impose -my schedule or fix min imum rates of com- 
missions, allowances, discounts, or o ther  charges; 

"(8) the rules of the association provide that  its metal,el-3 
shal'l be ai~propriately disciplined, by expulsion, suspension, lira,, 
censure, or ally other ti t t ing penalty, for any violation of its" 
rules; 
• " (9)  the rules, of the association. , . .  provide., a fair and ot'dt, rl$- 
procedure with respect to the chsclflhmng,, of members a,:d the  
denial of membemhip to any brekcr or dealer seeking retrain, r- 
ship therein. In  any proceeding to determine whethe, r an~: 
membbr shall be disciplined, such rules shall require that  spt.citi'~. 
charges bc brought;  that  ~uch member shall be notified of, aml  
be given an opportuni ty to defend against~ such charges; t h a t  
a record shall be kept;  and that  the determim, tion shall include 

A a statement settin,, for th any act or practice in which such 
~e)mber may be found~o  have engaged, or which such m,,nfi,,,r 
may be found to have omitted, (B) a statement setting for th the 
specific rule or rules of the association of which any such act or  
practice, or omission to act, is deemed to be in violation, (C) tt 
statement whether the acts or practices prohibited by sucl~ rulo 
or rules, or the omission of any act required thereby, are dt~,med 
to constitute conduct inconsistent wi th  just  and equitable pr iu-  
ciples of trade, and (D) a statement setting forth the l~emtltv 
imposed. In any proceeding to determine whether a b r o k e r  o~" 
dealer shall be denied membershil~, such rules shall provide t ha t  
the broker or dealer shall be notified of, and be given an eloper. 
tunity to be heard upon, the specific g rounds  for denial which 
ate under consideration; that  a record shall be kept;  and t ha t  
the determination shall set for th  the specific grounds upon whick  
the denial is based; and 

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

• "(c)":[ 'he Commissioll may pel~nit or require the rules of an 
association applying for registration pursuant  to subsection (b), to 
provide for the admission of an association registered as an affiliated 
securities association pursuant  to subsection (d),  to participation ia 
• . . • • ~. ° . 0  • • . 

~ d i a P  l~liCc?:l p avS°C 1 atl:~Ur : :p  :n~i~i~l~i~ts° t th : rc~:  ~ ~i ~i~ ~ taenr~n Su nl ~ r 

such other appropriate terms and conditions, as may be provided 
by the rules of said applicant association, if such rules appear to the 
Commission to be necessary or appropriate  in the public interest or  
for the protection of investors and to carry out the purposes of this  
section. The duties and powers of the Commission with respect to 
any national securities association or any affiliated securities associa- 
tion shall in no way be limited by reason of any such attiliation. 

" (d)  An applicant qssociation shall not be registered as art 
affiliated securities association unless it appears to the Commission 
t h a t ~  

"(1) such association, notwithstanding that  it does not satisfy 
the requirements set forth in paragraph (1) of subsection (b) ,  
will, forthwith upon the reg,stration thereof, be admitted to 
affiliation with an association registered as a national securities 
assoeiatiou-pursuant to said sub.section (b), in the manner  and 

~ . r ~  . . . . . .  ~ . . . . . . .  . . . . . . . . . . . . . . . . . . .  ~ ~ 
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under tile terms and conditions provided by the rules of said 
national scct/rities association in accordance with subsection 
(c) ; and 

"(2} such association and its rules satisfy the requirements 
set forth in paragraphs (2) to (9), inclusive, of subsection 
(b);  except that in the case of any such association any 
restrictions upon membership therein of the type authorized 
by paragraph (3) of subsection (b) shall not be less stringent 
than in the case of the national securities association ~'ith 
which such association is to be aililiated. 

~'(e) Upon the liling of an application for registration pursuant 
to subsection (b) or subsection (d), the Commission shall by order 
grant such registration if the requirements of this section are 
satisfied. If, after appropriate notice and opportunity for hearing, 
it appears to the Commission that any 1~equirement of this .~ction 
is not satisfied, the Commission shall b~y order deny such registration. 
I f  any association granted rc~stratmn as an affiliated securities 
association pursuant to subsection (d) shall fail to be admitted 
promptly thereafter to affiliation with a registered national securities 
association, the Commission shall revoke the registration of such 
affiliated securities association. 

"( f )  A re~stere¢! securities association (whether national or 
affiliated) may, upon such reasonable notice as the Commission may 
deem necessary in the public interest or for the protection of inves- 
tors, withdraw from registration by filing with the Commission a 
written notice of withdrawal in such form as the Commission may 
by rules and regulations prescribe. Upon the withdrawal of a 
national securities association from registration, the registration 
of any association affiliated therewith shall automatically terminate. 

"(g) I f  any registered securities association (whether national or 
affiia-ted) shall take any disciplinary action against any member 
thereof, or shall deny admission 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 upovt application by any person 
a~r ieved thereby filed within sixt da "s after such action'has been . . . . .  - e ¢  ' " Y ] ~  " " " 

taken or within such lon~,er permd as the Commlssmn may determine. 
Application to the Commission for review, or the institution of review 
by the Commission on its own motion, shall operate as a stay of 
such action until an order is issued upon such review pursuant to 
subsection (h). 
. " (h )  ()1 In a.]?roceedin_~ . . . .  to review disciplinary, action taken, by a 

regastered securities assocmtmn against a member thereof, if the 
Commission, after appropriate notice and opportunity for hearing, 
upon consider.ttion of the record before the association and such 
other evidence as it may dccm relevant, shall (A) find that such 
member has en~ag.cd in such acts or practices, or has omitted such 
act, as the assocmtmn has found him to have engaged in or omitted, 
and (B) sh~ll determine that such acts or practices, or omission to 
act, are in ~iolation of such rules of the association as have becrt 
dcsignmted in the determination of the association, the Commi.csioa 
shall by order dismiss the proceeding, unless it appears to the Com- 
mission that such action should be modified in accortlanco with para- 
graph (2) of this subsection. The Commission shall like,vise deter- 

- - . ~  ~ v - ~ - . . . : .  ~ ,  . ~ .  ~ . ~ ' ~  ~ , .  ~ 
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mine whether the acts or practices prohibited, or the omission of  
any act require(l, by any such l'ulo constitute conduct the,resistent 
with just and equitable l)rinciph s of tr.ltle, and shall so declare. I f  
it at)pears to the Comnfi~sion that the evidence do~.'s not warrant the 

no't prohibited by the designaWd rule or rules (,f ti~e a~so~iation, or 
that such act as is found to have been omittcd is not required by such 
designatcd rule or rules, the Commission shall by order ~ t  asicle the 
action of the association. 
_ ( ) . . , "  9. I f .  after aooropriate._ notice, and opportunity for hearing, tlm 
Commlssmn finds that any penalty imposed upon a member is exces- 
sive or oppressive, having due regard to the public interest, the 
Commission shall by order cancel, reduce~ or require the remission of  
such penalty. 

"(3) In any proceeding to review the denial of membership in a 
registered securities association, if the Commission, after appropriate 
notice and hearing, and upon consideration of the record before the 
association and such other evidelice as it may deem relevant, shall 
determine that the specific gTounds on which such denial is 'based 
exist in fact and are valid under this section, the Commissi¢,p.shall by 
order dismiss the proceeding; otherwise, the Commission shall by  
order set aside the action of the association and require it to admit  
the applicant broker or dealer to membership therein. 

" i f )  /1) The rules of a re~stered securitms association may pro- 
vide that no member thereof shall deal with any nonmember broker 
or dealer (as defined in paragraph (.2). of this subsection) except at 
the same prices, for the same commlssmns or fees, and on the same 
terms and conditions as are by such member accorded to the general 
public. 

"(~) For  the purposes of this subsection, the term 'nonmember 
broker or dealer' shall include any broker or dealer who makes use of 
the mails or of any means or instrumentality of interstate commerce 
to effect any transaction in, or to induce the purclmse or sale of. any 
security otherwise than on a national securities exchan..ae, who is not 
a member of any registered securities association, excel~e a broker or 
dealer who deals exclusively in commercial paper, bankers: accept- 
ances, or commercial bills. 

"()3 Nothin_-, . . . . .  in this subsection shall be so construed or ,.applied as 
to prevent any member of a reglstered ~curl tms assocmtmn from 
granting to an'v other member of imv registered securities association 
any de,liar's di'scount, ailowanc, e, commission, or special terms. 

¢~(i) F~very registered securities association shall file with the Com- 
mission in accordance with such rules and regulations as the Commis- 
sion may presc|~i,l,e as necessary or appropriate in the l~t,|blic interest 
or for the l)rot~ction of investors, copies of any chan¢ts in or :lddi- 
lions to the rules of the association, and such other ixiformation and 
documents as the (?ommission may require to kee l) eul'rcllt or to sup- 
sPtlement the registration statement and documents fih,d pul~uant to 

ibseetion (a)." Any change in or addition to the rules of a regis- 
tared seem'iti~,s asso~,iation slmll take ett'oct upon the thirtieth <lay 
after the tiling of a cop): thereof with the Conmfission, or upon such 
earlier data as the Comlmssion may detcrmino, unless the Commission 
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shall enter an order dis.q~proving such change or addition; and the 
Commission shall enter sut'h an order unless such change or addition 
appears to the Commis.~ion to be consi.~tent with the refluirements of  
subsection (b) and subsection (d).  

t ~ . . . .  T "(k)  (1) l he ComJmssmn Is authormed by order to abrogate any 
rule of a registered securities a~sociation, if after  apl?r~!l~riate notice 
and opp.ortl.mity for hearing, it aplmars t o  the Comlms~ton that such 
abrozatmn is necessary or appropriate to assure fair deeding by the 
members of such association, to assure a fair  representation of its 
members in the administration of' its affairs or otherwise to proteet 
investors or effectuate the purposes of this title. 

"(2) '  The Commission may in writing request any registered secur- 
ities association to adopt any specilied alteration o f  or supplement to 
its rules with respect to any of the matters hereinafter enumerated. 
I f  such association fails to adopt such alteration or supplement withirt 
a reasonable time, the Commission is authorized by order to alter 
or supplement the rules of such assoeiation in the maturer theretoforQ 
requested if, after appropriate notice and opportunity for hearing, ib 
appears to the Commission that such alteration or supplement is neces- 
sary or appropriate in the public interest or for the protection of  
investors or to effectuate the purposes of this section, with respect to : 
(1) The basis for, and procedure in connection with, the denial of  
membersh!p or the disciplining of m e m b e r ;  (2) the method for adop- 
tion of au2, c h a n ~  in or addition to the rules of the association ; (3) thB 
method of choosing officers and directors; and (4) affiliation bet, wean 
reuistered securities associations. 

"~ (1) The Commission is authorized, if such action appears to it to 
be necessary or appropriate in the public interest or for the protection 
of investors o r  to carry out the purposes of this s ec t ion -  

"(1) after appropriate notice and opportunity for hearing, 
by order to suspend for a period not exceeding twelve months 
or to revoke the registration of a registered securities association, 
if  the Commission finds that  such association has ~ iolated any 
provision of this title or any rule or regulation thereunder, or has 
failed to enforce compliance with its own rules, or has engaged. 
in any other activity tending to defeat the purposes of this section ; 

"(2) after appropriate notice and oppg. r tunity for hearing, by 
order to suspend for a period not exceeding twelve months or to 
expel from a r e ,  stared securities association any memlser thereof 
who the Commission' finds (A) has violated any provision of this 
title or any rule or regulation thereunder, or has cffected any 
transaction for any otller person who, lm had reason to believe 1 
was violating with respect to such transaction any provision or 
this title or any rule or regulation thereunder, or (B) has will- 
fully violated any provision of the Securit ies Act of 1933, as 
amended, or of any rule or regulation thereunder, or has affected. 
any transaction for any other person who, he had r e a c h  to 
believe, was willfully violating with respect to such transactiozx 
any provision of such Act or rule or regulation ; 

t'(3) after appropriate notice and opportunity for hearing, 
by order to remove t'rom office any officer or director of a re~s-  
tared securities association who, the Commission linds, has wall- 
fully failed to enforce the rules of the association, or has willfully 
abused his attthority. 

i 
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"(m) Nothing in this.section shall be construed to apply with, 
icspect to any trans:tction by a broker or dealer in an)' exempted 
security. 

" ( r j ) - I f  an~¢ provision of this sgctim~ is in conflict with troy provi- 
sion of any law of the United States in force on the date this sectimi 
takes etrcct~ the provision of this sectiou shall prevail." 

Szc. 2. Subsection (c) of section 1'5 of such Act, as amended, is 
amended to read as follows: 

"(c)  ( i )  No broker or dealer shall make use of the mails or of 
any means or instrumentality of il~terstate commerce to effect any 
transaction in, or to imluce the l)urchase or sale of, any security 
(other than commercial paper, bankers' acceptances, or commercit~l 
bills) otherwise than on a national securities exehan'_,e, by means 
of any manipulative, deceptive, or  other fraudulent  device'or con- 
trivance. The Commission shall, for the purposes of this subsection, 
by rules and re~dations define such dewccs or contrivances as are 
manipulative, deceptive, or otherwise fraudulent. 

"(2) No broker or dealer shall make use of the mails or of any 
means or instrumentality of interstate commerce to effect any trans- 
action in, or to induce or attempt to induce tim purchase or sale of, 
any security (other than an exempted security or commercial paper, 
bankers' acceptances, or commercial bills) otherwise than on a 
national securities exchange, in connection with which suctt broker 
or dealer engages in any fraudulent,  deceptive, or manipulative act 
or practice, or makes any fictitious quotation. The Commission 
shall, for the purposes of this paragraph, by rules and remfiations 
define, anti prescribe means reasonably designed to orev~lt, such 
acts and practices as are fraudulent,  deceptive, or man]pulatire and 
such quotations as are fictitious. 

"(3) No broker or dealer shall make use of the mails or of any 
means or instrumentality of interstate commerce to effect any trans- 
action in, or to induce or attempt to induce the purchase or'sale of, 
any security (other than an exempted security or commercial paper, 
bankers' acceptances, or commercial bills) otherwise than on a 
national securities exchange, in contraventiozi of such rules and regu- 
lations as the Commission may prescribe as necessary or appropriat6 
in the public interest or for the protection of investors to provide 
safe~mrds with respect to the financial responsibility of brokers 
and dealers." 

Src. 3. Subsection (b) of  section 29 of such Act is amended by 
inserting before the period at the end thereof a colon and the follow- 
ing: "Provldcd, (A) That no contract shall be void by reason of this 
subsection because of any violation of any rule or regulation pre- 
scribed pursuant to para,:raph (2) or (3) of  subsection !c) of section 
15 of this title, and (B) ' t ha t  no contract shall be deemed to be void 
by reason of this subsection in any action maintained in reliance upon 
this subsection, by any person to or for whom an)" broker or dealer 
sells, or from or for whom any broker or dealer purchases, a security 
in violation of any rule or regulation prescribed ptu'su:uit to para- 
graph (I) of sub~ection (c) of section 15 of this title, unless such 
action is brott~ht within one year  after the discovery that such sale 
or purchase il~voh'cs such violation and within three ~cars after such 
violation". 
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Sr_z. 4. Section 32 of such Act, as ameuded, is amended by adding 
at,the end thereof, the following new subscctton : 

(e) The 1,revisions o! this section shall not apply  in the case of 
any violation of any rule or rcgttlation prescribed pursuant to para- 
Kraph (3) of subsection (c) of section 15 of  this title, except a viola- 
uon which consists of makhag, or causing to be made, any statement; 
in any report or document required to be liled under any such rule 
or regulat2on, which statement was at the time and in the li~tlt of the 
circumstances under which it was mad~ falso or misleac~-ing with 
respect to any material fact." ' 

8ro. 5. Subsection (a) of section 17 of such Act, as amended, is 
amended by inserting immediately after the words "every broker or 
dealer who transacts a business in securities through the medium of 

• any aueh member," the words "every registered securities association,". 
Approved, Junta 25, 1938. 

. 
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