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issued by a foreign government or political sub-
division thereof.
{e) Compliance with this chapter by members
not required to be registered
The Commission, by rule, as it deems nec-
essary or appropriate in the public interest and
for the protection of investors or to assure equal
regulation, may require any member of a na-
tional securities exchange not required to reg-
ister under this section and any person associ-
ated with any such member to comply with any
provision of this chapter (other than subsection
(a) of this section) or the rules or regulations
thereunder which by its terms regulates or pro-
hibits any act, practice, or course of business by
a “broker or dealer" or ‘‘registered broker or
dealer’ or a “‘person associated with a broker or
dealer,”” respectively.
(f) Prevention of misuse of material, nonpublic
information
Every registered broker or dealer shall estab-
lish, maintain, and enforce written policies and
procedures reasonably designed, taking into
consideration the nature of such broker’s or
dealer's business. to prevent the misuse in viola-
tion of this chapter, or the rules or regulations
thereunder, of material, nonpublic information
by such broker or dealer or any person associ-
ated with such hroker or dealer. The Commis-
sion, as it deems necessary or appropriate in the
public interest or for the protection of investors,
shall adopt rules or regulations to require spe-
cific policies or procedures reasonably designed
to prevent misuse in violation of this chapter
(or the rules or regulations thereunder) of mate-
rial, nonpublic information.
(g) Requirements for transactions in penny
stocks
(1) In general
No broker or dealer shall make use of the
mails or any means or instrumentality of
interstate commerce to effect any transaction
in, or to induce or attempt to induce the pur-
chase or sale of, any penny stock by any cus-
tomer except in accordance with the require-
ments of this subsection and the rules and reg-
ulations prescribed under this subsection.
(2) Risk disclosure with respect to penny
stocks

Prior to effecting any transaction in any
penny stock, a broker or dealer shall give the
customer a risk disclosure document that—

(A) contains a description of the nature
and level of risk in the market for penny
stocks in both public offerings and second-
ary trading;

(B) contains a description of the broker’s
or dealer’s duties to the customer and of the
rights and remedies available to the cus-
tomer with respect to violations of such du-
ties or other requirements of Federal securi-
ties laws;

(C) contains a brief, clear, narrative de-
seription of a dealer market, including “bhid”
and ‘‘ask’ prices for penny stocks and the
significance of the spread between the bid
and ask prices;

(D) contains the toll free telephone num-
bher for inquiries on disciplinary actions es-
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tablished pursuant to section 780-3(i) of this
title;

(E) defines significant terms used in the
disclosure document or in the conduct of
trading in penny stocks; and

(F) contains such other information, and is
in such form (including language, type size,
and format), as the Commission shall re-
guire by rule or regulation.

(3) Commission rules relating to disclosure

The Commission shall adopt rules setting
forth additional standards for the disclosure
by brokers and dealers to customers of infor-
mation concerning transactions in penny
stocks. Such rules—

(A) shall require brokers and dealers to
disclose to each customer, prior to effecting
any ftransaction in, and at the time of con-
firming any transaction with respect to any
penny stock, in accordance with such proce-
dures and methods as the Commission may
require consistent with the public interest
and the protection of investors—

(i) the bid and ask prices for penny
stock, or such other information as the
Commission may, by rule, require to pro-
vide customers with more useful and reli-
able information relating to the price of
such stock;

(ii) the number of shares to which such
bid and ask prices apply, or other com-
parable information relating to the depth
and liguidity of the market for such stock;
and

(iii) the amount and a description of any
compensation that the broker or dealer
and the associated person thereof will re-
ceive or has received In connection with
such transaction;

(B) shall require hrokers and dealers to
provide, to each customer whose account
with the broker or dealer contains penny
stocks, a monthly statement indicating the
market value of the penny stocks in that ac-
count or indicating that the market value of
such stock cannot he determined because of
the unavailability of firm quotes; and

(C) may, as the Commission finds nec-
essary or appropriate in the public interest
or for the protection of investors, require
brokers and dealers to disclose to customers
additional information concerning trans-
actions in penny stocks.

(4) Exemptions

The Commission, as it determines consistent
with the public interest and the protection of
investors, may by rule, regulation, or order ex-
empt in whole or in part, conditionally or un-
conditionally, any person or class of persons,
or any transaction or class of transactions,
from the requirements of this subsection.
Such exemptions shall include an exemption
for brokers and dealers based on the minimal
percentage of the broker’s or dealer's commis-
sions, commission-equivalents, and markups
receivad from transactions in penny stocks.

(5) Regulations

It shall be unlawful for any person to vielate
such rules and regulations as the Commission
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shall prescribe in the public interest or for the
protection of investors or to maintain fair and
orderly markets—
(A) as necessary or appropriate to carry
out this subsection; or
(B) as reasonably designed to prevent
fraudulent, deeeptive, or manipulative acts
and practices with respect to penny stocks.

(k) Limitations on State law

(1) Capital, margin, books and records, bond-
ing, and reports

No law, rule, regulation, or order, or other
administrative action of any State or political
subdivision thereof shall establish capital,
custody, margin. financial responsibility,
making and keeping records, bonding, or fi-
nancial or operational reporting requirements
for brokers, dealers, municipal securities deal-
ers, government securities brokers, or govern-
ment securities dealers that differ from, or are
in addition to, the requirements in those areas
established under this chapter. The Commis-
sion shall consult periodically the securities
commissions (or any agency or office perform-
ing like functions) of the States concerning
the adequacy of such requirements as estab-
lished under this chapter.

(2) De minimis transactions by associated per-
SOns

No law, rule, regulation, or order, or other
administrative action of any State or political
subdivision thereof may prohibit an associated
person of a broker or dealer from effecting a
transaction described in paragraph (3) for a
customer in such State if—

(A) such associated person is not ineligible
to register with such State for any reason
other than such a transaction;

(B) such associated person is registered
with a registered securities association and
at least one State; and

(C) the broker or dealer with which such
person is associated is registered with such
State.

(3) Described transactions
(A) In general

A transaction is described in this para-
graph if—
(i) such transaction is effected—

(D) on hehalf of a customer that, for 30
days prior to the day of the transaction,
maintained an account with the broker
or dealer: and

(II) by an associated person of the
broker or dealer—

(aa) to which the customer was as-
signed for 14 days prior to the day of
the transaction; and

(bb) who is registered with a State in
which the customer was a resident or
was present for at least 30 consecutive
days during the l-year period prior to
the day of the transaction; or

(ii) the transaction is effected—

(I) on behalf of a customer that, for 30
days prior to the day of the transaction,
maintained an account with the broker
or dealer; and
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(II) during the period beginning on the
date on which such associated person
files an application for registration with
the State in which the transaction is ef-
fected and ending on the earlier of—

(aa) 60 days after the date on which
the application is filed; or
(bb) the date on which such State no-
tifies the associated person that it has
denied the application for registration
or has stayed the pendency of the ap-
plication for cause.
(B) Rules of construction

For purposes of subparagraph (A)(i)XID)—

(i) each of up to 3 associated persons of
a broker or dealer who are designated to
effect transactions during the absence or
unavailability of the principal associated
person for a customer may be treated as an
associated person to which such customer
is assigned,; and

(ii) if the customer is present in another
State for 30 or more consecutive days or
has permanently changed his or her resi-
dence to another State, a transaction is
not described in this paragraph, unless the
associated person of the broker or dealer
files an application for registration with
such State not later than 10 business days
after the later of the date of the trans-
action, or the date of the discovery of the
presence of the customer in the other
State for 30 or more consecutive days or
the change in the customer’s residence.

(i)2 Rulemaking to extend requirements to new

hybrid products
(1) Consultation

Prior to commencing a rulemaking under
this subsection, the Commission shall consult
with and seek the concurrence of the Board
concerning the imposition of broker or dealer
registration requirements with respect to any
new hybrid product, In developing and promul-
gating rules under this subsection, the Com-
mission shall consider the views of the Board,
including views with respect to the nature of
the new hybrid product; the history, purpose,
extent, and appropriateness of the regulation
of the new product under the Federal banking
laws; and the impact of the proposed rule on
the banking industry.

(2) Limitation

The Commission shall not—
(A) require a bank to register as a broker
or dealer under this section because the
bank engages in any transaction in, or buys
or sells, a new hybrid product; or
(B) bring an action against a bank for a
failure to comply with a requirement de-
scribed in subparagraph (A),
unless the Commission has imposed such re-
guirement by rule or regulation issued in ac-
cordance with this section.
(3) Criteria for rulemaking

The Commission shall not impose a require-
ment under paragraph (2) of this subsection

2830 in ariginal. Two subsecs. (1) have been enacted.
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with respeect to any new hybrid product unless
the Commission determines that—
(A) the new hybrid product is a security;
and
(B) imposing such requirement is nec-
essary and appropriate in the public interest
and for the protection of investors.

(4) Considerations

In making a determination under paragraph
(3), the Commission shall consider—

(A) the nature of the new hybrid product;
and

(B) the history, purpose, extent, and appro-
priateness of the regulation of the new hy-
brid product under the Federal securities
laws and under the Federal banking laws.

(5) Objection to Commission regulation
(A) Filing of petition for review

The Board may obtain review of any final
regulation described in paragraph (2) in the
United States Court of Appeals for the Dis-
trict of Columbia Circuit by filing in such
court, not later than 60 days after the date
of publication of the final regulation, & writ-
ten petition requesting that the regulation
be set aside. Any proceeding to challenge
any such rule shall be expedited by the
Court of Appeals.

(B) Transmittal of petition and record

A copy of a petition described in subpara-
graph (A) shall be transmitted as soon as
possible by the Clerk of the Court to an offi-
cer or employee of the Commission des-
ignated for that purpose. Upon receipt of the
petition, the Commission shall file with the
court the regulation under review and any
documents referred to therein, and any other
relevant materials prescrihed by the court.

(C) Execlusive jurisdiction

On the date of the filing of the petition
under subparagraph (A), the court has juris-
diction, which becomes exclusive on the fil-
ing of the materials set forth in subpara-
graph (B), to affirm and enforce or to set
aside the regulation at issue.

(D) Standard of review

The court shall determine to affirm and
enforce or set aside a regulation of the Com-
mission under this subsection, based on the
determination of the court as to whether—

(i) the subject product is a new hybrid
product, as defined in this subsection;

(ii) the subject product is a security; and

(iii) imposing a requirement to register
as a broker or dealer for banks engaging in
transactions in such product is appropriate
in light of the history, purpose, and extent
of regulation under the Federal securities
laws and under the Federal banking laws,
giving deference neither to the views of
the Commission nor the Board.

(E) Judicizal stay

The filing of a petition by the Board pursu-
ant to subparagraph (A) shall operate as a
judicial stay. until the date on which the de-
termination of the court is final (including
any appeal of such determination).
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(F) Other authority to challenge

Any aggrieved party may seek judicial re-
view of the Commission's rulemaking under
this subsection pursuant to section 78y of
this title.

(8) Definitions

For purposes of this subsection:
(A) New hybrid product

The term “‘new hybrid product’” means a
product that—

(i) was not subjected to regulation by the
Commission as a security prier to the date
of the enactment of the Gramm-Leach-Bli-
ley Act [Nov. 12, 1999];

(ii) is not an identified banking product
as such term is defined in section 206 of
such Act; and

(iii) is not an equity swap within the
meaning of section 206(2)(6) of such Act.

(B) Board

The term *“‘Board” means the Board of
Governors of the Federal Reserve System.

(i) 2 Limitation on Commission authority

The authority of the Commission under this
gection with respect to security-based swap
agreements (as defined in section 206B of the
Gramm-Leach-Bliley Act) shall be subject to the
restrictions and limitations of section 78¢-1(b) of
this title.

(June 6, 1934, ch. 404, title I, §15, 48 Stat. B95;
May 27, 1986, ch. 462, §3, 49 Stat. 1377; June 25,
1938, ch. 677, §2, 52 Stat. 1075; Pub. L. 88-467, §6,
Aug. 20, 1964, 78 Stat. 570; Pub. L. 91-598, §11(d),
formerly §7(d), Dec. 30, 1970, 84 Stat. 1653, re-
numbered §11(d), Puh. L. 95-283, §9, May 21, 1978,
92 Stat. 260; Pub. L. 94-29, §11, June 4, 1975, 89
Stat. 121; Pub. L. 95-213, title II, §204, Dec. 18,
1977, 91 Stat. 1500; Pub. T.. 98-88, §3(a), June 86,
1983, 97 Stat. 206; Pub. L. 98-378, §§4, 6(b), Aug.
10, 1084, 98 Stat. 1265; Pub. L. 99-571, title I,
§102(e), (), Oct. 28, 1985, 100 Stat. 3218; Pub. L.
100-181, title IIL, §317, Dec. 4, 1987, 101 Stat. 1256;
Pub. L. 100-704, §3(b)(1), Nov. 18, 1988, 102 Stat.
4679; Pub. L. 101429, title V, §§504(a), 505, Oct. 15,
1990, 104 Stat. 952, 953; Pub. L. 101-550, title IIL,
§203(a), (c)(1), Nov. 15, 1990, 104 Stat. 2715, 2718;
Pub. L. 103-202, title I, §§105, 106(bX2)(B),
109(b)(2), 110, Dec. 17, 1993, 107 Stat. 2348, 2350,
2353; Pub. L. 104-67, title I, §103(a), Dec. 22, 1995,
109 Stat. 756; Pub. L. 104-290, title I, §103(a), Oct.
11, 1996, 110 Stat. 3420; Pub. L. 105-353, title III,
§301(b)(8), Nov. 3, 1998, 112 Stat. 3236; Pub. L.
106-102, title II, §205, Nov. 12, 1899, 113 Stat. 1391;
Pub. L. 106-554, §1(a)5) [title II, §§203(a)1), (b),
206(h). title IIL, §303¢e), (f)], Dec. 21, 2000, 114
Stat. 2763, 2763A—421, 2763A-423, 2763A-432
2763A-454, 2763A-455; Pub. L. 107-204, title VI,
§604(a), (c)(L)(B)(ii), July 30, 2002, 116 Stat. 795,
796: Pub. L. 109-291, §4(b)(1)(A), Sept. 29, 2006, 120
Stat. 1337.)

REFERENCES IN TEXT

This chapter, referred to in subsecs. (b)(2)(B). (C), (3),
(4)(A), (D), (B), (11)B), (12)(B), (cX3KB), (8), (e), (), and
(h)(1), was in bthe original “this title'". See References
in Text note set out under section 78a of this title.

The Commeodity Exchange Act, referred to in subsecs.
(b)(@)(B)(D), (C) to (B) and (c}3)B). is act Sept. 21, 1923,
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ch. 369, 42 Stat. 988, as amended, which is classified gen-
erally to chapter 1 (§1 et seq.) of Title 7, Agriculture.
For complete clagsification of this Act to the Code, see
section 1 of Title 7 and Tables.

The Securities Act of 1933, referred to in subsecs.
(b)(4)(D), (E), (c)8), and (d), iz act May 27, 1833, ch. 38,
title I, 48 Stat. T4, as amended, which is classified gen-
erally to subchapter 1 (§77a et seq.) of chapter 2A of
this title. For complete classification of this Act to the
Code, see section T7a of this title and Tables.

The Investment Advisers Act of 1940, referred Lo in
subsec. (h)(4)D), (B), is title I of act Aug. 22, 1940, ch.
686, 54 Stat. 847, as amended, which is classified gener-
ally to subchapter II (§80b-1 et seq.) of chapber 2D of
this title. For complete classification of this Act to the
Code, see section 80b-20 of this title and Tables.

The Investment Company Act of 1940, referred to in
suhsec. (bX4)(D), (E), is titie I of act Aug. 22, 1040. ch.
686, 54 Stat. 789, as amended, which is classified gener-
ally to subchapter 1 (§80a-1 et seq.) of chapter 2D of
this title. For complete classification of this Act to the
Code, see section 80a-51 of this title and Tables.

Sections 206 and 206B of the Gramm-Leach-Bliley
Act, referred to in subsecs. (¢)(1), (1)(6)(A)(ii), (iii), and
(i), are sections 206 and 206B of Pub. L. 106-102, which
are set out as notes under section 78c of this title.

AMENDMENTS

2006—Subsec. (b)(4)(B)(ii), (C). Pub. L. 109291 inserted
‘“nationally recognized statistical rating organiza-
tion." after “‘transfer agent,”.

2002—Subsec. (b)(4)F). Pub. L. 107-204, §604(a)(1),
added subpar. (F) and struck out former subpar. (F)
which read as follows: ‘“‘is subject to an order of the
Commission entered pursuant to paragraph (6) of this
subsection (b) barring or suspending the right of such
person to be associated with a broker or dealer.”

Subsec. (b)(4)}H). Pub. L. 107-204, §604(a)(2). added
subpar. (H).

Subsec. (b)6B)A)i). Pub. L. 107-204, §604(c)(1KB)iD),
substituted “, or is subject to an order or finding,” for
“or omission™.

2000—Subsec. (b)(11). Pub. L. 106-554, §1(a)(5) [title IL
§203(a)(1)], added par. (11).

Subsec. (b)(12). Pub. L. 106-554, §l(a)b) [title II,
§203(b)], added par. (12).

Subsec. (c)(1). Pub. L. 106-554, §1l(a)() [title IIL,
§303(e)], amended par. (1) generally. Prior to amend-
ment, par, (1) consisted of subpars. (A) to (E) prohibit-
ing use of mails or instrumentality of interstate com-
merce for transactions in securities by manipulative,
deceptive, or other frandulent device, requiring the
Commission, by regulation, to define such devices as
manipulative, deceptive or fraudulent, and providing
for consultation with the Secretary of the Treasury
and other agencies prior to adoption of regulations.

Subsec. (c)(3). Pub. L. 106-554, §l{aX5) [title IL
§206(h)]. designated existing provisions as subpar. (A)
and added subpar. (B).

Subsec. (i). Pub, L. 106-554, §1(a)(5) [title IIIL, §303(f)].
added subsec. (i) relating to limitetion on Commission
authority.

1998—Subsec. (i). Pub. L. 108-102 added subsec. (i) re-
lating to rulemaking to extend requirements to new
hybrid products.

1998—Subsec. (¢)8). Pub. L. 105-353, §301(b)(8)(A), re-
aligned margins.

Subsec. (h)(2). Pub. L. 105-353, §301L(b)(B)}E), sub-
stituted ‘‘effecting” for ‘‘affecting’’ in introductery
provisions.

Subsee. (h)3)(AWINIL)(bh).  Pub. L.  105-353,
§301(b}8)(C), inserted ‘“‘or" after semicolon at end.

Subsec. (h}3)(A)ii)T). Puh. L. 105-353, §301(b)(8) (D),
substituted “maintained” for “‘maintains”.

Subsec. (h¥3)(B)(ii). Pub, L. 105-353, §301(b)(8)(E). sub-
stituted “‘associated” for “‘association’.

1886—Subsec. (h). Pub. L, 104280 added subsee. (h).

1985—Subsec. (¢c)(8). Pub. L. 104-67 added par. (8).

1993—Subsec. (bX1)(B). Pub. L, 103-202, §108(b)2), in-
serted *The order granting registration shall not be ef-
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fective until such broker or dealer has become a mem-
ber of a registered securities agsociation, or until such
broker or dealer has become a member of a national se-
curities exchange if such broker or dealer effects trans-
actions solely on that exchange, unless the Commission
has exempted such broker or dealer, by rule or order,
from such membership.” before “The Commission may
extend’.

Subsec. (b)T). Pub. L. 103-202, §106(b)(2)(B), inserted
“or government securities broker or government secu-
rities dealer registered (or reguired to register) under
section T8o-5(a)(1)(A) of this title" after “No registered
hroker or dealer” in introductory provisions.

Subsec. (e)1). Pub. L. 103-202, §105(b), inserted sub-
par. designation **(A)" after **(1)", substituted ‘“‘con-
trivance." along with subpar. designation ‘(B)" and
“No municipal secarities dealer' for “‘contrivance, and
no municipal securities dealer', substituted *‘contriv-
ance.” along with subpar. (C), subpar. designation
“{D)" and “The Commission shall” for ‘‘contrivance.
The Commission shall”, and added subpar. (E).

Subsec. (e)(2). Pub. L. 103-202, §105(a), inserted sub-
par. designation “(A)" after ‘42)", substituted *ficti-
tious guotation.' along with subpar. designation *(B)”
and “No municipal securities dealer for *fickitious
quotation, and no municipal securities dealer”, sub-
stituted *‘fictitious guotation.”” along with subpar, (C),
subpar. designation (D) and “The Commission shall”
for ‘“fictitious guotation. The Commission shall”, and
added subpar. (E).

Subsec. (¢)T). Pub. L. 103-202, §110, added par. (7).

1990—=Subsec. (b)(4)(B). Pub. L. 101-550, §203(a)1), in-
serted “‘or of a substantially equivalent crime by a for-
gign court of competent jurisdiction™ after ‘‘mis-
demeanor”.

Subsec. (b)(4)(B)(i). Pub. L. 101-550, §203(a)2), inserted
“‘any substantially equivalent activity however de-
nominated by the laws of the relevant foreign govern-
ment,” after “*burglary,’.

Subsec. (b)(4XB)(ii). Pub, L. 101-550, §203(a)(3), in-
serted “foreign person performing a function suhstan-
tially equivalent to any of the above,' after ““transfer
agent,” and ‘or any substantially equivalent foreign
statute or regulation” before semicolon at end.

Subsec. (b)(4)(B)(iii). Pub. L. 101-550, §203(a)4), in-
serted *, or substantially equivalent activity however
denominated by the laws of the relevant foreign gov-
ernment'' after ‘securities™.

Subsec. (P)(4XBXiv). Pub. L. 101-550, §203(a)(5), in-
serted “‘or a viclation of a substantially equivalent for-
eign statute’ after “*title 18",

Subsec. (b)4)(C). Pub. L. 101-550, §202(a)(6), inserted
“foreign person performing a function substantially
equivalent to any of the above,” after *“transfer
agent,'", “or any substantially equivalent foreign stat-
ute or regulation™ after '“Commodity Exchange Act”
wherever appearing, and ‘‘foreign entity substantially
esquivalent to any of the above,” after ‘‘insurance com-
pany,”.

Subsec. (b)4)XG&). Pub. L. 101-550, §203¢a)(7), added
subpar, ().

Subsec. (b)(6). Pub. L, 101429, §504(a), amended par.
(6 generally, Prior to amendment, par. (6) read as fol-
lows: “The Commission, by order, shall cemsure or
place limitations on the activities or functions of any
person associated, seeking to become associated, or, ab
the time of the alleged misconduct, associated or seek-
ing to become associated with a broker or dealer, or
suspend for a pericd not exceeding twelve months or
bar any such person from being associated with a
broker or dealer, if the Commission finds, on the record
after notice and opportunity for hearing, that such cen-
sure, placing of limitations, suspension, or bar is in the
public interest and that such person has committed or
omitted any act or omission enumerated in subpara-
graph (A), (D), (B), or (G) of paragraph (4) of this sub-
section, has been convicted of any offense specified in
subparagraph (B) of said paragraph (4) within ten years
of the commencement of the proceedings under bhis
paragraph, or is enjoined from any action, conduct, or
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practice specified in subparagraph (C) of said paragraph
(4). It shall be unlawful for any person as to whom such
an order suspending or barring him from heing associ-
ated with a broker or dealer is in effect willfully to be-
come, or to be, associated with a broker or dealer with-
out the consent of the Commission, and it shall be un-
lawful for any broker or dealer to permit such a person
to become, or remain, a person associated with him
without the consent of the Commission, if such broker
or dealer kmew, or in the exercise of reasonable care
should have known, of such order.”

Pub. L. 101-550, §203(c)(1), substituted “(A), (D), (E).
or (G)" for *““(A), (D), or (E)".

Subsec. (g). Pub. L. 101-428, §505, added subsee. (g).

1986—=Subsec. (f). Pub. L. 100-704 added subsec. (f).

1987—=Subsec. (b)(4)B)(ii). Pub. 1. 100-161, §317(1), sub-
stitoted ‘‘fiduciary, transfer agent, or"” for “‘fiduciary,
or any'.

Subsec. (B)(H(C). Pub. L. 100-181, §317(2), added sub-
par. (C) and strack out former subpar. (C) which read as
follows: “‘is permanently or temporarily enjoined by
arder, judegment. or decree of any court of competent
jurisdiction from acting as an investment adviser, un-
derwriter, brolker, dealer, entity or person required to
be registered under the Commodity Exchange Act, mu-
nicipal securities dealer, government securities broker,
or government securities dealer, or as an affiliated per-
son or employee of any investment company, bank, en-
tity or person required to be registered under such Act,
or insurance company, or from engaging in or continu-
ing any conduct or practice in connection with any
such activity, or in connection with the purchase or
sale of any security.”

Subsec. (b)X6). Pub. L. 100-181, §317(3), substituted
“seeking to become associated, or, at the time of the
alleged misconduct, associated or seeking to become
agsociated’ for ‘‘or sesking to become associated,” in
first sentence,

Suhsec. (b)(10). Pub. L. 100-181, §317(4), substituted
“T8a-1(h)(4)(A)” for “T8a-1(b}4)(B)".

1986—Subsec. (b)(4)(A). Pub. L. 99-571, §102(e)(1), in-
serted “or with any other appropriate regulatory agen-
oy,

Subsec. (b)(D)(BNii). Pub. L. 98-571, §102(2)(2), inserted
“government securities broker, government securities
dealer,”.

Subsec. (b)(4)(C). Pub. L. 99-571, §102(e)(3), substituted
“municipal securibies dealer, government securities
broker, or government securities dealer,” for “or mu-
nicipal securities dealer,”.

Suhbsec. (b}B). Pub. L. 99-571, §102(e)(4), substituted
“any registered broker or dealer" for “‘any broker or
dealer required to register pursuant to this chapter”
and strock out ““‘an exempted security’ after “other
than''.

Subsec. (c)(3). Pub. L. 99-571, §102(), inserted *‘(other
than a government securities broker or governmenst se-
curities dealer, except a registered broker or dealer)”
and “‘(except a government security)™.

1984 -Subsec. (b)(4)(B)(ii). Pub. L. 98-376, §6(b)(1), sub-
stituted “*fiduciary, or any entity or person required to
be registered under the Commeodity Exchange Act (7
U.8.C. 1 et seq.)’ for *or fiduciary™.

Subseec. (h)}4)(C). Pub. L. 98-376, §6(b)(2), inserted “en-
tity or person reguired to be registered under the Com-
modity Exchange Act,” and “entity or person required
to be registered under such Act”.

Subsec. (b)(4)(D), (E). Pub. L. 98-376, §6(bK3), inserted
“the Commodity Exchange Act,’.

Subsec. (¢)4). Pub. L. 98-376, §4, inserted reference to
section 78n of this title and “and any person who was
a cause of the failure to comply due to an act or omis-
sion the person knew or should have known would con-
tribute to the failure to comply,”.

1883—Subsec. (b)(B). Pub. L. 98-38, §3(a)(l), added par.
(8) and struck out former par. (8), which had directed
that, in addition to the fees and charges anthorized by
par. (T) of this subsection. each registered hroker or
dealer not a member of a registered securities associa-
tion pay to the Commission such reasonable fees and
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charges as necessary to defray the costs of the addi-
tional regulatory duties required to be performed by
the Commission because such broker or dealer effected
transactions in securities otherwise than on a national
securities exchange of which it was a member and was
not a member of a registered securities assocciation,
and that the Commission, by rule, establish such fees
and charges.

Subsec, (b)(8)., Pub, L. 9838, §3(a)(2), added par. (9)
and struck out former par. (9), which had provided that
1o broker or dealer subject to par, (8) of this subsection
could effect any transaction in, or induce the purchase
or sale of, any security {otherwise than on a naticnal
securities exchange of which it was a member) in con-
travention of such rules and regulations as the Com-
mission might prescribe designed to promote just and
equitable principles of trade, to remove impediments to
and perfect the mechaniam of a free and open market
and a national market system, and, in general, to pro-
tect investors and the public interest.

1977—Subsec. (d). Pub. L. 95-213 authorized the Com-
mission to define, for purposes of this subsection, term
*held of record™.

1875—Pub. L. 94-29, §11(1), amended section catchline.

Subsec. (a). Pub. L. 94-29, §11(2), required registration
with the Commission of all persons utilizing an ex-
change’s facilities to eifect transactions.

Subsec. (b). Pub. L. 5429, §11(2), expanded coverage to
include municipal securities dealers, permitted
nonbank municipal securities dealers and brokers fo
register company departments or divisions conducting
municipal securities activifies rather than the com-
pany of which the department or division is a part, sub-
jected municipal securities and associated persons
thereof to the Commission’s enforcement and discipli-
nary powers, updated the list of statutory offenses
which bar 2 person from becoming a broker-dealer or
an associated person of a hroker-dealer, expanded Com-
mission regulatory control to include all brokers and
dealers executing transactions on exchanges of which
such brokers and dealers are not members, required
any registered broker-dealer who is not a member of a
registered securities association to pay the Commis-
sion fees imposed by it to defray the costs of the addi-
tional regulatory duties to be performed by the Com-
mission, and clarified the power of national securities
exchanges, registered securities associations, and reg-
istered clearing agencies to make determinations as to
whether a person is subject to statutory disqualifica-
tion.

Subsee. (¢)(1). Pub. L. 94-29, §11(3), expanded the Com-
miasion's authority to define devices, contrivances,
acts, and practices deemed manipulative, deceptive,
and otherwise fraudulent for municipal securities deal-
ers as well as for brokers and dealers.

Subsec. (c)(2). Pub. L. 94-29. §11(3), expanded the Com-
mission’s authority to define guotations deemed to he
fictitious for municipal securities dealers as well as for
brokers and dealers,

Subsec. (¢)(3). Pub. L. 9429, §11(3), inserted require-
ment that rules and regulations be promulgated no
later than Sept. 1, 1975, establishing minimum financial
responsibility requirements for all brokers and dealers.

Subsec. (¢)(5). Pub. L. 94-20, §11(4). substituted provi-
sions authorizing the Commission to regulate trading
activities of market malkers other than specialists reg-
istered on a national securities exchange for provisions
authorizing the Commission summarily to suspend
trading, otherwise than on a national securities ex-
change, in any security other than an exempted secu-
rity for a period not exceeding 10 days If the public in-
terest and the protection of investors so requires,

Subsec. (¢)(6). Pub. L. 94-29, §11(5), added par. (6).

Subgsec. (). Pub. L, 94-29, §11(6). added subsec. (g).

1970—Subsec. (c)(3). Pub. L. 91-598 extended Commis-
sion’s rulemaking power to hoth the éxchange and the
over-the-counter markets, striking out ‘‘otherwise
than on a national securities exchange’ hefore “in con-
travention of such runles and regulafions and sub-
stituting “‘shall prescribe” for “may prescribe” and
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provided for safeguards with respect bte the related
practices of brokers and dealers. including customers’
securities and customers’ deposits or credit balances,
and maintenance of reserves with respect to such de-
posits or credit balances.

1984—Suhsec. (a). Pub. L. 88467, §6(a), designated ex-
isting provisions as par. (1) and added par. (2).

Bubsee. (b)1). Pub. L. 88-467, §6(b), designated first
par. as (1) and sunbstituted ‘“‘persons associated with
such broker or dealer” for “person directly or indi-
rectly controlling or controlled by. or under direct or
indirect common control with, such broker or dealer,’.

Subsec. (b)(2). Pub. L. 88-467, §6(b), designated second
par. as (2) and substituted *‘associsted with the appli-
cant” for *“‘directly or indirectly controlling or con-
trolled by, or under direct or indirect common control
with, the applicant’.

Bubsec. (b)(3). Pub. L. 88-467, §6(h). designated third
par. as (3) and substituted ‘‘effective date of the ragz-
istration" for “‘effective date thereof’.

Suhsec, (bX4). Pub. L. 88467, §6(1), added par. (4).

Subsec. (b)5). Pub. L. 88-467, §6(h), designated first
sentence of fourth par, as (5). provided for censure and
for suspension for period not exceeding twelve months,
substitnted the language “‘thafb such broker or dealer,
whether prior or subsegquent to becoming such, or any
person associated with such broker or dealer. whether
prior or subsequent to becoming so associated'’ for
“that (1) such broker or dealer whether prier or subse-
quent to becoming such, or (2) any partner, officer, di-
rector, or branch manager of such broker or dealer (or
any person occupying a similar status or performing
similar functions), or any person directly or indirectly
controlling or controlled by such broker or dealer,
whether prior or subsequent to becoming such’, sub-

stituted in clause (A) the provision respecting false or

misleading statements in any report required to, be
filed with the Commission for such statements in any
document supplemental to application for registration
and inserted in such clause (A) the material fact omis-
sion provision, designated existing provisions of clause
(B) as items (i) and (ii), included in item (ii) the busi-
ness of investment broker, and added items (iii) and
(iv), provided in clause (C) for enjoyment from acting
as an investment adviser, underwriter, broker, or deal-
er, or as an affiliated person or employee of any invest-
ment company, bank, or insurance company, or from
engaging in or continuing any conduct or practice in
connection with any such activity, made clause (D) ap-
plicable to violations of the Investment Advisers Act of
1840 and the Investment Company Act of 1940, and
added clauses (E) and (F).

Subsec. (h)(6). Pub. L. 88-467, §6(b), designated second
through fifth sentences of fourth par. as (6) and, in pro-
vision constituting first sentence of par. (6) substituted
“‘any registration under this subsection™” for “‘any such
registration’ and inserted **(which may consist solely
of affidavits and oral argument)"’ after “opportunity
for hearing™'.

Subsec. (bXT) to (10). Pub. L. 88467, §6(k), added pars.
(7) to (10).

Subsec. (c)(4), (5). Pub. L. 88467, §6(c), added pars. (4)
and (5).

Subsec. (d). Pub. L. 88467, §6(d), substituted provi-
sions which require every issuer filing a registration
statement under the Securities Act of 1833 to file for
the fiscal year in which the registration statement be-
comes effective such reports as may be required by the
Commission under section 78m of this tifle and provide
for suspension of duty to file reports for any later fiscal
years if at the beginning of such fiscal year the securi-
ties to which the registration statement relates are
held of record by less than three hundred persons for
former provisions which required Ghe registration
stabement filed under the Securities Act to contain an
undertaking if the value of the securities offered plus
the value of other outstanding securities of the same
¢lass amounted to $2,000,000 or more and suspended the
duty to file if the value of securities outstanding was
reduced to less than $1.000,000 or the issuer had become
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subject to an equivalent reporting requirement and de-
leted “‘or to any other security which the Commission
may by rules and regulations exempt as not com-
prehended within the purposes of this suhsection’ after
“'political subdivision thereof’.

1938—Subsec. (¢)2), (3). Act June 25, 1938, added pars.
(2) and (3).

1936—Act May 27, 1936, amended section generally.

EFFECTIVE DATE OF 1999 AMENDMENT

Amendment by Pub. L. 186-102 effective at the end of
the 18-month period beginning on Nov. 12, 1989, see sec-
tion 209 of Pub. L. 106-102, set out as a note under sec-
tion 1828 of Title 12, Banks and Banking.

EFFECTIVE DATE OF 1995 AMENDMENT

Amendment by Pub. L. 10467 not to affect or apply
to any private action arising under this chapter or titie
I of the SBecurities Act of 1933 (15 U.S.C. 77a et sed.),
commenced before and pending on Dec. 22, 1995, see sec-
tion 108 of Pub. L. 10467, set out as a note under sec-
tion 77! of this title.

EFFECTIVE DATE OF 1990 AMENDMENT

Amendment by section 504(a) of Puh. L. 101-429 effec-
tive 12 months after Oct. 15, 1990, or upon issuance of
final regulations initially implementing such amend-
ment, whichever ig earlier, and with provisions relating
to civil penalties and accounting and disgorgement, see
section 1(c)(2), (3)(A) of Pub. L. 101-429, set out in a note
under sechion 77g of this title.

Amendment by section 505 of Pub. L. 101-429 effective
18 months after Oct. 15, 1990, or upon issuance of final
regulations initially implementing such amendment,
whichever is earlier, with provision to commence rule-
making proceedings to implement such amendment not
later than 180 days after Oct. 15, 1990, and with provi-
sions relating to civil penalties and accounting and dis-
gorgement, see section L(c)2), (3)B), (C) of Pub. L.
101429, set ont in a note under section 7Tg of this Gitle.

EFFECTIVE DATE OF 1988 AMENDMENT

Section 9 of Pub. L. 100-704 provided that: *“The
amendments made by this Act [enacting sections 78t-1,
T8u-1, and 80b—4a of this title and amending this section
and sections 78c, 78u, T8ff, and 78kk of this title]. except
for section 6 [amending sections 78¢c and 78u of tGhis
title], shall not apply to any actions occurring hefare
the date of enactment of this Act [Nov, 19, 1988]."

EFFECTIVE DATE OF 1986 AMENDMENT

Amendment by Pub. L. 89-571 effective 270 days after
Oct. 28, 1986, see section 401 of Pub. L. 99-571, set out as
an Effective Date note under section T80-5 of this title.

EFFECTIVE DATE OF 1984 AMENDMENT

Amendment Pub. L. 98-376 effective Aug. 10, 1984. see
section 7 of Pub. L. 98-376, set out as & note under sec-
tion 78c of this title.

EFFECTIVE DATE OF 1983 AMENDMENT

Section 3(b) of Pub. L. 98-38 provided that: **The
amendments made by subsection (a) [amending this
section] shall become effective six months affer the
date of enactment of this Act [June 6, 1983]."

EFFECTIVE DATE OF 1875 AMENDMENT

Amendment by Pub. L. 94-29 effective June 4, 1975, ex-
cept for amendment of subsec. (a) by Pub. L. 94-29
which is effective 180 days after June 4, 1975, see section
31(a) of Pub. L. 94-28, set out as a note under section 78b
of this title.

EFFECTIVE DATE OF 1964 AMENDMENT

Amendment by Pub. L. 88467 of subsec. (&) of this
section effective July 1, 1964, and of subsecs. (1), (eX4),
(6), and (d) of this section effective Aug. 20, 15964, see
section 13 of Pub. L. 88-467, set out as a note under sec-
tion T8¢ of this title.
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CONSTRUCTION OF 1995 AMENDMENT

Nothing in amendment by Pub. L. 104-87 to be deemed
o create or ratify any implied right of action, or to
prevent Commission, by rule or regulation, from re-
stricting or otherwise regulating private actions under
this chapter, see section 203 of Pub. L. 10467, set out as
a Construction nete under section 78j-1 of this title.

CONSTRUCTION OF 1893 AMENDMENT

Amendment by sections 105, 106(bX}2XB). and 109(h)(2)
of Pub. L. 103-202 not to be construed to govern initial
issuance of any public debt obligation or to grant any
anthority to (or sxtend any authority of) the Securities
and Exchange Commission, any appropriate regulatory
agency, or a self-regulatory organization to prescribe
any procedure, term, or condition of such initial issu-
ance, to promulgate any rule or regulation governing
such inikial issuance, or to otherwise rezulate in any
manner such initial issuance, see section 111 of Pub. L,
103-202, set ont as a note under section 780-5 of this
title.

'TRANSFER OF FUNCTIONS

For transfer of functions of Securities and Exchange
Commission, with certain exeeptions, to Chairman of
such Commission, see Reorg. Plan No. 10 of 1950, §1, 2,
eff. May 24, 1950, 15 F.R. 3175. 64 Stat. 1265, set out under
section 78d of this title.

STUDY AND REPORT ON BROKER-DEALER UNIFORMITY

Section 510¢(d) of Pub. L. 104-280 provided that:

‘1) BTUDY.—The Commission, after consultation
with registered securities associations, national securi-
ties exchanges, and States, shall conduct a study of the
impact of disparate State licensing requirements on as-
sociated persons of registersed brokers or dealers and
methods for States to attain uniform licensing require-
ments for such persons.

“(2) REPORT.—Not later than 1 year after the date of
enactment of this Act [Oct. 11, 1996], the Commission
shall submit to the Congress a report on the study con-
ducted under paragraph (1). Such report shall include
recommendations concerning appropriate methods de-
scribed in paragraph (1)}B), including any necessary
legislative changes to implement such recommenda-
tions.”

PENNY STOCK REFORM; CONGRESSIONAL STATEMENT OF
FINDINGS

Section 502 of Pub. L. 101429 provided that: ‘““The
Congrsss finds the following:

‘(1) The maintenance of an honest and healthy pri-
mary and secondary market for securities offerings is
esgential to enhancing long-term capital formation
and sconomic growth and providing legitimate in-
vestment opportunities for individuals and institu-
tions.

*(2) Protecting investors in new securities is a crit-
ical component in the maintenance of an honest and
healthy market for such securities.

“(3) Protecting issuers of new securities and pro-
moting the capital formation process on bhehalfl of
small companies are fundamental concerns in main-
taining a strong economy and viable trading mar-
kets.

“(4) Unserupulous market practices and market
participants have pervaded the ‘penny stock’ market
with an overwhelming amount of fraud and abuse.

“(5) Although the Securities and Exchange Com-
mission, State securities regulators, and securities
self-regulators have made efforts to curb these abu-
sive and harmful practices, the penny stock market
still lacks an adeguabte and sufficient regulatory
structure, particularly in comparison to the struc-
ture for overseeing trading in National Market Sys-
tem securities.

“(6) Investors in the penny sfock market suifer
from a serious lack of adequate information concern-
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ing price and volume of penny stock transactions, the
nature of this market, and the specific securities in
which they are investing.

*(Ty Current practices do nof adeguately regulate
the role of ‘promoters’ and ‘consultants’ in the penny
stock market. and many proiessionals who have been
banned from the securities markets have ended up in
promoter and consultant roles, contributing substan-
tially to fraudulent and abusive schemes.

‘() The present regulatory environment has per-
mitted the ascendancy of the use of particular mar-
ket practices, such as ‘reverse mergers’ with shell
corporations and ‘blank check’ offerings, which are
used to facilitate manipulation schemes and harm in-

. vestors.

*(9) In light of the substantial and continuing prob-
lems in the penny stock markets, additional legisla-
tive measures are necessary and appropriate.”

REVISION OF SANCTION AUTHORITY WITH RESPECT TO
PENNY STOCKS; RECOMMENDATIONS TO CONGRESS

Section 504(b) of Pub. L. 101-429 provided that: “*“With-
in 6 months after the date of enactment of this Act
[Oct. 15, 1990], the Securities and Exchange Comrmission
shall submit to each House of the Congress such recom-
mendations as the Commission considers appropriate
with respect to further revision of section 15(h){(8) of the
Securities Exchange Act of 1934 (15 U.8.C. T80(b}8)). In
preparing such recommendations, the Commission
shall consider the desirability and effect of expanding
the applicability of such section to any promoter, find-
er, consultant, agent or other person who engages in
activities with a broker, dealer. or issuer for purposes
of the issuance of or trading in, or inducing or attempt-
ing to indunce the purchase or sale of. any security (and
not just penny stock).”

§ 780-1. Brokers deemed to be registered

All brokers and dealers for whom registraticn
was in effect on May 27, 1936, in accordance with
rules and regulations of the Commission pre-
scribed pursuant to section 780 of this title shall
he deemed to be registered pursuant to said sec-
tion.

(May 27, 1936, ch. 462, §10, 49 Stat. 1380.)
CODIFICATION

Section was not enacted as a part of the Securities
Exchange Act of 1934 which comprises this chapter.

TRANSFER OF FUNCTIONS
For transfer of functions of Securities and Exchange
Commission, with certain exceptions, to Chairman of
such Commission, see Reorg. Plan No. 10 of 1850, §§1. 2,

eff. May 24, 1950, 15 F.R. 3175, 64 Stat. 1265, set out under
section 78d of this title.

§780~2. Liahilities arising prior to amendment
unaffected

Nothing in this Act shall be deemed to extin-
guish any liability which may have arisen prior
to the effective date of this Act by reason of any
violation of section 780 of this title or of any
rule or regulation thereunder.

(May 27, 1936, ch. 462, §11, 49 Stat. 1380.)
REFERENCES IN TEXT

This Act, referred to in text, is aet May 27, 1936, ch.
462, 49 Stat. 1375, popularly known as the Unlisted Se-
curities Trading Act, which enacted sections 7811,
780-1, T86-2, and 78hh-1 of this title, and amended sec-
tions 781, T8s, T8q, T8r, T8t, TBu, 78w, and TBff of this title.

Effective date of this Act, referred to in text, is July
I, 1934. See section T8hh-1 of this title.

CODIFICATION

Section was nof enacted as a parf of the Securities
Exchange Act of 1934 which comprises this chapter.
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