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941H CONGRESS HOUSE OF REPRESENTATIVES { REepPoRT
1st Session No. 94-123
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SECURITIES REFORM ACT OF 1975

)
.

APRIL 7, 1975.—Committed to the Committee of the Whole House on the
State of the Union and ordered to be printed

Mr. Staccers, from the Committee on Interstate and Foreign
Commerce, submitted the following

REPORT

together with
MINORITY VIEWS

[To accompany H.R. 4111]

The Committee on Interstate and Foreign Commerce, to whom
was referred the bill (IL.R. 4111) to amend the Securities Exchange
Act of 1984 to remove barriers to competition, to foster the develop-
ment of a national securities market system and a national clearance
and settlement system, to make uniform the Securities and Exchange
Commission’s authority over securities industry regulatory organiza-
tions, and for other purposes, having considered the same, report
favorably thereon with an amendment and recommend that the bill as
amended do pass. ‘

The amendment is as follows:

Strike out all after the cnacting clause and insert in lieu thereof
the following:

That this Act may be cited as the “Securities Reform Act of 1975”.

TITLE I—REGULATION OF EXCHANGES AND ASSOCIATIONS

Skc. 101. (a) Section 3(a)(3) of the Securities Exchange Act of 1934 (15
U.S.C. 78¢(a) (3)) is amended to read as follows:

“(3) The term ‘member’ when used with respect to a national securities
exchange or national securities association means any person who agrees to be
regulated by an exchange or association and with respect to whom the exchange
or association undertakes to enforce compliance with its rules and with the
provisions of this title, and any amendment thereto and any rule or regulation
made or to be made thereunder.”

{b) Section 3(a) (21) of the Securities Exchange Act of 1934 (15 U.8.C. T8¢
(a) (21)) is amended to read as follows:

“(21) The term ‘person associated with a member’ with respect to a member
of a national securities exchange or national securities association means any
partner, officer, director, or branch manager of such member (or any person
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94tH Congress | HOUSE OF REPRESENTATIVES { REeporT
1st Session No. 94229

SECURITIES ACTS AMENDMENTS OF 1975

May 19, 1975.—Ordered to be printed

Mr. StaceErs, from the committee of conference,
submitted the following

CONFERENCE REPORT

[To accompany S. 249]

The committee of conference on the disagreeing votes of the two
Houses on the amendments of the House to the bill (S. 249) to amend
the Securities Exchange Act of 1934, and for other purposes, havin,
met, and after full and free conference, have agreed to recommend an:
do recommend to their respective Houses as follows:

That the Senate recede from its disagreement to the amendment
of the House to the text of the bill and agree to the same with an
amendment as follows:

In lieu of the matter proposed to be inserted by the House amend-
ment insert the following:

T?;at this Act may be cited. s the “Securities Acts Amendments of
19757, '

Skgo. 2. Section 2 of the Securities Exchange Act of 1934 (15 U.S.C.
78b) is amended by inserting immediately before the phrase “and to
impose requirements necessary to make such regulation and control
reasonably complete and effective,” the following : “to remove impedi-
ments to and perfect the mechanisms of o national market system for
securities and a national system for the ciearance and settlement of
securities transactions and the safeguarding of securities and funds
related thereto,”.

Sec. 3. Section 3 of the Securities Exchange Act of 1934 (15
U.S.0.78¢) is amended as follows:

; l(ll ) Paragraph (3) of subsection (a) thereof is amended to read as
ollows :

“(3) (A) The term “member’ when used with respect to o national
securities exchange means (i) any natural person permitted to effect.
transactions on the floor of the exchange without the services of an-:
other person acting as broker, (&) any registered broker or dealer with
which such a natural person is associated, (iit) any registered broker:
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- or dealer permitted to designate as a representative such a natural
* person, and (i) any other registered broker or dealer which agrees to
be regulated by such exchange and with respect to which the exchange
undertakes to enforce compliance with the provisions of this title, the
rules and regulations thereunder, and its own rules. For purposes of
sections 6(b) (1), 6(b)(4), 6(b) (6), 6(b)(7), 6(d), 17(d), 19(d),
19(e),19(g), 19(k), and 21 of this title, the term ‘member’ when used
with respect to a national securities exchange also means, to the evtent
of the rules of the exchange specified by the Commission, any person
required by the Commission to comply with such rules pursuant to sec-
tion 6 (f) of this title.

“(B) The term ‘member’ when used with respect to a registered se-
curities association means any broker or dealer who agrees to be regu-
lated by such association and with respect to whom the association
undertakes to enforce compliance with the provisions of this title, the
rules and regqulations thereunder, and its own rules.”’.

(2) Paragraph (9) thereof is amended to read as follows:

“(9) The term ‘person’ means a natural person, company, govern-
ment, or political subdivision, agency, or instrumentality of a govern-
ment.”.

(3) Paragraph (12) of subsection (a) thereof is amended to read
as follows:

“(12) The term ‘exempted security’ or ‘exempted securities’ includes
securities which are direct obligations of, or obligations guaranteed as
to principal or interest by, the United States; such securities issued or
guaranteed by corporations in which the United States has a direct or
wndirect interest as shall be designated for exemption by the Secretary
of the T'reasury as necessary or appropriate in the public interest or
for the protection of investors; municipal securities, as defined in sec-
tion 3(a) (29) of thus title : Provided, however, T hat municipal securi-
ties shall not be deemed to be ‘exempted securities’ for purposes of
sections 15, 164 (except subsections (b)(6), (b)(11), and (g)(2)
thereof), and 174 of this title; amy interest or participation in any
common trust fund or similar fund maintained by a bank exclusively
for the collective investment and reinvestment of assets contributed
thereto by such bank in its capacity as trustee, executor, administrator,
‘or guardian; any interest or participation in a collective trust fund
maintained by a bank.or in a separate account maintained by an insur-
ance company which interest or participation is issued in connection
with (A) a stock bonus, pension, or profit-sharing plan which meets
the requirements for qualification under section 401 of the Internal
Revenue Code of 1954, or (B) an annuity plan which meets the re-
quirements for the deduction of the employer’s contribution under
section 404 (a) (2) of such Code, other than any plan described in
clause (A) or (B) of this paragraph which covers employees some or
all of whom are employees within the meaning of section 401(c) (1) of
such Code, and such other securities (which may include, among
others, unregistered securities, the market in which is predominantly
intrastate) as the Commission may, by such rules and regulations as
it deems consistent with the public interest and the protection of in-
wvestors, either unconditionally or upon specified terms and conditions
or for stated periods, exempt from the operation of any one or more
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provisions of this title which by their terms do not apply to an ‘ex-
empted security’ or to ‘exempted securities’.”.

4) Paragraphs (17), (18), and (19) of subsection (a) thereof are
amended to read as follows :

“(17) The term ‘interstate commerce’ means trade, commerce, trans-
portation, or communication among the several States, or between any
foreign country and any State, or between any State and any place or
ship outside thereof. The term also includes intrastate use of (A) any
facility of a national securities ewchange or of a telephone or other
interstate means of communication, or (B) any other interstate instru-
mentality.

“(18) The term ‘person associated with a broker or dealer’ or ‘asso-
ciated person of a broker or dealer’ means any partner, officer, director,
or branch manager of such broker or dealer (or any person occupying
a similar status or performing similar functions), any person directly
or indirectly controlling, controlled by, or under common control with
such broker or dealer, or any employee of such broker or dealer, except
that any person associated with a broker or dealer whose functions are
solely clerical or ministerial shall not be included in the meaning of
such term: for purposes of section 15(b) of this title (other than para-
graph (6) thereof).

“(19) The terms ‘investment company’, ‘affiliated person’, “insurance
company’, ‘separate account’, and ‘company’ have the same meanings
as in the Investment Company Act of 1940.”.

(5) Paragraph (21) of subsection (a) thereof is amended to read
as follows:

“(21) The term ‘person associated with a member’ or ‘associated
person of a member’ when used with respect to a member of a national
securities exchange or registered securities association means any
partner, officer, director, or branch manager of such member (or any
person occupying a similar stotus or performing similar functions),
any persor. directly or indirectly controlling, controlled by, or under
common control with such member, or any employee of such member.”.

(6) Subsection (a) thereof is further amended by adding at the end
thereof the following new paragraphs:

“(22) (A) The term ‘securities information processor’ means any
person engaged in the busiress of (2) collecting, processing, or pre-
paring for distribution or publication, or assisting, participating in,
or coordinating the distribution or publication of, infermation with
respect to transactions ir. or quotations for any security (other than
an exempted security) or (i) distributing or publishing (whether
by means of a ticker tape, a communications network, a terminal dis-
play device, or otherwise) on a current and continuing basis, informa-
tion with respect to such transactions or quotations. The term ‘securi-
ties information processor’ does not include any bona fide newspaper,
news magazine, or business or financial publication of general and
regular circulation, any self-requlatory organization, any bank, broker,
dealer, building and loan, savings and loan, or homestead association,
or cooperative bank, if such bank, broker, dealer, association, or co-
operative bank would be deemed to be a securities information proc-
essor solely by reason of functions performed by such institions as part
of customary banking, brokerage, dealing, association, or cooperative
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bank activities, or any common carrier, as defined in section 3 (k) of the
Commumications Act of 1934, subject to the jurisdiction of the Federal
Oommunications Commission or a State commission, as defined in
section 3(t) of that Act, unless the Commission determines that such
carrier is engaged in the business of collecting, processing, or prepar-
ing for distribution or publication, information with respect to trans-
actions in or quotations for any security.

“(B) The term ‘exclusive processor’ means any securities information
processor or self-requlating organization which, directly or indirectly,
engages on an exclusive basis on behalf of any national securities ex-
change or registered securities association or any national securities
exchange or registered securities association which engages on an ex-
clusive basis on its own behalf in collecting, processing, or preparing
for distribution or publication any information with respect to (%)
transactions or quotations on or effected or made by means of any
facility of such exchange or (i) quotations distributed or published
by means of any electronic system operated or controlled by such
association.

“(23) (A) The term ‘clearing agency’ means any person who acts as
an intermediary in making payments or deliveries or both in connec-
tion with transactions in securities or who provides facilities for com-
parison of data respecting the terms of settlement of securities transac-
tions, to reduce the number of settlements of securities transactions, or
for the allocation of securities settlement responsibilities. Such term
also means any person, such as a securities depository, who (1) acts as
« custodian of securities in connection with a system for the central
handling of securities whereby all securities of a particular class or
series of any issuer deposited within the system are treated as fungible
and may be transferred, loaned, or pledged by bookkeeping entry with-
out physical delivery of securities certificates, or (i) otherwise
permits or facilitates the settlement of securities tramsactions or the
hypothecation or lending of securities without physical delivery of
securities certificates.

“(B) The term ‘clearing agency’ does not include (i) any Federal
Reserve bank, Federal home loan bank, or Federal land bank,; (ii) any
national securities ewchange or registered securities association solely
by reason of its providing facilities for comparison of data respecting
the terms of settlement of securities transactions effected on such ex-
change or by means of any electronic system operated or controlled by
such association; (¢id) any bank, broker, dealer, building and loan, sav-
ings and loan, or homestead association, or cooperative bank if such
bank, broker, dealer, association, or cooperative bank would be deemed
to be a clearing agency solely by reason of fumctions performed by
such institution as part of customary banking, brokerage, dealing, as-
sociation, or cooperative banking activities, or solely by reason of act-
ing on behalf of a clearing agency or a participant therein in connec-
tion with the furnishing by the clearing agency of services to its par-
ticipants or the use of services of the clearing agency by its partici-
pants, unless the Commission, by rule, otherwise provides as necessary
or appropriate to assure the prompt and accurate clearance and settle-
ment of securities transactions or to prevent evasion of this title; (iv)
any life insurance company, its registered separate accounts, or a sub-
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sidiary of such insurance company solely by reason of functions com-
monly performed by such entities in conmection with variable annuity
contracts or variable life policies issued by such insurance company or
its separate accounts; (v) any registered open-end investment company
or unit investment trust solely by reason of functions commonly per-
formed by it in connection with shares in such registered open-end in-
vestment company or wnit investment trust, or (vi) any person sclely
by reason of its performing functions described in paragraph 25(E) of
this subsection. )

“(24) The term ‘participant’ when used with respect to a clearing
agency means any person who uses a clearing agency to clear or settle
securities transactions or to transfer, pledge, lend, or hypothecate
securities. Such term does not include a person whose only use of a
clearing agency is (A) through another person who is & participant or
(B) as a pledgee of securities.

“(25) The term ‘transfer agent’ means any person. who engages on
behalf of an issuer of securities or on behalf of itself as an wssuer o{
securities in (A) countersigning such securities upon issuance; (B
monitoring the issuance of such securities with a view to preventing
unauthorized. issuance, a function commonly performed by a person
called a registrar; (C') registering the transfer of such securities;
(D) emchanging or comverting such securities; or (E)_transferring
record ownership of securities by bookkeeping entry without physical
issuance of securities certificates. The term ‘transfer agend’ does not
include any insurance company or separate account which performs
such functions solely with respect to variable anmuity contracts or
variable life policies which it issues or any registered clearing agency
which. performs such functions solely with respect to options contracts
which it issues.

“(26) The term ‘self-regulatory organization’ means any national
seourities ewchwnge,( ng;';te;md 8ecum'tz'e3f assooiati%,,( b(;r If:t-)e z;te;':g
clearin, ency, or (80 or purposes of sections 19(b), 19(c),
23(d) ogf %is%le) the Municipal Securities Rulemaking Board estab-
lished by section 15B of this title. o

“(87) The term ‘rules of an ewchange’, ‘rules of an association’, or
‘rules of a clearing agency’ means the constitution, articles of incor-
poration, bylaws, and rules, or instruments corresponding to the fore-
going, of an exchange, association of brokers and dealers, or clearing
agency, respectively, ond such of the stated policies, practices, and
interpretations of suck exchange, association, or clearing agency as the
Commission, by rule, may determine to be necessary or agz;ro;mate
in the public interest or for the protection of investors to be deemed to
be rules of such exchange, association, or clearing agency.

“(28) The term ‘rules of a self-regulatory orgamization’ means the
rules of an exchange which is & national securities exchange, the rules
of an association of brokers and dealers which is & registered securities
association, the rules of a clearing agency which is @ registered clear-
ing agency, or the rules of the Municipal Securities Rulemaking

oard.

“(29)_ The term ‘municipal securities’ means securities which are
direct obligations of, or obligations guaranteed as to principal or in-
terest by, a State or any political subdivision thereof, or any agency or
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instrumentality of a State or any political subdivision thereof, or any
municipal corporate instrumentality of one or more States, or any
security which is an industrial development bond (as defined in section
103(c) (2) of the Internal Revenue Code of 1954) the interest on which
is excludable from gross income under section 103 (a) (1) of such Code
if, by reason of the application of paragraph (4) or (6) of section 103
(¢) of such Code (determined as if paragraphs (4)(A), (§), and (7)
were not included in such section 103(c)), paragraph (1) of such sec-
tion 103 (c) does not apply to such security.

“(30) The term ‘municipal securities dealer’ means any person (in-
oluding a separately identifiable department or division of a bonk)
engaged in the business of buying and selling municipal securities for
his own account, through a broker or otherwise, but does not include—

“(4) any person insofar as he buys or sells such securities for
his own account, either individually or in some fiduciary capacity,
but not as a part of aregular business ; or

“(B) a bank, unless the bank is engaged in the business of buy-
ing and selling municipal securities for its own account other
than in a fiduciary capacity, through a broker or otherwise : Pro-
vided, however, That if the bank is engaged in such business
through a separately identifiable department or division (as de-
fined by the Municipal Securities Rulemaking Board in accordance
with section 15B () (2) (H) of this title), the department or divi-
ston and not the bank itself shall be deemed to be the mumicipal
securities dealer.

“(31) The term ‘municipal securities broker’ means a broker en-
gaged in the business of effecting transactions in mumicipal securities
for the account of others.

“(32) The term ‘person associated with a municipal securities dealer’
when used with respect to a municipal securities dealer which is a bank
or a division or department of a bank means any person directly
engaged in the management, direction, supervision, or performance of
any of the mumicipal securities dealer's activities with respect to
municipal securities, and any person directly or indirectly controlling
such activities or controlled by the municipal securities dealer in con-
nection with such activities.

“(33) The term ‘mumicipal securitics investment portfolio’ means all
municipal securities held for investment and not for sale as part of a
regular business by a municipal securities dealer or by a person, direct-
ly or indirectly, controlling, controlled by, or under common control
with a municipal securities dealer.

“(34) The term ‘appropriate regulatory agency’ meons—

“(4) When used with respect to a municipal securities dealer:
“(2) the Comptroller of the Currency, in the case of o na-
tional bank or a bank operating under the Code of Law for
the District of Columbia, or a subsidiary or a department or
division of any such bank;

“(é) the Board of Governors of the Federal Reserve Sys-
tem, in the case of a State member bank of the Federal Reserve
System, a subsidiary or a department or division thereof, a
bank holding company, o subsidiary of a bank holding com-
pany which is a bank other than a bank specified in clause
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(2) or () of this subparagraph, or a subsidiary or a depart-
ment or division of such subsidiary; o

“(ii) the Federal Deposit Insurance Corporation, in the
case of a bank insured by the Federal Deposit Insurance Cor-
poration (other than a member of the F(‘ad‘m.'al Reserve Sys-
tem), or a subsidiary or department or division thereof; and

“(w) the Commassion in the case of all other municipal
securities dealers.

“(B) When used with respect to a clearing agency or transfer
agent:

“(2) the Comptroller of the Currency, in the case of a na-
tional bank or a bank operating wnder the Code of Law for
the District of Columbia, or a subsidiary of any such bank;

“(it) the Board of Governors of the Federal Reserve Sys-
tem., in the case of a State member bank of the Federal Reserve
System, a subsidiary thereof, a bank holding company, or a
subsidiary of a bank holding company which is a bank other
than a bank specified in clause (¢) or (#t) of this subpara-

raph; :
7 “7()75@"2) the Federal Deposit Insurance Corporation, in the
case of a bank insured by the Federal Deposit Insurance Cor-
poration (other than a member of the Federal Reserve Sys-
tem), or o subsidiary thereof ; and )

“(iv) the Commission in the case of all other clearing agen-
cies and transfer agents.

“(0) When used with respect to a participant or applicant to
become a participant in a clearing agency or a person requesting
or having access to services offered by a clearing agency;

“(2) the Comptroller of the Currency, in the case of a
national bank or a bank operating under the Code of Law
for the District of Columbia when the appropriate regulatory
agency for such clearing agency is not the Cominission,

“ (i) the Board of Governors of the Federal Reserve Sys-
tem in the case of a state member bank of the Federal Reserve
System, a bank holding company, or a subsidiary of a bank
holding company, or o subsidiary of a bank holding company
which is a bank other than a bank specified in clause (¢) or
(¢ii) of this subparagraph when the appropriate regulatory
agency for such clearing agency is mot the Commussion;

“(¢i2) the Federal Deposit Insurance Corporation, in the
case of a bank insured by the Federal Deposit Insurance
Corporation (other than a member of the Federal Reserve
System) when the appropriate regulatory agency for such
clearing agency is not the Commission; and

“(iv) the Commission in all other cases.

“(D) When used with respect to an institutional investment
manager which is a bank the deposits of which are insured in
accordance with the Federal Deposit Insurance Act:

“(7) the Comptroller of the Currency, in the case of a
national bank or a bank operating under the Code of Law for
the District of Columbia;



8

“(4) the Board of Governors of the Federal Reserve Sys-
tem, in the case of amy other member bank of the Federal
Reserve System,; and

“(ii) the Federal Deposit Insurance Corporation, in the

 case of any other insured bank.

“(E) When used with respect to a national securities exchange
or registered securities association, member thereof, person asso-
ciated with a member thereof, applicant to become a member
thereof or to become associated with a member thereof, or person
requestm_gt.or having a%cess IZ services offered by such exchange
or assoctation or member thereof, or the Municipal Securits
B?ﬁlemking Board, the C’ommissi({';b. r oureties

“F ) When used with respect to a person exercising investment
dzscret%(m)wz]ik gspect tole(m account :

(2) the Comptroller of the Curre in the case of a
national bank or a bank operating umng/r, the Code of Lfaw
or the District of Columbia

“(é2) the Board of Governors of the Federal Reserve Sys-
tem in the case of any other member bank of the Federal
Reserve System,;

“(4ii) the Federal Deposit Insurance Corporation, in the
case of any other bank the deposits of which are insured in
ac‘c‘o'r_dance with the Federal Deposit Insurance Act; and
. “(dv) the Commission in the case of all other such persons.

As used in this paragraph, the terms ‘bank holding company’ and ‘sub-
sidiary of a bank holding company’ have the meanings given them in
se?twn % of the Bank Holding Company Act of 1956.

‘(35) A person exercises “investment discretion’ with respect to an
account if, directly or indirectly, such person (A) is authorized to de-
termine what securities or other property shall be purchased or sold
by or for the account, (B) makes decisions as to what securitics or
other property shall be purchased or sold by or for the account even
though some other person may have responsibility for such investment
decisions, or (O) otherwise ewercises such influence with respect to
the purchase and sale of securities or other property by.or for the
account as the Commission, by rule, determines, in the public interest
or for the protection of investors, should be subject to the operation of
the provisions of this title and the rules and regulations thereunder.

“(36) A class of persons or markets is subject to ‘equal regulation’
if no member of the class has a competitive advantage over any other
member thereof resulting from a disparity in their regulation under
this title which the Commission determines is unfair and not necessary
or appropriate in furtherance of the purposes of this title.

“(87) The term ‘records’ means accounts, correspondence, memo-
randums, tapes, discs, papers, books, and other documents or trans-
oribed information of any type, whether expressed in ordinary or
machine language.

“(38) The term ‘market maker’ means any specialist permitted to
act as a dealer, any dealer acting in the capacity of block positioner,
and any dealer who, with respect to a security, holds kimself out (by
entering quotations in an inter-dealer communications system. or other-

g

wise) as being willing to buy and sell such security for his own account
on a regular or continuous basis.

“(39) A person is subject to a ‘statutory disqualification’ with re-
spect to membership or participation in, or association with a member
of, a self-requlatory organization,if such person—

“(A) has been and is expelled or suspended from membership
or partictpation in, or barred or suspended from being associated
with a member of , any self-requlatory organization;

“(B) 1ssubject to an order of the Commission denying, suspend-
ing for a period not exceeding twelve months, revoking his reg-
istration as a broker, dealer, or mumicipal securities dealer, or
barring his being associated with a broker, dealer, or municipal
securities dealer;

“(0) by his conduct while associated with a broker, dealer, or
mumicipal securities dealer, has been found to be a cause of any
effective suspension, expulsion, or order of the character described
in subparagraph (A) or (B) of this paragraph, and in entering
such a suspension, expulsion, or order, the Commassion or any such
self-requlatory organization shall have jurisdiction to find
whether or not any person was a cause thereof; _

“(D) has associated with him any person who is known, or in
the exercise of reasonable care should be known, to him to be a
person described by subparagraph (4), (B), or (C) of this para-
graph; or ]

“(E) has committed or omitted any act enwmerated in sub-
paragraph (D) or (E) of paragraph (}) of section 15(b) of this
title, has been convicted of any offense specified in subparagraph
(B) of such paragraph (4) within ten years of the date of the
filing of an application for membership or participation in, or to
become associated with a member of, such self-regulatory orga-
nization, is enjoined from any action, conduct, or practice speci-
fied in subparagraph (C) of such paragraph (4), has willfully
made or caused to be made in any application for membership
or participation in, or to become associated with a member
of, a self-regulatory organization, report required to be filed with
a self-regulatory organization, or proceeding before a self-regula-
tory organization, any statement which was at the time, and in
the light of the circumstances under which it was made, false or
misleading with respect to any material fact, or has omitted to
state in any such application, report, or proceeding any material
fact which.is required to be stated therein.”.

(7) Subsection (b) thereof is amended to read as follows:

“(8) The Comumission and the Board of Governors of the Federal
Reserve System, as to matters within their respective jurisdictions,
shall have power by rules and regulations to define technical, trade,
accounting, and other terms used in this title, consistently with the
provisions and purposes of this title.”.

(8) The section is further amended by adding at the end thereof the
following new subsection:

“(d) No issuer of municipal securities or officer or employee thereof
acting in the course of his official duties as such shall be deemed to be
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a ‘broker’, ‘dealer’, or ‘municipal securities dealer’ solely by reason of
buying, selling, or effecting transactions in the issuer’s securities.”.

Skc. 4. Section 6 of the Securities Exchange Act of 1934 (15 U.8.C.
78f) is amended to read as follows:

“NATIONAL SECURITIES EXCHANGES

“Sro. 6. (a) An exchange may be registered as a national securities
exchange under the terms and conditions hereinafter provided in this
section and in accordance with the provisions of section 19(a) of this
title, by filing with the Commission an application for registration
in such form as the Commission, by rule, may prescribe containing
the rules of the exchange and such other information and documents
as the Commission, by rule, may prescribe as necessary or appropriate
in the public interest or for the protection of investors.

“(b) An exchange shall not be registered as a national securities
exchange unless the Commission determines thati—

“(1) Such exchange is so organized and has the capacity to be
able to carry out the purposes of this title and to comply, and
(subject to any rule or order of the Commission pursuant to sec-
tion 17(d) or 19(g)(2) of this title) to enforce compliance by
its members and persons associated with its members, with the
provisions of this title, the rules and regulations thereunder, and
the rules of the exchange.

“(2) Subject to the provisions of subsection (c) of this section,
the rules of the exchange provide that any registered broker or
dealer or natural person associated with a registered broker or
dealer may become a member of such exchange and any person
may become associated with a member thereof.

“(3) The rules of the exchange assure a fair representation of
its members in the selection of its directors and administration
of its affairs and provide that one or more directors shall be repre-
sentative of issuers and investors and not be associated with o
member of the exchange, broker, or dealer.

“(4) The rues of the exchange provide for the equitable allo-
cation of reasonable dues, fees, and other charges among its mem-
bers and issuers and other nersons using its facilities.

“(6) The rules of the exchange are designed to prevent fraudu-
lent and manipulative acts and practices, to promote just and
equitable principles of trade, to foster cooperation and coordina-
tion with, persons engaged in regulating, clearing, settling, proc-
essing information with respect to, and facilitating transactions in
securities, to remove tmpediments to and perfect the mechanism
of a free and open market and a national market system, and, in
general, to protect investors and the public interest; and are not
designed to permit unfair discrimination between customers, is-
suers, brokers, or dedlers, or to requlate by virtue of any authority
conferred by this title matters not related to the purposes of this
title or the administration of the exchange.

“(6) The rules of the exchange provide that (subject to any
rule or order of the Commission pursuant to section 17 (d) or 19
(9) (2) of this title) its members and persons associated with its
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members shall be appropriately disciplined for wviolation of the
provisions of this title, the rules or regulations thereunder, or the
rules of the exchange, by expulsion, suspension, limitation of ac-
tivities, functions, and operations, fine, censure, being suspended
or barred from being associated with a member, or any other fit-
ting sanction. ) ,

€(7) The rules of the exchange are in accordance with the pro-
wvisions of subsection (d) of this section, and in general, provide a
fair procedure for the disciplining of members and persons as-
sociated with members, the denial of membership to any person
seeking membership therein, the barring of any person from be-
coming associated with a member thereof, and the prohibition or
Uimitation by the exchange of any person with respect to access
to services offered by the exchange or a member thereof.

“(8) The rules of the exchange do not impose any burden on
competition not mecessary or appropriate in furtherance of the
purposes of this title. )

“(c) (1) A national securities exchange shall deny membership to
(A) any person, other than o natural person, which is not a registered
broker or dealer or (B) any natural person who i8 not a registered
or is not, a registered broker or dealer. . .

“(2) A national securities ewchange may, and in cases in which
the Commission, by order, directs as mecessary or appropriate in the
public interest or for the protection shall, deny mmbers_th to any
registered broker or dealer or natural person associgted with a regis-
tered broker or dealer, and bar from becoming associated with. a mem-
ber any person, who is subject to a statutory disqualification. A national
securities exchange shall file notice with the Commission not less than
thirty days prior to admitting any person to membership or permitting
any person to become associated with a member, if the exchange knew,
or in the ewercise of reasonable care should have known, that such
person was subject to a statutory disqualification. The notice shall be
in such form. and contain such information as the Commission, by rule,
may prescribe as necessary or appropriate in the public interest or for

. the protection of investors.

“(3)(A) A national securities exchange may deny membership to,
or condition the membership of, a registered broker or dealer if (%)
such broker or dealer does not meet such standards of financial respon-
stbility or operational capability or such broker or dealer or any nat-
ural person associated with such broker or dealer does not meet such
standards of training, experience, and competence as are prescribed
by the rules of the exchange or (i) such broker or dealer or person
associated with such broker or dealer has engaged and there is a rea-
sonable likelihood he may again engage in acts or practices inconsistent
with just and equitable principles of trade. A national securities ex-
change may examine and verify the qualifications of an applicant to
become a member and the natural persons associated with such an
applicant in accordance with procedures established by the rules of the
exchange.

“(B) A national securities exchange may bar a natural person from
becoming a member or associated with a member, or condition the
membership of a natural person or association of a natural person
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with a member, if such natural person () does not meet such. standards
of training, experience, and competence as are prescribed by the rules
of the exchange or (ii) has engaged and there is a reasonable likeli-
hood he may again engage in acts or practices inconsistent with just
and equitable principles of trade. A national securities exchange may
examine and verify the qualifications of an applicant to become a
person associated with a member in accordance with procedures es-
tablished by the rules of the exchange and require any person associ-
ated with @ member, or any class of such persons, to be registered with
the exchange in accordance with procedures so established.

“(0) A national securities exchange may bar any person from
becoming associated with a member if such person does not agree (i)
to supply the exchange with such information with respect to its rela-
tionship and dealings with the member as may be specified in the rules
of the ewchange and (i) to permit the examination of its books and
records to verify the accuracy of any information so supplied.

“(4) A national securities exchange may (A) limit the number of
members of the exchange and (B) the number of members and desig-
nated representatives of members permitted to effect transactions on
the floor of the exchange without the services of another person acting
as broker: Provided, however, That no national securities exchange
shall have the authority to decrease the number of memberships in such
exchange, or the number of members and designated representatives of
members permitted to effect transactions on the floor of such exchange
without the services of another person acting as broker, below such
number in effect on May 1, 1975, or the date such exchange was regis-
tered with the Commission, whichever is later : And provided further,
That the Commission, in accordance with the provisions of section
19(c) of this title, may amend the rules of any national securities
exchange to increase (but not to decrease) or to remove any limitation.
on the number of memberships in such exchange or the nmumber of
members or designated representatives of members permitted to effect
transactions on the floor of the exchange without the services of an-
other person acting as broker, if the Commission finds that such limi-
tation imposes a burden on competition not necessary or appropriate
in furtherance of the purposes of this title.

“(d) (1) In any proceeding by a national securities exchange to
determine whether a member or person associated with a member
should be disciplined (other than a summary proceeding pursuant to
paragraph (3) of this subsection), the exchange shall bring specific
charges, notify such member or person of, and give him an opportunity
to defend against, such charges, and keep a record. A determination
by the exchange to impose a disciplinary sanction shall be supported
by a statement setting forth—

“(A) any act or practice in which such member or person asso-
ciated with a member has been found to have engaged, or which
such member or person has been found to have omitted;

“(B) the specific provision of this title, the rules or regulations
thereunder, or the rules of the exchange which any such act or

actice, or omission to act, is deemed to violate; and

“(0) the sanction imposed and the reasons therefor.
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“(2) In any proceeding by a national securities exchange to deter-
mine whether a person shall be denied membership, barred from
becoming associated with a member, or prohibited or limited with re-
spect to access to services offered by the exchange or a member thereof
(other than a summary proceeding pursuant to paragraph (3) of this
subsection), the exchange shall notify such person of, and give him
an opportunity to be heard upon, the specific grounds for denial, bar,
or prohibition or limitation under consideration and keep a record. A
determination by the exchange to deny membership, bar a person from
becoming associated with a member, or prohibit or limit & person with
respect to access to services offered by the ewchange or a member
thereof shall be supported by a statement setting forth the specific
grounds on which the denial, bar, or prohibition or limitation is based.

“(3) A national securities exchange may summarily (4) suspend
a member or person associated with a member who has been and i3
expelled or suspended from any self-regulatory organization or barred
or suspended from being associated with a member of any self-regula-
tory organization, (B) suspend a member who is in such financial or
operating dificulty that the exchange determines and so notifies the
Commission that the member cannot be permitted to continue to do
business as a member with safety to investors, creditors, other mem-~
bers, or the exchange, or (C) limit or prohibit any person with respect
to access to services offered by the exchange if subparagraph (4) or
(B) of this paragraph is applicable to such person or, in the case of a
person who is not a member, if the exchange determines that such per-
son does not meet the qualification requirements or other prerequisites
for such access and such person cannot be permitted to continue to
have such access with safety to investors, creditors, members, or the
exchange. Any person aggrieved by any such summary action shall
be promptly afforded an opportunity for a hearing by the ewchange in
accordance with the provisions of paragraph (1) or (2) of this sub-
section. The Commission, by order, may stay any such summary action
on its own motion or upon application by any person aggrieved there-
by, if the Commission determines summarily or after notice and oppor-
tunity dfor hearing (which hearing may consist solely of the submission
of affidavits or. presentation of oral argumenits) that such stay is con-
sistent with the public interest and the protection of investors.

“(e) (1) On and after the date of enactment of the Securities Acts
Amendments of 1975, no national securities exchange may impose any
schedule or fix rates of commissions, allowances, discounts, or other
fees to be charged by its members: Provided, however, That yntil May
1, 1976, the preceding provisions of this paragraph shall not prohibit
any such exchange from imposing or fixing any schedule of commis-
sions, allowances, discounts, or other fees to be charged by its members
for acting as broker on the floor of the exchange or as odd-lot dealer:
And.provided further, That the Commission, in accordance with the
provisions of section 19(b) of this title as modified by the provisions
of paragraph (4) of this section, may—

“(A{ permit a national securities exchange, by rule, to impose
a reasonable schedule or fix reasonable rates of comumissions, al-
lowances, discounts, or other fees to be charged by its members
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for effecting transactions on such ewchange prior to November
1, 19786, if the Commission finds that such schedule or fived rates
of commissions, allowances, discounts, or other fees are in the
public interest; and

“(B) permit a national securities exchange, by rule, to impose
a schedule or fix rates of commissions, allowances, discounts, or
other fees to be charged by its members for effecting transactions
on such exchange after November 1, 1976, if the Commission finds
that such schedule or fixed rates of commissions, allowances, dis-
counts, or other fees (i) are reasonable in relation to the costs of
providing the service for which such fees are charged (and the
Commission publishes the standards employed i adjudging
reasonableness) and (i) do not impose any burden on compe-
tition not necessary or appropriate in furtherance of the purposes
of this title, taking into consideration the competitive effects of
permitting such schedule or fixed rates weighed against the com-
petitive effects of other lawful actions which the Commission is
authorized to take wnder this title.

“(2) Notwithstanding the provisions of section 19(c) of this title,
the Commaission, by rule, may abrogate any exchange rule which im-
poses @ schedule or fixes rates of commissions, allowances, discounts,
or other fees, if the Commission determines that such schedule or fived
rates are no longer reasonable, in the public interest, or necessary to
accomplish the purposes of this title.

“(3) Until December 31, 1976, the Commission, on a regular basis,
shall file with the Speaker of the House and the President of the
Senate information concerning the effect on the public interest, pro-
tection of investors, and maintenance of fair and orderly markets of
the absence of any schedule or fixed rates of commadssions, allowances,
discounts, or other fees to be charged by members of any national
securifies exchange for effecting transactions on such exchange.

“(4)(A) Before approving or disapproving any proposed rule
change submitted by a national securities exchange which would im-
pose a schedule or fix rates of commissions, allowances, discounts, or
other fees to be charged by its members for effecting transactions on
such exchange, the Commassion shall afford interested persons () an
opportunity for oral presentation of data, views, and arquments and
(#2) with respect to any such rule concerning transactions effected
after November 1, 1976, if the Commission determines there are dis-
puted issues of material fact, to present such rebuttal submissions and
to conduct (or hawe conducted under subparagraph (B) of this para-
graph) such cross-examination as the Commission determines to be
appropriate and required for full disclosure and proper resolution of
such disputed issues of material fact.

“(B) The Commission shall prescribe rules and make rulings con-
cerning any proceeding in accordance with subparagraph (A) of this
paragraph designed to avoid unnecessary costs or delay. Such rules
or rulings may (¢) impose reasonable time limits on each interested
person’s oral presentations, and (i) require any cross-examination -
to which a person may be entitled under subparagraph (A) of this
paragraph to be conducted by the Commission on behalf of that person
in such manner as the Commission determines to be appropriate and
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required for full disclosure and proper resolution of disputed issues
of material fact. . .

“(Q) (i) If any class of persons, the members of which are entitled
to conduct (or hawe conducted) cross-examination under subpara-
graphs (A) and (B) of this paragraph and which have, in the view
of the Commission, the same or similar interests in the proceeding,
canmot agree upon a single representative of such interests for pur-
poses of cross-ewamination, the Commission may make rules and rul-
ings specifying the manner in which such interests shall be represented
and such cross-examination conducted. ) )

“(#) No member of any class of persons with respect to which the
Commission has specified the manner in which its interests shall be
represented pursuant to clause (i) of this subparagraph shall be
denied, pursuant to such clause (), the opportunity to conduct (or
have conducted) cross-examination as to issues affecting his particu-
lar interests if he satisfies the Commission that he has made @ reason-
able and good faith effort to reach agreement upon group representa-
tion and there are substantial and relevant issues which would not be
presented adequately by group representation. )

“(D) A transcript shall be kept of any oral presentation and cross-
examination. .

“(E) In addition to the bases specified in subsection 25(a), & re-
viewing Court may set aside am order of the Commission under
section 19(b) approving an exchange rule imposing a schedule or fixes
rates of commissions, allowances, discounts, or other fees, if the Court
finds

“(1) @ Commission determination under paragraph (4)(4)
that an interested person is not entitled to conduct cross-examina-
tion or make rebuttal submissions, or

“(2) @ Commassion rule or ruling under paragraph (4) (B)
limiting the petitioner’s cross-examination or rebuttal submis-
sions

has preclz,tded full disclosure and proper resolution of disputed issues
of material fact which were necessary for fair determination by the
Commission. )

“(f) The Commission, by rule or order, as it deems necessary or

_appropriate in the public interest and for the protection of investors,

to maintain fair and orderly markets, or to assure equal regulation,
may require— )

“(1) any person mot a member or a designated representa-
tive of a member of a national securities exchange effecting
transactions on such exchange without the services of amother
person acting as a broker, or . . .

“(2) any broker or dealer not a member of a national securities
ewchange effecting transactions on such exchange on a regular
basis.

to comply with such rules of such exchange as the Commission may
specify.”.
pg’t_g.y 5. Section 8 of the Securities Exchange Act of 1934 (16 U.S8.C.
78%) 48 amended as follows: .
(1) The first sentence thereof is amended by striking out the phrase
“any member of a national securities exchange, or any broker or dealer



16

who transacts a business in securities through the medium of any such
member” and by inserting in lieu thereof the phrase “any registered
broker or dealer, member of a national securities exchange, or broker
or dealer who transacts a business in securities through the medium
of any member of a national securities exchange”.

(2) The section is further amended by striking out subsection (b),
redesignating subsections (c¢) and (d) thereof as subsections (b) and
(¢) respectively, and amending redesignated subsection (c) to read
as follows:

“(¢) To lend or arrange for the lending of any securities carried for
the account of any customer without the written consent of such cus-
tomer or in contravertion of such rules and regulations as the Com-
mission shall prescribe for the protection of investors.”

Skc. 6. Section 11 of the Securities Exchange Act of 1934 (15 U.S.C.
78k) is amended as follows :

(1) The title is amended to read: “TRADING BY MEMBERS OF EX-
CHANGES, BROKERS, AND DEALERS".

(2) Subsections (a) and (b) thereof are amended to read as follows:

“(a) (1) It shall be unlawful for any member of a national securities
exchange to effect any transaction on such ewchange for its own ac-
count, the account of an associated person, or an account with respect
to which it or an associated person thereof exercises investment dis-
cretion: Provided, however, That this paragraph shall not make un-
lawful—

“(A4) any transaction by a dealer acting in the capacity of
markeé maker;

“(B) any transaction for the account of an odd-lot dealer in
a security in which he is so registered ;

“(0) any stabilizing transaction effected in compliance with
rules under section 10(b) of this title to facilitate a distribution
of a security in which the member effecting such transaction is

. participating ;

“(D) any bona fide arbitrage transaction, any bona fide hedge
transaction involving a long or short position in an equity secu-
rity and a long or short position in a security entitling the holder
to acquire or sell such equity security, or any risk arbitrage trans-
action in connection with a merger, acquisition, tender offer, or
similar transaction involving a recapitalization;

“(E) any transaction for the account of a natural person, the
estate of a natural person, or a trust (other than an investment
company) created by a natural person for himself or another
natural person; ‘

“(F) any transaction to offset a transaction made in error;

“(@) any other transaction for a member's own account pro-
vided that (i) such member is primarily engaged in the business
of underwriting and distributing securities issued by other per-
sons, selling securities to customers, and acting as broker, or any
one_or more of such activities, and whose gross income normally
is derived principally from such business and related activities
and (i) such transaction is effected in compliance with rules of
the Commission which, as @ minimum, assure that the transaction.
is not inconsistent with the maintenance of fair and orderly

17

markets and yields priority, parity, and precedence in execution
to orders for the account of persons who are not members or asgo-
ciated with members of the exchange; and .

“(H) any other transaction of a kind which the Commission,
by rule, determines is consistent with the purposes of this para-
graph, the protection of investors, and the maintenance of fair
and orderly markets. .

“(8) The Commission, by rule, as it deems necessary or appropriate
in the public interest and for the protection of investors, to mawmitain
fair and orderly markets, or to assure equal regulation of exchange
markets and markets occuriing otherwise than on an exchange, may
requlate or prohibit : - ..

“(A) transactions on a national securities exchange not unlaw-
ful under paragraph (1) of this subsection effected by any mem-
ber thereof for its own account (unless such member is acting in
the capacity of market maker or odd-lot dealer), the account of
an associated person, or an account with respect to which such
member or an associated person thereof exercises investment dis-
cretion;

“(B)’ transactions otherwise than on a national securities
ewchange effected by use of the mails or any means or instrumen-
tality of interstate commerce by any member of a national secu-
rities ewchange, broker, or dealer for the account of such member,
broker, or dealer (unless such member, broker, or dealer i8 acting in
the capacity of a market maker) the account of an associated per-
8o, or am account with respect to which such member, broker, or
dealer or associated person thereof exvercises investment discre-
tion,; and

(Q) transactions on a national securities exchange effected by
ang broker or dealer not a member thereof for the account of such
broker or dealer (unless such broker or dedaler is acting in the
capacity of market maker), the account of an associated person, or
an account with respect to which such broker ar dealer or associ-
ated person thereof exercises investment discretion.

“(8) The provisions of paragraph (1) of this subsection insofar as
they apply to transactions on a national securities exchange effected
by a member thereof who was a member on May 1, 1975 shall not
become effective until May 1, 1978. Nothing in this paragraph shall
be construed to impair or limit the authority of the Commission to
regulate or prohibit such transactions prior to May 1, 1978, pursuant
to paragraph (2) of this subsection.

“(b) When not in contravention of such rules and regulations as
the Commission may prescribe as necessary or appropriate in the pub-
lic interest and for the protection of investors, to maintain fair and
orderly markets, or to remove impediments to and perfect the mech-
anism of a national market system, the rules of a national securities
exchange may permit (1) a member to be registered as an odd-lot
dealer and as such to buy and sell for his own account so far as may
be reasonably necessary to carry on such odd-lot transactions, and
(2) @ member to be registered as a specialist. Under the rules and
requlations of the Commission a specialist may be permitted to act as
a broker and dealer or limited to acting as a broker or dealer. It shall
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be unlawful for a specialist or an official of the exchange to disclose
information in regard to orders placed with such specialist which is
not available to all members of the exchange, to any person other than
an official of the exchange, a representative of the Commission, or a
specialist who may be acting for such specialist: Provided, however,
That the Commission, by rule, may require disclosure to all members
of the exchange of all orders placed with specialists, under such rules
and regulations as the Commission may prescribe as mecessary or
appropriate in the public interest or for the protection of investors.
It shall also be unlawful for a specialist permitted to act as a broker
and dealer to effect on the exchange as broker any transaction except
upon a market or limited price order.”.

(3) Subsection (e) thereof is repealed. ' )

Sec. 7. The Securities Exchange Act of 193} is amended by inserting
after section 11 (16 U.S.C. 78k) the following mew section:

“NATIONAL MARKET SYSTEM FOR SECURITIES y SECURITIES INFORMATION
PROCESSORS

“Sec.11A. (a) (1) The Congress finds that—

“(A) The securities markets are an important national asset
which must be preserved and strengthened.

“(B) New data processing and communications techniques cre-
ate the opportunity for more efficient and effective market opera-
tions. ’

“(0) It is in the public interest and appropriate for the pro-
tection of investors and the maintenance of fair and orderly mar-
kets to assure—

“(2) economically efficient execution of securities transac-
tions,

“(4) fair competition among brokers and dealers, among
exchange markets, and between exchange markets and mar-
kets other than exchange markets;

“(i2) the availability to brokers, dealers, and investors of
enformation with respect to quotations for and transactions in
securities;

() the practicability of brokers ewecuting tnvestors’ or-
ders in the best market; and ‘

(v) an opportumity, consistent with the provisions of
clauses (i) and (iv) of this subparagraph, for investors’ or-
ders to be executed without the participation of o dealer.

“(D) The linking of all markets for qualified securities through
communication and data processing facilities will foster efficiency,
enhance competition, increase the information available to bro-
kers, dealers, and investors, facilitate the offsetting of investors’

- orders; and contribute to best execution of such orders.

“(2) The Commission is directed, therefore, having due regard for
the public interest, the protection of imvestors, and the maintenance
of fair and orderly markets, to use its authority wnder this title to
facilitate the establishment of a national market system for securities
(which may include subsystems for particular types of securities with
unigque trading characteristics) in accordance with the findings and to
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carry out the objectives set forth in paragraph (1) of this subsection.
The Commission, by rule, shall designate the securities or classes of
securities qualified for trading in the national market system from
among securities other tham exempted securities. (Securities or classes
of securities so designated hereinafter in this section referred to as
‘qualified securities’.)

. “(3) The Commission is authorized in furtherance of the directive
wn paragraph (2) of this subsection—

“(A4) to create one or more advisory committees pursuant to
the Federal Advisory Committee Act (which shall be in addition
to the National Market Advisory Board established pursuant to
subsection (d) of this section) and to employ one or more outside
experts; A

(B) by rule or order, to authorize or require self-regulatory
organizations to act jointly with respect to matters as to which
they share authority under this title in planning, developing, op-
erating, or regulating a national market system (or a subsystem
thereof) or one or more facilities thereof ; and

“(0) to conduct studies and make recommendations to the Con-
gress from time to time as to the possible need for modifications of
the scheme of self-regulation provided for in this title so as to
adapt it to a national market system. :

“(8) (1) Ewxcept as otherwise provided in this section, it shall be
unlawful for any securities information processor unless registered
wn accordance with this subsection, directly or indirectly, to make use
of the mails or any means or instrumentality of interstate commerce
to perform the functions of a securities information processor. The
Commission, by rule or order, upon its own motion or wpon application,
may conditionally or unconditionally exempt any securities informa-
tion processor or class of securities information processors or security
or class of securities from any provision of this section or the rules or
regulations thereunder, if the Commission finds that such exemption
is consistent with the public interest, the protection of investors, and
the purposes of this section, including the maintenance of fair and
orderly markets in securities and the removal of impedimenis to and
perfection of the mechanism of & national market system : Provided,
however, That a securities information processor nmot acting as the
exclusive processor of any information with respect to quotations for
or transactions in securities is exempt from the requirement to register
in accordamnce with this subsection wnless the Commission, by rule or
order, finds that the registration of such securities information proces-
sor i8 necessary or appropriate in the public interest, for the protection
of investors, or for the achievement of the purposes of this section.

“(2) A securities information processor may be registered by filing
with the Commission an application for registration in such form as
the Commission, by rule, may prescribe containing the address of its
principal office, or offices, the names of the securities and markets for
which it is then acting and for which it proposes to act as a securities
information processor, and such other information and documents
as the Commassion, by rule, may prescribe with regard to performance
capability, standards and procedures for the collection, processing,
distribution, and publication of information with respect to quotations
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for and transaction in securities, personnel qualifications, financial con-
dition, and such other matters as the Commission determines to be
germane_to the provisions of this title and the rules and regulations
thereunder, or necessary or appropriate in furtherance of the purposes
of this section.

“(3) The Commission shall, wupon the filing of an application for
registration pursuant to paragraph (2) of this subsection, publish
notice of the filing and afford interested persons an opportunity to sub-
mit written data, views, and arguments concerning such application.
Within ninety days of the date of the publication of such notice (or
within such longer period as to which the applicant consents) the Com-
mission shall—

- “(A) by order grant such registration, or
“(B) wnstitute proceedings to determine whether registration
should be denied. Such proceedings shall include notice of the
greunds for denial under consideration and opportunity for hear-
ing and shall be concluded within one hundred eighty days of
the date of publication of notice of the filing of the application for
registration. At the conclusion of such proceedings the Commis-
sion, by order, shall grant or deny such registration. The
Commission may extend the time for the conclusion of such pro-
ceedings for up to siwty days if it finds good cause for such ewten-
sion and publishes its reasons for so finding or for such longer
periods as to which the applicant consents.
T’ he Commission shall grant the registration of a securities information
processor if the Commission finds that such securities information
processor i 30 organized, and has the capacity, to be able to assure the
prompt, accurate, and reliable performance of its functions as a securi-
ties information processor, comply with the provisions of this title and
the rules and re sons t 7, carry out s fumctions in a
manner consistent with the purposes of this section, and, insofar as it is
acting as an exclusive processor, operate fairly and efficiently. The
Commission shall deny the registration of a securities information
processor if the Commaission does not make any such finding.

“(4) A registered securities information processor may, upon such
terms and conditions as the Commission deems necessary or appropri-
ate in the public interest or for the protection of investors, withdraw
from registration by filing a written notice of withdrawal with the
Commission. If the Commission finds that any registered securities
information processor is no longer in existence or has ceased to do busi-
ness in the capacity specified in its application for registration, the
Commission, by order, shall cancel the registration.

“(8) (A) If any registered securities information processor pro-
hibits or limits any person in respect of access to services offered,
@zrectgzy or indirectly, by such securities information processor, the reg-
wstered securities information processor shall promptly file notice
thereof with the Commission. The notice shall be wn such form and con-
tain such information as the Commission, by rule, may prescribe as
necessary or appropriate in the public interest or for the protection
of investors. Any prohibition or limitation on access to services with
respect to which a registered securities information processor is re-
quired by this paragraph to file notice shall be subject to review by the
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Commission on its own motion, or upon application by any person
aggrieved thereby filed within thirty days after such notice has been
filed with the Commission and received by such aggrieved person, or
within such longer period as the Commission may determine. Applica-
tion to the Commission for review, or the institution of review by the
Commission on its own motion, shall not operate as a stay of such prohi-
bition or limitation, unless the Commission otherwise orders, sum-
marily or after notice and opportunity for hearing on the question of
a stay (which hearing may consist solely of the submission oy;gﬁda/vzts
or presentation of oral arguments). The Commission shall establish for
appropriate cases an expedited procedure for consideration and deter-
maination of the question of a stay. .

“(B) In any proceeding to review the prohibition or limitation of
any person in respect of access to services offered by a registered secu-
rities information processor, if the Commission finds, after notice and
opportunity for hearing, that such prohibition or limitation is con-
sistent with the provisions of this 'title and the rules and regulations
thereunder and that such person has not been discriminated against
unfairly, the Commission, by order, shall dismiss the proceeding. If the
Commission does not make any such finding or if it finds that such
prohibition or limitation imposes any burden on competition not nec-
essary or appropriate in furtherance of the purposes of this title, the
Commission, by order, shall set aside the prohibition or limitation
and require the registered securities information processor to permit
such person access to services offered by the registered securities infor-
mation processor.

“(6) The Commission, by order, may censure or place limitations
upon the activities, functions, or operations of any registered securities
information processor or suspend for a period not exceeding twelve
months or revoke the registration of any such processor, if the Com-
mission finds, on the record after notice and opportunity for hearing,
that such censure, placing of limitations, suspension, or revocation is in
the public interest, necessary or appropriate for the protection of
investors or to assure the prompt, accurate, or reliable performance of
the functions of such securities information processor, and that such
securities information processor has violated or is unable to comply
with any provision of this title or the rules or regulations thereunder.

“(e) (1) No self-regulatory organization, member thereof, securities
information processor, broker, or dealer shall make use of the mails or
any means or instrumentality of interstate commerce to collect, process,
distribute, publish, or prepare for distribution or publication any in-
formation with respect to quotations for or transactions in any security
other than an exempted security, to assist, participate in, or coordinate
the distribution or publication of such information, or to effect any
tramsaction in, or to induce or attempt to induce the purchase or sale of,
any such security in contravention of such rules and regulations as the
Commission shall prescribe as necessary or appropriate in the public
interest, for the protection of investors, or otherwise in furtherance of
the purposes of this title to—

“(A) prevent the use, distribution, or publication of fraudulent,
deceptive, or manipulative information with respect to quotations
for and transactions in such securities;
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“(B) assure the prompt, accurate, reliable, and fair collection,
processing, distribution, and publication of information with
respect to quotations for and tramsactions in such securities and
the fairness and usefulness of the form and content of such in-
formation;

“(0) assure that all securities information processors may, for
purposes of distribution and publication, obtain on fair and rea-
sonable terms such. information with respect to quotations for and
transactions in such securities as is collected, processed, or pre-
pared for distribution or publication by any ewclusive processor
of such information acting in such capacity;

“(D) assure that all exchange members, brokers, dealers, securi-
ties information processors, and, subject to such limitations as the
Commission, by rule, may impose as necessary or appropriate for
the protection of investors or maintenance of fair and orderly
markets, all other persons may obtain on terms which are not un-
reasonably discriminatory such information with respect to quo-
tations for and transactions in such securitics us is published or
distributed by any self-regulatory organization or securities in-
formation processor;

“(E) assure that all exchange members, brokers, and dealers
transmit and direct orders for the purchase or sale of qualified
securities in a manner consistent with the establishment and op-
eration of & national market system; and

“(F) assure equal regulation of all markets for qualified secu-
rities and all ewchange members, brokers, and dealers effecting
transactions in such securities.

“(2) The Commission, by rule, as it deems necessary or appropriate
in the public interest or for the protection of investors, may require
any person who has effected the purchase or sale of any qualified se-
curity by use of the mails or any means or instrumentality of interstate
commerce to report such purchase or sale to a registered securities
information processor, national securities exchange, or registered
securities association and require such processor, exchange, or asso-
ciation to make appropriate distribution and publication of informa-
tion with respect to such purchase or sale.

“(3) (4) The Commission, by rule, is authorized to prohibit brokers
and dealers from effecting transactions in securities registered pursu-
ant to section 12(b) otherwise than on a national securities exchange,
if the Commission finds, on the record after notice and opportunity
for hearing, that—

“(%) as a result of transactions in such securities effected other-
wise than on a national securities exchange the fairness or order-
liness of the markets for such securities has been affected in a
manner contrary to the public interest or the protection of in-
vestorsy

“(4) no rule of any national securities exchange unreasonably
smpairs the ability of any dealer to solicit or effect transactions in
such securities for his own account or unreasonably restricts com-
petition among dealers in such securities or between dealers act-
ing in the capacity of market makers who are specialists in such

23

securities and such dealers who are not specialists in such securi-
ties, and o
“(i2) the maintenance or restoration of fair and orderly mar-
kets in such securities may not be assured through other lawful
means under this title.
The  Commission may conditionally or unconditionally exempt any
security or transaction or any class of securities or transactions from
any such. prohibition if the Commission deems such exemption con-
sistent with the public interest, the protection of investors, and the
maintenance of fair and orderly markets.

“(B) For the purposes of subparagraph (A) of this paragraph, the
ability of a dealer to solicit or effect transactions in securities for his
own account shall not be deemed to be unreasonably impaired by any
rule of an exchange fairly and reasonably prescribing the sequence
in which orders brought to the exchange must be evecuted or which has
been adopted to effect compliance with a rule of the Commission
promulgated under this title.

“(4) (A) The Commission is directed to review any and all rules of
national securities exchanges which limit or condition the ability of
members to effect transactions in securities otherwise than on such
exchanges. On or before the ninetieth day following the day of en-
actment of the Securities Acts Amendments of 1975, the Commission
shall () report to the Congress the results of its review, including the
effects on competition of such rules, and (i¢) commence a proceeding
in accordance with the provisions of section 19(c) of this title to
amend any such rule imposing a burden on competition which does not
appear to the Commission to be necessary or appropriate in further-
ance of the purposes of this title. The Commission shall conclude any
such proceeding within ninety days of the date of publication of no-
tice of its commencement.

“(B) Review pursuant to section 25(b) of this title of any rule
promulgated by the Commission in accordance with any proceeding
commenced pursuant to subparagraph (A) of this paragraph shall,
except as to causes the cowrt considers of greater importance, take prec-
edence on the docket over all other causes and shall be assigned for
consideration at the earliest practicable date and expedited in every
way.

“(8) No national securities exchange or registered securities associa-
tion may limit or condition the participation of any member in any
registered clearing agency.

“(d) (1) Not ldater than one hundred eighty days after the date
of enactment of the Securities Acts Amendments of 1975, the
Comvmission shall establish a National Market Advisory Board (here-
inafter in this section referred to as the “Adwvisory Board”) to be
composed of fifteen members, not all of whom shall be from the same
geographical area of the United States, appointed by the Commission
for a term specified by the Commission of not less than two years or
more than five years. The Advisory Board shall consist of persons
associated with brokers and dealers (who shall be a majority) and
persons not so associated who are representative of the public and,
to the extent feasible, have knowledge of the securities markets of
the United States.
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“(2) It shall be the responsibility of the Advisory Board to formu-
late and furnish to the Commission its views on significant regulatory
proposals made by the Commission or any self-requlatory organization
concerning the establishment, operation, and regulation of the markets
for securities in the United States.

“(3)(A) The Advisory Board shall study and make recommenda-
tions to the Commission as to the steps it finds appropriate to facilitate
the establishment of a national market system. In so doing, the Ad-
visory Board shall assume the responsibilities of any advisory com-
mittee appointed to advise the Commission with respect to the national
market system which i3 in existence at the time of the establishment of
the Adwvisory Board. )

“(B) The Adwvisory Board shall study the possible need for modifi-
‘cations of the scheme of self-regulation provided for in this title so
as to adapt it to a national market system, including the need for the
establishment of a new self-requlatory orgamization (hereinafter in
this section referred to as a ‘National Market Regulatory Board or
‘Regulatory Board’) to administer the national market system. In the
event the Adwvisory Board determines a National Market Regulatory
Board should be established, it shall make recommendations as to:

“(2) the point in time at which a Regqulatory Board should be
established ;
“(#2) the composition of & Regulatory Board,
“(iiz) the scope of the authority of a Regulatory Board;
“(4v) the relationship of a Regqulatory Board to the Commis-
sion and to existing self-regqulatory orgawizations; and
“(v) the manner en which a Bequlatory Board should be funded.
The Advisory Board shall report to the Congress, on or before Decem-
ber 31, 1976, the results of such study and its recommendations, in-
cluding such recommendations for legislation as it deems appropriate.

“(C) In carrying out its responsibilities under this paragraph, the
Adwisory Board shall consult with self-regulatory orgamizations,
brokers, dealers, securities information processors, issuers, investors,
. representatives of Government agencies, and other persons interested
or likely to participate in the establishment, operation, or regulation
of the national market system.

“(e) The Commission is authorized and directed to make a study
of the extent to which persons excluded from the definitions of
“broker” and “dealer” maintain accounts on behalf of public customers
for buying and selling securities registered under section 12 of this
title and whether such exclusions are consistent with the protection of
investors and the other purposes of this title. The Commission shall
report to the Congress, on or before December 31, 1976, the results of
its study together with such recommendations for legislation as it
deems advisable.”.

Sec. 8. Section 12(f) of the Securities Exchange Act of 1934 (15
U.8.0.781(f) ) is amended as follows :

(1) Paragraphs (1) and (2) thereof are amended to read as follows :

“(f) (1) Notwithstanding the foregoing provisions of this section,
any national securities exchange, subject to the terms and conditions
hereinafter set forth— ,
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“(A4) may continue unlisted trading privileges to which a se-
curity had been admitted on such exchange prior to July 1, 1964,

“(B) upon application to and approval of such application by
the Commission, may extend unlisted trading privileges to any
security listed and registered on any other national securities ex-
change; and '

“(C) upon application to and approval of such application by
the Commission, may extend unlisted trading privileges to any
security registered pursuant to section 12 of this title or which
would be required to be so registered ewcept for the exemption
from registration provided in subsection (g)(2)(B) or (g)(2)
(@) of that section.

If an emtension of unlisted trading privileges to a security is based
upon its listing and registration on another national securities ex-
change, such privileges shall continue in effect only so long as such
security remains listed and registered on a national securities
exchange.

“(2) No application pursuant to this subsection shall be approved
unless the Commission finds, after notice and opportunity for hearing,
that the ewtension of unlisted trading privileges pursuant to such ap-
plication is consistent with the maintenance of fair and orderly mar-
kets and the protection of investors. In considering an application
for the ewtension of unlisted trading privileges to a security not listed
and registered on a national securities exchange, the Commission shall,
among other matters, take account of the public trading activity in
such security, the character of such trading, the impact of such ex-
tension on the existing markets for such securities, and the desirability
of removing impediments to and the progress that has been made
toward the development of a national market system and shall not
grant any such application if any rule of the national securities ex-
change making application under this subsection would unreasonably
impazr the ability of any dealer to solicit or effect transactions in such
security for his own account, or would unreasonably restrict competi-
tion among dealers in such security or between such dealers acting in
the capacity of market makers who are specialists and. such dealers who
are not gpecialists.”.

gfg; I;gz,mgmpk (6) thereof is amended by striking out “section
19 of”.

Skc. 9. Section 12 of the Securities Exchange Act of 1934 (15 U.S.C.
780) is amended by adding ot the end thereof the following new sub-
sections:

“(j) The Commission is authorized, by order, as it deems necessary
or appropriate for the protection of investors to deny, to suspend the
effective date of, to suspend for a period not exceeding twelve months,
or to revoke the registration of a security, if the Commission finds,
on the record after notice and opportunity for hearing, that the issuer
of such security has failed to comply with any provision of this title or
the rules and requlations thereunder. No member of a national securi-
ties ewchange, broker, or dealer shall make use of the mails or any
means or instrumentality of interstate commerce to effect any trans-
action in, or to induce the purchase or sale of , any security the registra-
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tion of which has been and is suspended or revoked pursuant to the
eceding sentence.

“(&) If in its opinion the public interest and the protection of in-
wvestors 8o require, the Commission is authorized summarily to suspend
trading in any security (other than an exempted security) for a
period not exceeding ten days, or with the approval of the President,
summarily to suspend ol trading on any national securities ewchange
or otherwise, in securities other than ewempted securities, for a period
not exceeding minety days. No member of a national securities
exchange, broker, or dealer shall make use of the mails or any means
or instrumentality of interstate commerce to effect amy transaction
in, or to induce the purchase or sale of, any security in which trading
48 80 suspended.

“(1) It shall be unlawful for an issuer, any class of whose securities
i8 registered pursuant to this section or would be required to be so
registered except for the exemption from registration provided by
subsection (g) (2) (B) or (g) (2) (@) of this section, by the use of any
means or instrumentality of interstate commerce, or of the mails,
to issue, either originally or wpon transfer, any of such securities
in a form or with a format which contravenes such rules and regu-
lations as the Commission may prescribe as necessary or appropriate
for the prompt and acourate clearance and. settlement of transactions
in securities. The provisions of this subsection shall not apply to
variable annuity contracts or variable life policies issued by an insur-
ance company or its separate accounts. i

“(m) The Commission is authorized and directed to make a study
and, investigation of the practice of recording the ownership of secu-
rities in the records of the issuer in other than the name of the bene-
ficial owner of such securities and to determine (1) whether such prac-
tice 48 consistent with the purposes of this title, with particular ref-
erence to subsection (g) of this section and sections 13, 14, 15(d), 16,
and 174, and (2) whether steps can be taken to facilitate communica-
tions between issuers and the beneficial owners of their securities while
at the same time retaining the benefits of such practice. The Commas-
sion shall report to the Congress its preliminary findings within siz
moniths after the date of enactment of the Securities Acts Amendments
of 1975, and its final conclusions and recommendations within one year
of such date.”. ,

Szc. 10. Section 13 of the Securities Exchange Act of 193} (15
U.8.C. 78m) is amended by adding at the end thereof the following
new subsection :

“(f) (1) Ewery institutional investment manager which uses the
mails, or any means or instrumentality of interstate commerce in the
course of its business as an institutional investment mamager and
which ewercises investment discretion with respect to accounts holding
equity securities of a class described. in section 13(d) (1) of this title
having an agqregate fair market value on the last trading day in any
of the preceding twelve months of at least $100,000,000 or such lesser
-amount (but in no case less than $10,000,000) as the Commission, by
rule, may determine, shall file reports with the Commission in such
form, for such periods, and at such times after the end of such periods
as the Commission, by rule, may prescribe, but in no event shall such
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reports be filed for periods longer than one year or shorter than one
quarter. Such reports shall include for each such equity security held
on the last day of the reporting period by accounts (in aggregate or by
type as the Commission, by rule, may prescribe) with respect to which
the institutional investment manager exercises investment discretion
(other than securities held in amounts which the Commission, by rule,
determines to be insignificant for purposes of this subsection), the
name of the issuer and the title, class, CUSIP number, number of
shares or principal amount, and aggregate fair market value of each
such security. Such reports may also include for accounts (in aggre-
gate or by type) with respect to which the institutional investment
manager exerciges investment discretion such of the following infor-
mation as the Commission, by rule, prescribes—

“(4) the name of the issuer and the title, class, CUSIP num-
ber, number of shares or principal amount, and aggregate fair
market value or cost or amortized cost of each other security
(other than an exempted security) held on the last day of the re-
porting period by such accounts;

“(B) the aggregate fair market value or cost or amortized
cost of exempted securities (in aggregate or by class) held on
the last day of the reporting period by such accounts;

“(Q) the number of shares of each equity security of a class
described in section 13(d) (1) of this title held on the last day of
the reporting period by such accounts with respect to which the

© institutional investment manager possesses sole or shared author-
ity to exercise the voting rights evidenced by such securities;

“(D) the aggregate purchases and aggregate sales during the
reporting period of each security (other than an exempted se-
curity) effected by or for such accounts; and

“(E) with respect to any transaction or series of transactions
having a market value of at least $500,000 or such. other amount as
the Commission, by rule, may determine, effected during the re-
porting period by or for such accounts in any equity security of

" a class described in section 13(d) (1) of this title— .
. (%) the name of the issuer and the title, class, and CUSIP
number of the security;
“(it) the number of shares or principal amount of the secu-
rity involved in the transaction,;
“(¢ie) whether the transaction was a purchase or sole;
“(w) the per share price or prices at which the transaction
was effected;
-“(w) the date or dates of the transaction,
“(vi) the date or dates of the settlement of the transaction;
“(viz) the broker or dealer through whom the transaction
was effected
“(vii) the market or markets in which the tramsaction was
‘effected; and .
“(ix) such other related information as the Commission,
) by rule, may prescribe.
“(2) The Commission, by rule or order, may emempt, conditionally
or unconditionally, any institutional investment manager or security
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or any class of institutional investment managers or securities from
any or all of the provisions of this subsection or the rules thereunder.

“(3) The Commission shall make available to the public for a reason-
able fee a list of all equity securities of a class described in section
13(2) (1) of this title, updated no less frequently than reports are
required to be filed pursuant to paragraph (1) of this subsection. The
Commission shall tabulate the information contained in any report
filed pursuant to this subsection in a manner which will, in the view of

he go;mm'ssion, maximize the usefulness of the information to other

Federal and State authorities and the public. Promptly after the filing
of any such report, the Commission shall make the information con-
tained therein conveniently available to the public for a reasonable fee
in such form as the Commission, by rule, may prescribe, except that the
Commission, as it determines to be necessary or appropriate in the pub-
lic interest or for the protection of investors, may delay or prevent
public disclosure of any such information in accordance with section
558 of title 6, United States Code. Notwithstanding the preceding
sentence, any such information identifying the securities held by the
account of a natural person or an estate or trust other thon a business
trust or investment company) shall not be disclosed to the public.

“(4) In ewercising its authority under this subsection, the Commis-
sion shall determine (and so state) that its action is necessary or ap-
propriate in the public interest and for the protection of investors or
to maintain fair and orderly markets or, in granting an ewemption,
that its action is consistent with the protection of investors and the
purposes of this subsection. I'n exercising such authority the Commis-
sion shall take such steps as are within its power, including consulting
with the Comptroller General of the United States, the Director of the
Office of Management and Budget, the appropriate regulatory agen-
cies, Federal and State authoritics which, directly or indirectly, re-
quire reports from institutional investment managers of information
substantially similar to that called for by this subsection, national
securitics exchanges, and registered securitics associations, (A) to
achieve uniform, centralized reporting of information concerning the
securities holdings of and transactions by or for accounts with re-
8pect to which institutional investment managers ewercise investment
isoretion, and (B) consistently with the objective set forth in the
preceding subparagraph, to avoid unnecessarily duplicative reporting
by, and minimize the compliance burden on, institutional investment
managers. Federal authorities which, directly or indirectly, require
reports from institutional investment managers of information sub-
stantially similar to that called for by this subsection shall cooperate
with the Commission in the performance of its responsibilities under
the preceding sentence. An institutional investment manager which is
a bank, the deposits of which are insured in accordance with the
Federal Deposit Insurance Act, shall file with the appropriate regula-
tory agency a copy of every report filed with the Commission pursuant
to this subsection.

“(6) (A) For purposes of this subsection the term ‘“institutional in-
vestment manager’ includes any person, other than a natural person,
investing in or buying and selling securities for its own account, and
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any person exercising investment discretion with respect to the account
of any other person. )

“(B) The Commission shall adopt such rules as it deems mecessary
or appropriate to prevent duplicative reporting pursuant to this sub-
section by two or more institutional investment managers exercising
inwestment discretion with respect to the same amount.”.

Szc. 11. Section 15 of the Securities Exchange Act of 1934 (16
U.8.0.780) i amended as follows:

(1) The title thereof is amended to read : “REGISTRATION AND REGU-
LATION OF BROKERS AND DEALERS’.

(8) Subsection (a) and (b) thereof are amended to read as follows:

“(a) (1) It shall be unlawful for any broker or dealer which is either
a person other than a natural person or a natural person not associated
with a broker or dealer which is a person other than a natwral person

(other than such a broker or dealer whose business is exclusively intra-
state and who does not make use of any facility of a national securities
exchange) to make use of the mails or any means or instrumentality of
interstate commerce to effect any transactions 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 com-
mercial bills) unless such broker or dealer is registered in accordance
with subsection (b) of this section. ] )

“(2) The Commission, by rule or order, as it deems consistent with
the public interest and the protection of investors, may conditionally or
unconditionally exempt from paragraph (1) of this subsection any
broker or dealer or class of brokers or dealers specified in such rule or
order.

“(b) (1) A broker or dealer may be registered by filing with the
Commission an application for registration in such form and contain-
ing such information and documents concerning such broker or dealer
and any persons associated with such broker or dealer as the Com-
mission, by rule, may prescribe as nmecessary or appropriate in the
public interest or for the protection of investors. Within forty-ﬁve days
of the date of the filing of such application (or within such longer
period as to which the applicant consents), the Commission shall—

“(A) by order grant registration, or ) .
“(B) institute proceedings to determine whether registration
should be denied. Such proceedings shall include notice of the
grounds for denial under consideration and opportunity for
hearing and shall be concluded within one hundred twenty days
of the date of the filing of the application for registration. At the
conclusion of such proceedings, the Commission, by order, shall
grant or deny such registration. The Commission may extend
the time for conclusion of such proceedings for wp to ninety days
tf it finds good cause for such extension and publishes its reasons
for so finding or for such longer period as to which the applicant
consents.
The Commission shall grant such registration if the Commission
finds that the requirements of this section are satisfied. The Commis-
sion shall deny such registration if it does not make such & finding or
if it finds that if the applicant were so registered, its registration
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would be subject to suspension or revocation under paragraph (4)
of this subsection.

“(2) (A) An application for registration of a broker or dealer to
be formed or organized may be made by a broker or dealer to which
the broker or dealer to be formed or organnized is to be the successor.
Such application, in such form as the Comaemission, by rule, may pre-
scribe, shall contain such information and documents concerning the
applicant, the successor, and any persons associated with the appli-
cant or the successor, as the Commission, by rule, may prescribe as
necessary or appropriate in the public interest or for the protection
of investors. The grant or denial of registration to such an applicant
shall be in accordance with the procedures set forth in paragraph
(1) of this subsection. If the Commission grants such registration,
the registration shall terminate on the forty-fifth day after the effec-
tive date thereof, unless prior thereto the successor shall, in accord-
ance with such rules and regulations as the Commission may prescribe,
adopt the application for registration as its own.

“(B) Any person who is a broker or dealer solely by reason of act-
ing as municipal securitics dealer or mumicipal securitics broker,
who 80 acts through a separately identifiable department or division,
and who so acted in such a manner on the date of enactment of the
Securities Acts Amendments of 1975, may, in accordance with such
terms and conditions as the Commission, by rule, prescribes as neces-
sary and appropriate in the public interest and for the protection of
investors, register such separately identifiable department or division
in accordance with this subsection. If any such department or division
is 80 registered, the department or division and not such person him-
self shall be the broker or dealer for purposes of this title.

“(0) Within six months of the date of the granting of registration to
a broker or dealer, the Commission, or upon the authorization and
direction of the Commission, a registered securities association or
national securities exchange of which such broker or dealer is a mem-
ber, shall conduct an inspection of the broker or dealer to determine
whether it is operating in conformity with the provisions of this title
ond the rules and regulations thereunder: Provided, however, That
the Commission may delay such inspection of any class of brokers or
dealers for a period not to exceed siz months.

“(8) Any provision of this title (other than section 5 and subsection
(@) of this section) which prohibits amy act, practice, or course of
business if the mails or any means or instrumentality of interstate
commerce is used. in connection therewith shall also prokibit any such
act, practice, or course of business by any registered broker or dealer
or any person acting on behalf of such a broker or dealer, irrespective
of any use of the mails or any means or instrumentality of interstate
commerce in connection therewith.

“(4) The Commission, by order, shall censure, place limitations on
the activities, functions, or operations of, suspend for a period not ex-
ceeding twelve months, or revoke the registration of any broker or
dealer if it finds, on the record after notice and opportunity for hear-
ing, that such censure, placing of limitations, suspension, or revoca-
tion is in the public interest and that such broker or dealer, whether
prior or subsequent fo becoming such, or any person associated with
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such broker or dealer, whether prior or subsequent to becoming so
associated—

“(4) has willfully made or caused to be made in any applica-
tion for registration or report required to be filed with the Com-
mission under this title, or in any proceeding before the Com-
mission with respect to registration, any statement which was at
the time and in the light of the circumstances under which it was
made false or misleading with respect to any material fact, or has
omitted to state in any such application or report any material
fact which is required to be stated therein.

“(B) has been convicted within ten years preceding the filing
of any application for registration or at any time thereafter of
any felony or misdemeanor which the Commission finds—

“(¢) involves the purchase or sale of any security, the
taking of a false oath, the making of a folse report, bribery,
perjury, burglary, or conspiracy to commit any such o fense,

“(4i) arises out of the conduct of the business of a broker,
dealer, municipal securities dealer, investment adviser, bank,
insurance company, or fiduciary

“(#i) involwes the larceny, theft, robbery, extortion, for-
gery, counterfeiting, fraudulent concealment, embezzlement,
fraudulent conversion, or misappropriation o f funds or secu-
rities; or

“(w) involves the wiolation of section 162, 131, 1342, or
1343 or chapter 25 or }7 of title 18, United States Code.

“(0) is permanently or temporarily enjoined by order, judg-
ment, or decree of any court of competent jurisdiction from acting
a8 an investment adviser, underwriter, broker, dealer, or munici-
pal securities dealer, or as an affiliated person or employee of any
tnwestment company, bank, or insurance company, or from en-
gaging in or continuing any conduct or practice in connection
with any such activity, or in connection with the purchase or sale
of any security.

“(D) has willfully violated any provision of the Securities Act
of 1933, the Investment Advisers Act of 1940, the Investment Com-
pany Act of 1940, this title, the rules or requlations under any of
such statutes, or the rules of the Mumicipal Securities Rulemaking
Board, or is unable to comply with any such provision.

“(&) has willfully aided, abetted, counseled, commanded, in-
duced, or procured the violation by any other person of any pro-
wvision of the Securities Act of 1933, the Investment Advisers Act
of 1940, the Investment Company Act of 1940, this title, the rules
or regulations under any of such statutes, or the rules of the
Municipal Securities Rulemaking Board, or has failed reason-
ably to supervise, with a view to preventing wiolations of the
provisions of such statutes, rules, and regulations, another person
who commits such a wviolation, if such other person is subject to
his supervision. For the purposes of this subparagraph (E) no
person shall be deemed to have failed reasonably to supervise any
other person, if—

“(2) there have been established procedures, and o system
for applying such procedures, which would reasonably be
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expected to prevent and detect, insofar as practicable, any
such violation by such other person, and

“(#) such person has reasonably discharged the duties ond
obligations incumbent upon him by reason of such procedures
and systom without reasonable cause to believe that such pro-
cedures and system were not being complied with.

“(F) 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.

“(6) Pending final determination whether any registration
under this subsection shall be revoked, the Commission, by order, may
suspend such registration, if such suspension appears to the Com-
mission, after notice and opportunity for hearing, to be necessary or
appropriate in the public interest or for the protection of investors.
Any registered broker or dealer may, upon such ‘terms and
conditions as the Commission deems necessary or appropriate in the
public interest or for the protection of investors, withdraw from regis-
tration by filing a written notice of withdrawal with the Commission.
If the Commission finds that any registered broker or dealer is no
longer in ewistence or has ceased to do business as a broker or dealer,
the Commission, by order, shall cancel the registration of such broker
or dealer.

“(6) The Commission, by order, shall censure or place limitations
on the activities or functions of any person associated, or seeking to
become associated, with a broker or dealer, or suspend for a period not
ewceeding 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 opportumity for hearing, that such censure, placing of
limitations, suspension, or bar is in the public interest and that such
person has committed or omitted any act or omission enwmerated in
subparagraph (A), (D), or (E) of paragraph (4) of this subsection,
has been convicted of any offense specified in subparagraph (B)
of said paragraph (4) within ten years of the commencement of the
proveedings under this paragraph, or is enjoined from any action, con-
duct, or practice specified in subparagraph (C) of said paragraph
(4). 1t shall be unlawful for any person as to whom such an order
suspending or barring him from being associated with a broker or
dealer is in effect willfully to become, or to be, associated with a broker
or dealer without the consent of the Commission, and it shall be unlaw-
ful for any broker or dealer to permit such a person to become, or
remain, a person associated with him without the consent of the Com-
mission, if such broker or dealer knew, or in the exercise of reasonable
care should have known, of such order.

“(7) No registered broker or dealer shall effect any tramsaction
in, or induce the purchase or scle of, any security unless such
broker or dealer meets such standards of operational capability and
such broker or dealer and all natural persons associated with such
broker or dealer meet such standards of training, experience, com-
petence, and such other qualifications as the Commission finds neces-
sary or appropriate in the public interest or for the protection of
investors. The Commission shall establish such standards by rules
and regulations, which may—
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“(4) specify that all or any portion of such standards shall
be applicable to any class of brokers and dealers and persons
associated with brokers ond dealers; .

“(B) require persons in any such class to pass tests prescribed
wm accordance with such rules and regulations, which tests shall,
with respect to any class of partners, officers, or supervisory em-
ployees (which latter term may be defined by the Commission’s
rules and regulations and as so defined shall include branch man-
agers of brokers or dealers) engaged in the management of the
broker or dealer, include questions relating to bookkeeping, ac-
counting, internal comtrol over cash and securities, supervision
of employees, maintenance of records, and other appropriate mat-
ters; and

“(C) provide that persons in any such class other than brokers
and dealers and partners, officers, and supervisory employees of
brokers or dealers, may be qualified solely on the basis of compli-
ance with such standards of training end such other qualifications
as the Commission finds appropriate.

The Oommission, by rule, may prescribe reasonable fees and charges
to defray its costs wn carrying out this paragraph, including, but not
limited to, fees for any test administered by it or under its direction.
The Commission may cooperate with registered securities associations
and national securities exchanges in devising and administering tests
and may require registered brokers and dealers and persons associated
with such brokers and dealers to pass tests administered by or on
behalf of any such association or exchange and to pay such association
or exchange reasonable fees or charges to defray the costs incurred by
such association or exchange in administering such tests.

. “(8) In addition to the fees and charges authorized by paragraph
(7) of this subsection, each registered troker or dealer not a member
of a registered securities assceiation shall vay to the Commission such
reasonable fees and charges as may be necessary to defray the costs of
the additional regulatory duties required to he performed by the Com-
mission because such broker or dealer effects tramsactions in securities
otherwise than on a national securities exchange of which. it is a mem-
ber and is not a member of a registered securities association. The
Cemmission, by rule, shall establish such. fees and charges.

“(9) No broker or dealer subject to paragraph {8) of this subsection
shall effect any transaction in, or induce the purchase or sale of, any
security (otherwise than on a national securities exchange of which it
i8 @ member) in contravention of such rules and regulations as the
Commission may prescribe designed to promote just and equitable
principles of trade, to remove impediments to and perfect the mecha-
nism of a free and open market and a national market system, and,
in ?eneml, to protect inwestors and the public interest.

“(10) For the purposes of determining whether a person is subject
to a statutory disqualification under section 6(c) (2), 16A(g) (2), or
174(d) (4) (B) of this title, the term ‘Commission’ in paragraph (4)
(B) of thas subsection shall mean ‘exchange’, ‘association’, or ‘clearing
agency’, respectively.”.

(3) Paragraphs (1), (2), and (3) of subsection (c) thereof are
amended to read as follows:

52-605 O - 75 -3
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“(c) (1) No broker or dealer shall make use of the mails or 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 commercial paper, bankers’ acceptances, or
commercial bills) otherwise than on o national securities exchange
of which it is & member by means of any manipulative, deceptive, or
other fraudulent device or contrivance, and no mumicipal securities

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 purchase or sale of, any municipal security by means of
any manipulative, deceptive, or other fraudulent device or contrivance.
The Commission shall, for the purposes of this paragraph, by rules
and regulations define such devices or contrivances as are manipula-
tive, deceptive, or otherwise hfraudulent.

“(2) 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 purchase or sale of, any security
(other than an exempted security or commercial paper, bankers’
acceptances, or commercial bills) otherwise tham on a national secu-
rities ewchange of which it is a member, in conmection with which
such broker or dealer engages in any fradulent, deceptive, or manipula-
tive act or practice, or makes any fictitious quotation, and no muntcipal
securities dealer shall make use of the mails or any means or instru-
mentality of interstate commerce to e/cht any transaction in, or to
induce or attempt to induce the purchase or sale of, any municipal
security in connection with which such municipal securities dealer
engages in any fradulent, deceptive, or manipulative act or practice,
or makes any fictitious quotation. The Comunission shall, for the pur-
poses of this paragraph, by rules and regulations define, and prescribe
means reasonably designed to prevent, such acts and practices as are
fraudulent, deceptive, or manipulative and such quotations as are
fictitious.

“(8) No broker or dedler 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 purchase or sale of, any se-
ourity (other than an ewempted security or commercial paper, bank-
ers’ acceptances, or commercial bills) in contravention of such rules
and regulations as the Commission shall prescribe as necessary or ap-
propriate in the public interest or for the protection of investors to
provide safequards with respect to the financial responsibility and
related practices of brokers and dealers including, but not limited to,
the acceptance of custody and use of customers’ securities and the
carrying and use of customers’ deposits or credit balances. Such rules
and regulations shall (A) require the maintenance of reserves with
respect to customers’ deposits or credit balances, and (B) no later
than September 1, 1975, establish minimum financial responsibility
requirements for all brokers and dealers.”.

(4) Paragraph (5) of subsection (c) thereof is amended to read
as follows:

“(6) No dealer (other than a specialist registered on a national se-
curities exchange) acting in the capacity of market maker or other-
wise shall make use of the mails or any means or instrumentality of
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interstate commerce to effect any transaction in, or to induce or at-
tempt to induce the purchase or sale of, any security (other than an
exempted security or a municipal security) in contravention of such
specified and appropriate standards with respect to dealing as the
Commission, by rule, shall prescribe as necessary or appropriate in
the public interest and for the protection of investors, to maintain
fair and orderly markets, or to remove impediments to and perfect
the mechanism of a national market system. Under the rules of the
Commission a dealer in a security may be prohibited from acting
as a broker in that security.”.

(6) Subsection (c) thereof is further amended by odding at the
end thereof the following new paragraph.:

“(6) No broker or dealer shall make wse of the mails or any means
or instrumentality of interstate commerce to effect any transaction in,
or to induce or attempt to induce the purchase or sale o f, any security
(other than an exempted security, municipal security, commercial
paper, bankers’ acceptances, or commercial bills) in contravention of
such rules and regulations as the Commission shall prescribe as neces-
sary or appropriate in the public interest and for the protection of
investors or to perfect or remove impediments to a national system for
the prompt amip accurate clearonce and settlemenit of securities transac-
tions, with respect to the time and method of, and the form and format
of documents used in connection with, making settlements of and pay-
ments for transactions in securities, making transfers and deliveries of
securities, and closing accounts. Nothing in this paragraph shall be
construed (A) to affect the authority of the Board of Governors of the
Federal Reserve System, pursuant to section 7 of this title, to prescribe
rules and regulations for the purpose of preventing the excessive use o f
eredit for the purchase or carrying of securities, or (B) to authorize
the Commission to prescribe rules or requlations for such purpose.”.

(6) The section is further amended by adding at the end thereof
the following new subsection :

“(e) The Commission, by rule, as it deems necessary or appropriate
in the public interest and for the protection o f investors or to assure
e%ual regulation, may require any member of a national securities ex-
change not required to register under section 15 of this title and any
person associated with any such member to comply with any provision
of this title (other than section 15(a)) or the rules or regulations there-
under which by its terms regulates or prohibits 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.”.

Skc. 12. Section 154 of the Securities Ewxchange Act of 1934 (156
U.S.0. 780-3) is amended. as follows :

(2) The title thereof is amended to read: “rEGISTERED SECURITIES
ASSOCIATIONS”.

(2) Subsections (a) and (b) thereof are amended to read as follows :

“(@) An association of brokers and dealers may be registered as a
national securities association pursuant to subsection (b), or as an affil-
tated securities association pursuant to subsection ( d), under the terms
and conditions hereinafter provided in this section and in accordance
with the provisions of section 19(a) of this title, by filing with the
Commission an application for registration in such form as the Com-
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mission, by rule, may prescribe containing the rules of the association
and such other information and documents as the Commission, by rule,
may prescribe as necessary or appropriate in the public interest or for
the protection of investors.

“(b) An association of brokers and dealers shall not be registered
a8 a national securities association unless the Commission determines
that—

“(1) By reason of the number and geographical distribution
of its members and the scope of their transactions, such. association
will be able to carry out the purposes of this section.

“(2) Such association is so organized and has the capacity to
be able to carry out the purposes of this title and to comply, and
(subject to any rule or order of the Commission pursuant to sec-
tion 17(d) or 19(g) (2) of ths title) to enforce compliance by
its members and persons associated with its members, with the
provisions of this title, the rules and regulations thereunder, the
rules of the Municipal Securities Rulemaking Board, and the
rules of the association.

“(3) Subject to the provisions of subsection (g) of this section,
the rules of the association provide that any registered broker or
dealer may become a member of such association and any person
may become associated with a member thereof.

“(4) The rules of the association assure a fair representation
of its members in the selection of its directors and administration
of its affairs and provide that one or more directors shall be repre-
sentative of issuers and investors and not be associated with a
member of the association, broker, or dealer.

“(B) The rules of the association provide for the equitable al-
location of reasonable dues, fees, and other charges among mem-
bers and issuers and other persons using any facility or system
which the association operates or controls.

“(6) The rules of the association are designed to prevent fraud-
ulent and manipulative acts and practices, to promote just and
equitable principles of trade, to foster cooperation and coordina-
teon with persons engaged in regulating, clearing, settling, proc-
essing information with respect to, and facilitating transactions
in securities, to remove impediments to and perfect the mecha-
nism of a free and open market and a national market system,
and, in general, to protect investors and the public interest; and
are not designed to permit unfair discrimination between cus-
tomers, issuers, brokers, or dealers, to fix minimuwm profits, to im-
pose any schedule or fix rates of commissions, allowances, dis-
counts, or other fees to be charged by its members, or to regulate
by virtue of any authority conferred by this title matters not
related to the purposes of this title or the administration of the
association.

“(7) The rules of the association provide that (subject to any
rule or order of the Commission pursuant to section 17(d) or
19(g) (2) of thus title) its members and persons associated with
its members shall be appropriately disciplined for violation of any
provision of this title, the rules or regulations thereunder, the
rules of the Municipal Securities Rulemaking Board, or the rules
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of the association, by ewpulsion, suspension, limitation of activi-
lees, functions, and operations, fine, censure, being suspended or
barred from being associated with a member, or any other fitting
sanction.

“(8) The rules of the association are in accordance with the
provisions of subsection (h) of this section, and, in general, pro-
vide a fair procedure for the disciplining of members and persons
associated with members, the denial of membership to any per-
son seeking membership therein, the barring of an% person from
becoming associated with a member thereof, and the prokibition
or limitation by the association of any person with respect to
access to services offered by the association or a member thereof.

“(9) The rules of the association do not impose any burden
on competition not necessary or appropriate in furtherance of the
purposes of this title.

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

“(11) The rules of the association include provisions governing
the form and content of quotations relating to securities sold
otherwise than on a national securities exchange which may be
distributed or published by any member or person associated with
a member, and the persons to whom such quotations may be sup-
plied. Such rules relating to quotations shall be designed to pro>
duce fair and informative quotations, to prevent fictitious or
misleading quotations, and to promote orderly procedures for
collecting, distributing, and publishing quotations.”.

(8) The section is amended by striking out subsections (e), (f),
(9), (B), (4), (B), (1), and (n) thereof, redesignating subsections

t) and (m) thereof as subsections (e) and (f), respectively, and
amending redesignated subsection (e) to read as follows :

“(e) (1) The rules of a registered securities association may provide
that mo member thereof shall deal with any nowmember professional
(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 as are by such member accorded to the general public.

“(2) For the purposes of this subsection, the term ‘nonmember pro-
fessional’ shall include (A) with respect to transactions in securities
other than municipal securities, any registered broker or dealer who is
not a member of any registered securities association, except such a
broker or dealer who deals exclusively in commercial paper, bankers’
acceptances, and commercial bills, and (B) with respect to trams-
artions in municipal securities, any municipal securities dealer (other
than a bank or division or department of a bank) who is not a member
of any reaistered securities association and anw municipal securities
broker who is not a member of any such association.

“(3) Nothing in this subsection shall be so construed or applied
as to prevent (A) any member of a reqistered securities association
from granting to anu other member of anu reqistered securities asso-
riation anw dealer’s discount. allowanre, commission, or svecial terms,
in conmection. with the purchase or sole of securities. or (B) any mem-
ber of a renmistered securities association or anw municipal securities
dealer which is a.bank or a division or department of a bank from
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granting to any member of any registered securities association or any
such municipal securities dealer any dealer’s discount, allowance, com-
mission, or special terms in conmection with the purchase or sale of
municipal securities: Provided, however, That the granting of any
such discount, allowance, commission, or special terms in connection
with the purchase or sale of municipal securities shall be subject to
rules of the Municipal Securities Rulemaking Board adopted pursuant
to section 168 (b) (2) (K) of this title.”.

(4) The section is further amended by adding at the end thereof the
following new subsections :

“(9) (1) A registered securities association shall deny membership
o any person who is not a registered broker or dealer.

“(2) A registered securities association may, and in cases in which
the Commission, by order, directs as necessary or appropriate in the
public interest or for the protection of investors shall, deny membership
to any registered broker or dealer, and bar from becoming associated
with & member any person, who is subject to a statutory disqualifica-
tion. A registered securities association shall file notice with the Com-
mission not less than thirty days prior to admitting any registered
broker or dealer to membership or permitting any person to become
associated with a member, if the association knew, or in the exercise of
reasonable care should have known, that such broker or dealer or per-
son was subject to a statutory disqualification. The notice shall be in
such form and contain such information as the Commission, by rule,
may prescribe as necessary or appropriate in the public interest or for
the protection of investors.

(3) (4) A registered securities association may deny membership
to, or condition the membership of, a registered broker or dealer if
(¢2) such broker or dealer does not meet such standards of financial
responsibility or operational capability or such broker or dealer or any
natural person associated with such broker or dealer does not
meet such standards of training, ewperience, and competence as are
prescribed by the rules of the association or (ii) such broker or dealer
or person assoctated with such broker or dealer has engaged and there
8 a reasonable likelihood he will again engage in acts or practices
inconsistent with just and equitable principles of trade. A registered
securities association may examine and verify the qualifications of
an applicant to become a member and the natural persons associated
with. such an applicant in accordance with procedures established by
the rules of the association.

“(B) A registered securities association may bar a natural person
from becoming associated with a member or condition the association
of a natural person with & member if such natural person (i) does not
meet such standards of training, experience, and competence as are pre-
scribed by the rules of the association or (i) has engaged and there
i8 a reasonable likelihood he will again engage in acts or practices in-
consistent with just and equitable principles of trade. A registered
securities association may examine and verify the qualifications of am
applicant to become a person associated with a member in accordance
with procedures established by the rules of the association and require
a natural person associated with a member, or any class of such nat-

)

ural persons, to be registered with the association in accordance with
procedures 3o established.

“(0) A registered securities association may bar any person from
becoming associated with a member if such person does not agree
(2) to supply the association with such information with respect to
its relationship and dealings with the member as may be specified in
the rules of the association and (ii) to permit examination of its books
and records to verify the accuracy 0;) any information so supplied.

“(4) A registered securities association may deny membership to a
registered broker or dealer not engaged in a type of business in which
the rules of the association require members to be engaged: Provided,
however, That no registered securities association may deny member-
ship to a registered broker or dealer by reason of the amount of such
type of business done by such broker or dealer or the other types of
business in which he is engaged.

“(k) (1) In any proceeding by a registered securities association to
determine whether a member or person associated with a member
should be disciplined (other than a summary proceeding pursuant to
paragraph (3) of this subsection) the association shall bring specific
charges, notify such member or person of, and give him an opportunaty
to defend against, such charges, and keep a record. A determination by
the association to impose a disciplinary sanction shall be supported
by a statement setting forth—

“(4) any act or practice in which such member or person asso-
ciated with o member has been found to have engaged, or which
such member or person has been found to have omitted;

“(B) the specific provision of this title, the rules or regulations
thereunder, the rules of the Municipal Securitics Rulemaking
Board, or the rules of the association which any such act or prac-
tice, or omission to act, is deemed to violate; and

“(0) the sanction imposed and the reason therefor.

“(2) In any proceeding by a registered securities association to
determine whether a person shall be denied membership, barred from
becoming associated with a member, or prohibited or Uimited with
respect to access to services offered by the association or a member
thereof (other than a summary proceeding pursuant to paragraph
(3) of this subsection), the association shall notify such person of,
and give him an opportunity to be heard wpon, the specific grounds
for dqem'al, bar, or prohibition or limitation under consideration and
keep a record. A determination by the association to deny membership,
bar a person from becoming associated with a member, or prohibit or
limit a person with respect to access to services offered by the associa-
tion or @ member thereof shall be supported by a statement setting
forth the specific grounds on which the denial, bar, or prohibition or
limitation i3 based.

“(3) A registered securities association may summarily (A) sus-
pend a member or person associated with a member who has been
and 18 expelled or suspended from any self-regulatory organization
or barred or suspended from being associated with a member of any
self-regulatory organization, (B) suspend a member who is in such
financial or operating difficulty that the association determines and
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80 notifies the Commission that the member cannot be permitted to
continue to do business as a member with safety to investors, cred-
itors, other members, or the association, or (C) limit or prohibit any
person with respect to access to services offered by the association if
subparagraph (A) or (B) of this paragraph is applicable to such
person or, in the case of a person who is not a member, if the associa-
tion determines that such person does not meet the qualification re-
quirements or other prerequisites for such access and such person
cannot be permitied to continue to have such access with safety to
investors, creditors, members, or the association. Any person ag-
grieved by any such summary action shall be promptly offorded an
opporturaty for a hearing by the association in accordance with the
provisions of paragraph (1) or (2) of this subsection. The Commis-
sion, by order, may stay any such swmmary action on its own motion
or upon application by any person aggrieved thereby, if the Com-
mission determines swmmarily or after notice and opportunity for
hearing (which hearing may consist solely of the submission of aff-
dawits or presentation of oral arguments) that such stay is consistent
with the public interest and the protection of investors.”.

SEc. 13. The Securities Exchange Act of 1934 is amended by insert-
ing after section 154 (16 U.8.0. 780-3) the following new section:

“MUNICIPAL SECURITIES

“Src. 16B. (a) (1) It shall be unlawful for any municipal securities
dealer (other than one registered as a broker or dealer under section
15 of this title) to make use of the mails or any means or instrumen-
tality of interstate commerce” to effect any tramsaction in, or to in-
duce or attempt to induce the purchase or sale of, any municipal secu-
rity unless such municipal securities dealer is registered in accordance
with this subsection. '

“(2) A municipal securities dealer may be registered by filing with
the Commission an application for registration in such form and
containing such information and documents concerning such municipal
securities dealer and any persons associated with such municipal se-
curities dealer as the Commission, by rule, may prescribe as necessary
or appropriate in the public interest or for the protection of investors.
Within forty-five days of the date of the filing of such application
(or within such longer period as to which the applicont consents),
the Commission shall—

“(A) by order grant registration, or

“(B) institute proceedings to determine whether registration
should be denied. Such proceedings shall include notice of the
grounds for denial under consideration and, opportunity for
hearing and shall be concluded within ome hundred twenty
days of the date of the filing of the application for registration.
At the conclusion of such proceedings the Commission, by order,
shall grant or deny such registration. The Commission may ex-
tend the time for the conclusion of such proceedings for up to
ninety days if it finds good cause for such extension and pub-
lishes its reasons for so finding or for such longer period as to
which the applicant consents.
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The Commission shall grant the registration of a municipal securities
dealer if the Commission finds that the requirements of this section
are satisfied. The Commission shall deny such registration if it does
not make such a finding or if it finds that if the applicant were so
registered, its registration would be subject to suspension or revoca-
tion under subsection (c) of this section.

“(8) Any provision of this title (other than section & or paragraph
(1) of this subsection) which prohibits any act, practice, or course
of business if the mails or any means or instrumentality of interstate
commerce is used in connection therewith shall also prohibit any
such act, practice, or course of business by any registered municipal
securities dealer or any person acting on behalf of such municipal
securities dealer, irrespective of any use of the mails or any means or
instrumentality of interstate commerce in connection therewith.

“(4) The Commission, by rule or order, upon its own motion or
upon application, may conditionally or wnconditionally exempt any
broker, dealer, or municipal securities dealer or class of brokers, deal-
ers, or municipal securities dealers from any provision of this section
or the rules or regulations thereunder, if the Commission finds that
such ewemption is consistent with the public interest, the protection
of investors, and the purposes of this section.

“(B) (1) Not later than one hundred twenty days after the date
of enactment of the Securities Acts Amendments of 1975, the Com-
mission shall establish a Municipal Securities Rulemaking Board
(hereinafter in this section referred to as the ‘Board’), to be composed
initially of fifteen members appointed by the Commission, which
shall perform the duties set forth in this section. The initial mem-
bers of the Board shall serve as members for a term of two years, and
shall consist of (A) five individuals who are not associated with any
broker, dealer, or municipal securities dealer, at least one of whom
shall be representative of investors in municipal securities, and at
least one of whom shall be representative of issuers of mumicipal
securities (which members are hereinafter referred to as ‘public rep-
resentatives’) ; (B) five individuals who are associated with and rep-
resentative of municipal securities brokers and municipal securities
dealers which are not banks or subsidiaries or departments or divi-
sions of banks (which members are hereinafter referred to as ‘broker-
dealer representatives’) ; and (C) five individuals who are associated
with and representative of municipal securities dealers which are
banks or subsidiaries or departments or divisions of banks (which
members are hereinafter referred to as ‘bank representatives’). Prior
to the ewpiration of the terms of office of the initial members of the
Board, an election shall be held under rules adopted by the Board
(pursuant to subsection (b)(2)(B) of this section) of the members
to succeed such. initial members.

“(2) The Board shall propose and adopt rules to effect the purposes
of this title with respect to transactions in municipal securities effected
by brokers, dealers, and municipal securities dealers. (Such rules are
hereinafter collectively referred to in this title as ‘rules of the Board’.)
The rules of the Board, as a minimum, shall :

“(4) provide that no municipal securities broker or mumicipal
securities dealer shall effect any tramsaction in, or induce or
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attempt to induce the purchase or sale of, any municipal security
unless such municipal securities broker or mumicipal securities
dealer meets such standards of operational capability and such
mumicipal securities broker or municipal securities dealer and
every natural person associated with such municipal securities
broker or municipal securities dealer meet such standards of
raining, experience, competence, and such other qualifications as
the Board finds necessary or appropriate in the public interest
or for the protection of investors. In connection with the defini-
nition and application of such standards the Board may—
“(2) appropriately classify municipal securities brokers

and municipal securities dealers (taking into account relevant

matters, including types of business done, nature of securities
other than municipal securities sold, and character of busi-

ness organization), and persons associated with mumicipal

securities brokers and municipal securities dealers ;

“(2t) specify that all or any portion of such standards shall
be applicable to any such class;

“(wi) require persons in amy such class to pass tests ad-
ministered in accordance with subsection (¢)(7) of this sec-
tion; and

“(w) provide that persons in any such class other than :

mumicipal securities brokers and municipal securities dealers

and partners, officers, and supervisory employees of municipal .

securities brokers or mumicipal securities dealers, may be
qualified solely on the basis of compliance with such stand-

ards of training and such other qualifications as the Board |

finds appropriate.

“(B) establish fair procedures for the nomination and election
of members of the Board and assure fair representation in such
nominations and elections of municipal securities brokers and
municipal securities dealers. Such rules shall provide that the
membership of the Board shall at all times be equally divided
among public representatives, broker-dealer representatives, and
bank representatives, and that the public representatives shall be
subject to approval by the Commission to assure that no one of

them is assocrated with any broker, dealer, or municipal securities |

dealer and that at least ome is representative of investors in
mumicipal securities and at least one s representative of issuers of
municipal securities. Such rules shall also specify the term mem-
bers shall serve and may increase the number of members which

shall constitute the whole Board provided that such number is

an odd number. .

“(0) be designed to prevent fraudulent and manipulative acts
and practices, to promote just and equitable principles of trade,
to foster cooperation and coordination with persons engaged in
regulating, clearing, settling, processing information with respect
to, and facilitating transactions in municipal securities, to remove
impediments to and perfect the mechanism of a free and open
market in municipal securities, and, in general, to protect investors
and. the public interest; and not be designed. to permit unfair dis-
crimination between customers, issuers, municipal securities
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brokers, or municipal securities dealers, to fix minimum profits,
to impose any schedule or fix rates of commissions, allowances,
discounts, or other fees to be charged by municipal securities
brokers or municipal securities dealers, to requlate by virtue of
any authority conferred by this title matters not related to the
purposes of this title or the securities or the administration of the
Board, or to impose any burden on competition not necessary or
appropriate in furtherance of the purpose of this title.

“(D) if the Board deems appropriate, provide for the arbitra-
tion of claims, disputes, and controversies relating to transac-
tions in municipal securities: Provided, however, T hat no person
other than a municipal securities broker, municipal securities deal-
er, or person associated with such a municipal securities broker or
municipal securities dealer may be compelled to submit to such
arbitration except at his instance and in accordance with section
29 of this title.

“(E) provide for the periodic examination in accordance with
subsection (c) (7) of this section of mumicipal securities brokers
and_municipal securities dealers to determine compliance with
applicable provisions of this title, the rules and regulations there-
under, and the rules of the Board. Such rules shall specify the
minimum scope and frequency of such examinations and shall be
designed to avoid unnecessary regulatory duplication or undue
regulatory burdens for any such municipal securities broker or
municipal securities dealer.

“(F) include provisions governing the form and content of
quotations relating to municipal securities which may be distrib-
uted or published by any municipal securities broker, mumnicipal
securities dealer, or person associated with such a municipal se-
curities broker or municipal securities dealer, and the persons to
whom such quotations may be supplied. Such rules relating to
quotations shall be designed to produce fair and informative
quotations, to prevent fictitious or misleading quotations, and to
promote orderly procedures for collecting, distributing, and pub-
lishing quotations.

“(G) prescribe records to be made and kept by municipal
securities brokers and municipal securities dealers and the periods
for which such records shall be preserved.

“(H) define the term ‘separately identifiable department or
division’, a3 that term is used in section 3(a) (30) of this title, in
accordance with specified and appropriate standards to assure
that a bank is not deemed to be engaged in the business of buying
and selling mumicipal securities through a separately identifiable
department or division unless such department or division is orga-
nized and administered so as to permit independent examination
and enforcement of applicable provisions of this title, the rules
and. regulations thereunder, and the rules of the Board. A sepa-
rately identifiable department or division of a bank may be en-
gaged in activities other than those relating to municipal secu-
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“(1), provide for the operation and administration of the Board,
including the selection of a Chairman from among the members
of the Board, the compensation of the members of the Board, and
the appointment and compensation of such employees, attorneys,
and consultants as may be necessary or appropriate to carry out
the Board’s functions under this section.

“(J) provide that each municipal securities broker and each
municipal securities dealer shall pay to the Board such reasonable
fees and charges as may be necessary or appropriate to defray
the costs and expenses of operating and administering the Board.
Such rules shall specify the amount of such fees and charges.

“(K) establish the terms and_conditions under which any mu-
nicipal securities dealer may sell, or prohibit any mumicipal se-
ourities dealer from selling, any part of a new issue of mumicipal
securities to a mumicipal securities investment portfolio during
the underwriting period.

“(3) Nothing in this section shall be construed to impair or limit
the power of the Commission under this title.

“(e) (1) No broker, dealer, or municipal securities dealer shall malke
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 municipal security in contravention of any rule
of the Board.

“(2) The Commission, by order, shall censure, place limitations
on the activities, functions, or operations, suspend for a period not
ewceeding twelve months, or revoke the registration of any municipal
securities dealer, if it finds, on the record after notice and opportunity
for hearing, that such censure, placing of limitations, denial, sus-
pension, or revocation, is in the public interest and that such munici-
pal securities dealer has committed or omitted any act or omission
enumerated in subparagraph (A), (D), or (E) of paragraph (4) of
section 15(B) of this title, has been comvicted of any offense specified
in subparagraph (B) of such paragraph (4) within ten years of the
commencement of the proceedings wnder this paragraph, or is en-
joined from any action, conduct, or practice specified in subparagraph
(O) of such paragraph (4).

“(3) Pending final determination whether any registration under
this section shall be revoked, the Commission, by order, may suspend
such registration, if such suspension appears to the Commission, after
notice and opportunity for hearing, to be NECESSATY OT GPPTOPriate in
the public interest or for the protection of investors. Any registered
mumicipal securities dealer may, wpon such terms and conditions as
the Commission may deem necessary in the public interest or for the
protection of investors, withdraw from registration by filing a written
notice of withdrawal with the Commission. If the Commission finds
that any registered municipal securities dealer is no longer in exist-
ence or has ceased to do business as a municipal securities dealer, the
Commission, by order, shall cancel the registration of such municipal
securities dealer.

“(4) The Commission, by order, shall censure any person assocs-
ated, or seeking to become associated with, a municipal securities dealer
or suspend for a period not exceeding twelve months or bar any such
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person from being associated with a municipal securities dealer, if the
Commission finds, on the record after notice and opportunity for
hearing, that such censure, suspension, or bar is in the public interest
and that such person has committed or omitted any act or omission
enumerated in subparagraph (A), (D), or (E) of paragraph (4) of
section 15(b) of this title, has been convicted of any offense specified
in subparagraph (B) of such paragraph (4) within ten years of the
commencement of the proceedings under this paragraph, or is en-
joined from any action, conduct, or practice specified in subparagraph
(Q) of such paragraph (4). It shall be unlawful for any person as to
whom an entered pursuant to this paragraph or paragraph (5)
of this subsection suspending or barring him from being associated
with a municipal securities dealer is in effect willfully to become, or
to be, associated with a municipal securities dealer without the con-
sent of the Commission, and it shall be unlawful for any municipal
securities dealer to permit such a person to become, or remain, a
person associated with him without the consent of the Commission,
if such municipal securities dedler knew, or, in the exercise of reason-
able care should have known, of such order. )

“(6) With respect to any municipal securities dealer for which the
Commission is not the appropriate regulatory agency, the appropriate
regulatory agency for such municipal securities dealer may sanction
any such municipal securities dealer in the manner and for the reasons
specified in paragraph (2) of this subsection and any person associated
with such mumicipal securities dealer in the manner and for the
reasons specified in paragraph (4) of this subsection. In addition,
such appropriate regulatory agency may, in accordance with section 8
of the Federal Deposit Insurance Act (12 U.S.C. 1818) enforce compli-
ance by such municipal securities dealer or any person associated
with such municipal securities dealer with the provisions of this sec-
tion, section 17 of this title, the rules of the Board, and the rules of the
Commission pertaining to municipal securities dealers, persons asso-
ciated with municipal securities dealers, and transactions in municipal
securities. For purposes of the preceding sentence, any violation of
any such provision shall constitute adequate basis for the issuance of
any order under section 8(b) or 8(c) of the Federal Deposit Insurance
Act, and the customers of any such municipal securities dealer shall
be deemed to be ‘depositors’ as that term is used in section 8(c) of
that Act. Nothing in this paragraph shall be construed to affect in any
way the powers of such appropriate regulatory agency to proceed
against such municipal securities dealer under any other provision of
law.

“(6) (4) The Commission, prior to the entry of an order of investi-
gation, or commencement of any proceedings, against any municipal
securities dealer, or person associated with any municipal securities
dealer, for which the commission is not the appropriate regulatory
agency, for violation of any provision of this section, section 15(c) (1)
or 16(c) (2) of this title, any rule or regqulation under any such section,
or any rule of the board, shall (i) give notice to the appropriate regu-
latory agency for such municipal securities dealer of the identity of
such municipal securities dealer or person associated with such mumici-
pal securities dealer and the nature of and basis for such proposed ac-
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tion and (it) consult with such appropriate regulaory agency concern-
ing the effect of such proposed action on sound banking practices and
the feasibility and desirability of coordinating such action with any
proceeding or proposed proceeding by such appropriate regqulatory
agency against such mumnicipal securities dealer or associated person.

(B) The appropriate regqulatory agency for a municipal securities
dealer (if other than the Commission), prior to the entry of an order
of investigation, or commencement of any proceedings, against such
mumicipal securities dealer or person associated with such municipal
securities dealer, for violation of any provision of this section, the
rules of the Board, or the rules or regulations of the Commission per-
taining to municipal securities dealers, persons associated with munic-
ipal securities dealers, or transactions in municipal securities shall
(2) give notice to the Commission of the identity of such municipal
securities dealer or person associated with such mumicipal securities
dealer and the nature of and basis for such proposed action and (4%)
consult with the Commission concerning the effect of such proposed
action on the protection of investors and the feasibility and desirabil-
ity of coordinating such action with any proceeding or proposed pro-
ceding by the Commission against such municipal securities dealer or
associated person.

(Q) Nothing in this paragraph shall be construed to impair or limit
(other than by the requirement of prior consultation) the power of
the Commission or the appropriate regulatory agency for a municipal
securities dealer to initiate any action of a class described in this para-
graph or to affect in any way the power of the Commission or such
appropriate regulatory agency to initiate any other action pursuant
to this title or any other provision of law.

“(7)(A) Tests required pursuant to subsection (b)(2) (A) (i) of
this section shall be administered by or on behalf of and periodic ex-
aminations pursuant to subsection (b) (2) (E) of this section shall be
conducted by— |

“(?) a registered securities association, in the case of municipal
securities brokers and mumicipal securities dealers who are
members of such association; and

“(i) the appropriate regqulatory agency for any municipal se-
curities broker or municipal securities dealer, in the case of all
other municipal securities brokers and mumicipal securities
dealers.

“(B) A registered securities association shall make a report of any
examination conducted pursuant to subsection (b) (2) (E) of this sec-
tion and promptly furnish the Commission a copy thereof and any
data supplied to it in connection with such examination. Subject to
such limitations as the Commission, by rule, determines to be necessary
or appropriate in the public interest or for the protection of investors,
the Commission shall, on request, make awailable to the Board a copy
of any report of an examination of a municipal securities broker or
municipal securities dealer made by or furnished to the Commission
pursuant to this paragraph or section 17(c) (3) of this title.

“(8) The Commission is authorized, by order, if in its opinion such
action is necessary or appropriate in the public interest, for the pro-

tection of investors, or otherwisein furtherance of the purposes of this
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title, to remove from office or censure any member or employee of the

Board, who, the Commission finds, on the record after notice and

opportunity for hearing, has willfully (A) wviolated any provision

%[ this title, the rules and regulations thereunder, or the rules of the
oard or (B) abused his authority. -

“(d) (1 % Neither the Commission nor the Board is authorized under
this title, by rule or requlation, to require any issuer of municipal secu-
rities, directly or indirectly through a purchaser or prospective pur-
chaser of securities from the issuer, to file with the Commaission or the
Board prior to the sale of such securities by the issuer any application,
report, or document in conmection with the issuance, sale, or distribu-
tion of such securities.

“(2) The Board is not authorized under this title to require any
188uer of municipal securities, directly or indirectly through a mu-
nicipal securities broker or mumicipal securities dealer or otherwise,
to furnish to the Board or to a purchaser or prospedtive purchaser of
such securities any application, report, document, or information
with respect to such issuer: Provided, however, That the Board may
require municipal securities brokers and municipal securities dealers
to furnish to the Board or purchasers or perspective purchasers of mu-
nicipal securities applications, reports, documents, and information
with respect to the issuer thereof which is generally available from
a source other than such issuer. Nothing in this paragraph shall be
construed to impair or limit the power of the Commission under any
provision of this title.”.

Skec. 14. Section 17 of the Securities Exchange Act of 1934 (156
UB.C. 78q) is amended by striking subsection (a), redesignating
subsection (bz as subsection (g), and inserting the following as sub-
sections (), (0), (), (d), (), and (1) :

“(a) (1) Every national securities exchange, member thereof,
broker or dealer who transacts a business in securities through the
medsum of any such member, registered securities association, reg-
istered broker or dealer, registered mumicipal securities dealer,
registered securities information processor, registered transfer agent,
and registered clearing agency and the Mumicipal Securities Rule-
making Board shall make and keep for prescribed periods such records,
Jurnish such copies thereof, and make and disseminate such reports
as the Commission, by rule, prescribes as necessary or appropriate in
the public interest, for the protection of investors, or otherwise in
Jurtherance of the purposes of this title.

“(2) Every registered clearing agency shall also make and keep
for prescribed periods such records, furnish such copies thereof, and
make and disseminate such reports, as the appropriate regulatory
agency for such clearing agency, by rule, prescribes as necessary or
appropriate for the safequarding of securities and funds in the cus-
taz;o or control of such clearing agency or for which it is responsible.

“(8) Every registered transfer agent shall also make and keep for
prescribed periods such records, furnish such copies thereof, and make
such reports as the appropriate regulatory agency for such transfer
agent, by rule, prescribes as necessary or appropriate in furtherance
of the purposes of section 17A of this title.
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“(b) All records of persons described in subsection (@) of this sec-
tion are subject at any time, or from time to time, to such reasonable
periodic, special, or other examinations by representatives of the Com-
mission and the appropriate regqulatory agency for such persons as
the Commission or the appropriate regulatory agency for such persons
deems necessary or appropriate in the public interest, for the protec-
tion of inwestors, or otherwise in furtherance of the purposes of this
title: Provided, however, That the Commission shall, prior to con-
ducting any such examination of a registered clearing agency, reg-
istered transfer agent, or registered mumicipal securities dealer for
which it is not the appropriate regulatory agency, give notice to the
appropriate regulatory agency for such clearing agency, transfer
agent, or municipal securitics dealer of such proposed ewamination
and consult with such appropriate regulatory agency concerning the
feasibility and desirability of coordinating such examination with
examinations conducted by such appropriate requlatory agency with
a view to avoiding unnecessary regulatory duplication or undue regu-
latory burdens for such clearing agency, transfer agent, or municipal
securities dealer. Nothing in the proviso to the preceding sentence
shall be construed to impair or limit (other than by the requirement
of prior consultation) the power of the Commission under this sub-
section to examine any clearing agency, transfer agent, or municipal
securities dealer or to affect in any way the power of the Commission
under any other provision of this title or otherwise to inspect, examine,
or investigate any such clearing agency, transfer agent, or municipal
securities dealer.

“(e) (1) Every clearing agency, transfer agent, and mumicipal se-
curities dealer for which the Commission is not the appropriate requ-
latory agency shall (A) file with the appropriate requlatory agency for
such clearing agency, transfer agent, or mumicipal securities dealer o
copy of any application, notice, proposal, report, or document filed
with the Commission by reason of its being a clearing agency, transfer
agent, or municipal securities dealer and (B) file with the Commis-
sion a copy of any application, notice, proposal, report, or document
filed with such appropriate regulatory agency by reason of its being a
clearing agency, transfer agent, or municipal securities dealer. The
Municipal Securities Rulemaking Board shall file with each agency
enumerated in section 3(a) (34) (A) of this title copies of every pro-
posed rule change filed with the Commission pursuanit to section 19 (b)
of this title.

“(2) The appropriate regulatory agency for a clearing agency,
transfer agent, or municipal securities dealer for which the Commis-
sion 8 not the appropriate regqulatory agency shall file with the Com-
mission notice of the commencement of any proceeding and a copy of
any order entered by such appropriate regulatory agency against such
clearing agency, transfer agent, or municipal securities dealer, and
the Commission shall file with such appropriate requlatory agency
notice of the commencement of any proceeding and a copy of any
order entered by the Commission against such clearing agency, trans-
fer agent, or municipal securities dealer.

“(3) The Commission and the appropriate regulatory agency for a
clearing agency, transfer agent, or municipal securities dealer for
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whioch the Commission is not the appropriate regulatory agency shall
eéach notify the other and make a report of any examination conducted
by it of such clearing agency, transfer agent, or mumicipal securities
dealer, and, upon request, furnish to the other a copy of such report
and any data supplied to it in connection with such examination.

“(d) (1) The Commission, by rule or order, as it deems necessary
or appropriate in the public interest and for the protection of inves-
tors, to foster cooperation and coordination among self-regulatory
orgamizations, or to remove impediments to and foster the develop-
ment of a national market system and national system for the clear-
ance and settlement of securities transactions, may—

“(A) with respect to any person who is a member of or partici-
pant in more than one self-requlatory organization, relieve any
such self-regulatory organization of any responsibility under this
title (%) to receive regulatory reports from such person, (i) to
‘ewamine such person for compliance, or to enforce compliance by

- such person, with specified provisions of this title, the rules and
regglatiom thereunder, and its own rules, or (ii2) to carry out
;fad r 8pecified regulatory functions with respect to such person,

“(B) allocate among self-regulatory orgamizations the author-

to adopt rules with respect to matters as to which, in the
sence of such allocation, such self-requlatory orgamizations

share authority under this title.

In making any such rule or entering any such order, the Commission
shall take into consideration the requlatory capabilitics and procedures
of the self-regulatory organizations, availability of staff, convenience
of location, unmecessary regulatory duplication, and such other factors
as the Commission may consider germane to the protection of investors,
cooperation and coordination among self-requlatory orgamizations,

2 the development of a national market system and a national

system for the clearance and settlement of securities transactions.

- T-he Commission, by rule or order, as it deems necessary or appropriate

in the iwblic interest and for the protection of investors, may require
any self-regulatory organization relicved of any responsibility pursu-

- ond to this paragraph, and any person with respect to whom such

responsibility relates, to take such steps as are specified in any such
rule or order to notify customers of, and persons doing business with,
such person of the limited nature of such self-regulatory organiza-

tion’s responsibility for such person’s acts, practices, and course of
business. ‘

“(8) A self-regulatory organization shall furnish copies of amy
report of ewamination of omy person who is @ member of or a par-
ticvpant n such self-regulatory organization to any other self-requla-
tory orgamization of which such person is a member or in which such
person 13 a participant upon the request of such person, such other
self-re organization, or the Commission.

¥(e)(2) (A) Ewery registered broker or dealer shall annually file
with the Commission a balance sheet and income statement certified
by an independent public accountont, prepared on a calendar or fiscal
year basis, and such other financial statements (which shall, as the

| Commission specifies, be certified) and information concerning its fi-

52-605 O - 75 - 4
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nancial condition as the Commission, by rule, may prescribe as neces-
sary or appropriate in the public interest or for the protection of
inwestors.

“(B) Ewvery registered broker and dealer shall annually send to its
customers its certified balance sheet and such other financial state-
ments and information concerning its financial condition as the Com-
mission, by rule, may prescribe pursuomt to subsection (a) of this
section.

“(0) The Conunission, by rule or order, may conditionally or un-
corditionally emempt any registered broker or dealer, or class of such
brokers or dealers, from any provision of this paragraph if the Com-
mission determines that such exemption is consistent with the public
interest and the protection of investors.

“(2) The Commission, by rule, as it deems necessary or appropriate
in the public interest or for the protection of investors, may prescribe
the form and content of financial statements filed pursuant to this title
and the accounting principles and accounting standards used in their
preparation.

“(f) (1) Every national securities exchange, member thereof, regis-
tered securities association, broker, dealer, municipal securities dealer,
registered transfer agent, registered clearing agency, participont
therein, member of the Federal Reserve System, and bank whose de-

posits are insured by the Federal Deposit Insurance Corporation }

shall—

“(A) report to the Commission or other person designated by
the Commission such information about missing, lost, counterfeit,
or stolen securities, in such form and within such time as the Com-
mission, by rule, determines is necessary or appropriate in the pub-
lic interest or for the protection of investors; such information
shall be available on request for a reasonable fee, to any such
exchange, member, association, broker, dealer, municipal securities.
dealer, transfer agent, clearing agency, participants, member of |
the Federal Reserve System, or insured bank, and such other per-
sons as the Commission, by rule, designates; and

“(B) make such inquiry with respect to information reported
pursuant to this subsection as the Commission, by mide, prescribes -
as necessary or appropriate in the public interest or for the pro-
tection of wnvestors, to determine whether securities in their cus-
tody or control, for which they are responsible, or in which
they are effecting, clearing, or settling a transaction have been
reported as missing, lost, counterfeit, or stolen.

“(2) Every member of a national securities exchange, broker, dealer,

registered transfer agent, and registered clearing agency, shall require §,

that each of its partners, directors, officers, and employees be finger- |
printed and shall submit such fingerprints, or cause the same to be
submitted, to the Attorney General of the United States for identifi-
cation and appropriate processing. The Commission, by rule, may:
exempt from the provisions of this paragraph wpon specified terms,
conditions, and periods, any class of partmers, directors, officers, or |
employees of any such member, broker, dealer, transfer agent, or
clearing agency, if the Commission finds that such action is not incon-
sistent with the public interest or the protection of investors.

ha
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“(8) In order to carry out the authority under paragraphs (1) and
(2) above, the Commission or its designee may enter into agreement
with the Attorney General to use the facilities of the National Crime
Information Center (“NCIC”) to receive, store, and disseminate infor-
mation in regard to missing, lost, counterfeit, or stolen securities and
to permit direct ingquiry access to NOI(’s file on such securities for
th‘ew 1'0 d . ks (1), (2), and (3), above insof

n regard to paragra , , , above wnsofar
as 8('wc)'h pamgmphs aft))pl;gtopany bank or member of the Federal
Reserve System, the Commission may delegate its authority to:

- %(A) the Comptroller of the Currency as fto national banks

. and banks operating under the Code of Law for the District of

* Columbia;

. %(B) the Federal Reserve Board in regard to any member of
the Federal Reserve System which is not a national bank or a
%mm]c operating under the Code of Law for the District of Co-
Tumbia;

“(Q) the Federal Deposit Insurance Corporation for any State
bank which is insured by the Federal Deposit Insurance Cor-
poration but which iz not a member of the Federal Reserve

. System.

':“.-(5?1% Commission shall encourage the insurance industry to
iire their insured to report expeditiously instances of missing, lost,

counterfeit, or stolen securities to the Convmission or to such other
pereon as the Commission may, by rule, designate to receive such
information.”.

8Ec. 15. The Securities Exchange Act of 1934 is amended by insert-
ing after section 17 (16 U.8.0. 78q) the following new section:

~“NATIONAL SYSTEM FOR CLEARANCE AND SETTLEMENT OF SECURITIES
e TRANSACTIONS

. “Sk0.17A. (@) (1) The Congress finds that—

“(A) The prompt and accurate clearance and settlement of se-
curities transactions, including the transfer of record ownership
and the safequarding of securities and funds related thereto, are
necessary for the protection of investors and persons facilitating
trangactions by and acting on behalf of investors.

- 4(B) Inefficient procedures for clearance and settlement impose

- .- unmecessary costs on inwestors and persons facilitating transac-

- tions by and acting on behalf of investors.

( “(C) New data processing and communications techniques cre-

- .abe-the opportunity for more efficient, effective, and safe pro-
cedures for clearance and settlement.

. _“(D) The ltinking of all clearance and settlement facilities and

the development of uniform standards and procedures for clear-

,, ance and settlement will reduce unnecessary costs and increase

.. the protection of investors and persons facilitating transactions
- by and acting on behalf of investors.

“ (23/ The Commission is directed, therefore, having due regard for

the public interest, the protection of investors, the safequarding of se-

curities and funds, and maintenance of fair competition among
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brokers and dealers, clearing agencies, and transfer agents, to use its
authority under this title to facilitate the establishment of a national
system for the prompt and accurate clearance and settlement of trans-
actions in securities (other than exempted securities) in accordamce
with the findings to carry out the objectives set forth in para-
graph (1) of this subsection. The Commission shall use its authority
under this title to assure equal regulation under this title of registered
clearing agencies and registered transfer agents.

“(b) (1) Except as otherwise provided in this section, it shall be
unlowful for any clearing agency, unless registered in accordance
with this subsection, directly or indirectly, to make use of the mails
or any means or instrumentality of interstate commerce to perform
the functions of a clearing agency with respect to any security (other
than an exempted security). The Commission, by rule or order, upon
its own motion or upon application, may conditionally or uncondi-
tionally exempt any clearing agency or security or any class of clear-
ing agencies or securities from any provision of this section or the rules
or requlations thereunder, if the Commission finds that such exemp-
tion is consistent with the public interest, the protection of investors,
and, the purposes of this section, including the prompt and accurate
clearance and settlement of securities transactions and the safequard-
ing of securities and funds. A clearing agency or transfer agent shall
not perform the functions of both a clearing agency and a transfer
agent unless such clearing agency or transfer agent is registered in
accordance with this subsection and subsection (c) of this section.

“(2) A clearing agency may be registered under the terms and con-
ditions hereinafter provided in this subsection and in accordance with
the provisions of section 19(a) of this title, by filing with the Comamis-
sion an application for registration in such form as the Commission,

by rule, may prescribe containing the rules of the clearing agency and |

such other information and documents as the Commission, by rule,
may prescribe as necessary or appropriate in the public interest 