
The original documents are located in Box 25, folder “6/4/75 S249 Securities Act 
Amendments of 1975 (3)” of the White House Records Office: Legislation Case Files at the 

Gerald R. Ford Presidential Library. 
 

Copyright Notice 
The copyright law of the United States (Title 17, United States Code) governs the making of 
photocopies or other reproductions of copyrighted material. Gerald R. Ford donated to the United 
States of America his copyrights in all of his unpublished writings in National Archives collections.  
Works prepared by U.S. Government employees as part of their official duties are in the public 
domain.  The copyrights to materials written by other individuals or organizations are presumed to 
remain with them.   If you think any of the information displayed in the PDF is subject to a valid 
copyright claim, please contact the Gerald R. Ford Presidential Library.  
 
Exact duplicates within this folder were not digitized. 



J 

I 

94TH CoNGRESS} HOUSE OF REPRESENTATIVES { 
1st Session 

SECURITIES REFORM ACT OF 1975 

REPORT 
No. 94-123 

APRIL 7, 1975.-ComiT.itted to the Committee of the Whole House on the , 
State of the Union and ordered to be printed 

:Mr. STAGGERS, 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 (I-I.R. 4111) to amend the Securities Exchange 
Act of 1934 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 enacting 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 AS·SOCIATION·S 

SEc. 101. (a) >Section 3(a) (3) of the Securities Exchange Act of 1934 (15 
U.S.C. 78c(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.S.C. 78c 
(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 { REPORT 
1stSession No. 94-229 

SECURITIES ACTS AMENDMENTS OF 1975 

MAY 19, 1975.-0rdered to be printed 

Mr. STAGGERS, 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, having 
met, and after full and free conference, have agreed to recomm~nd and 
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: 
That this Act 'Tflvay be cited as the "Securities Acts Amendments of 
1975". . 

SEc. ~- Section~ of the Securities Ewchange Act of 1934 (15 U.S.O. 
'1'8b) is arnended by inserting immediately before the phrase "and to 
irnpose requirements necessary to rnake such regulation and control 
reasonably cornplete and effective," the following: "to rMn<YI!e impedi
ments to and perfect the mechanism.~ of a national rnarket system for 
securities and a national system for the clearance and settlement of 
securities transactions and the safeguarding of semtrities and funds 
related thereto,". 

SEc. 3. Section 3 of the Securities Ewchange Act of 1934 (15 
U.S.O. 78c) is amended as follows: 

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

'
1 (3) (A) The terrn 'member' when used with respect to a national 

securities ewchange means ( i) any natural person perwitted to effect. 
tra·nsactions on the floor of the ewchange without the services of an-· 
other person acting as broker, ( ii) any registered broker or dealer with· 
which such a natural person is associated, (iii) any registered broker: 
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· or dealer pe1"J11,itted to designate as a representative such a natural 
' person, and ( iv) any other registered broker or dealer which agrees to 

be regulated by such ewchange and with respect to which the ewchange 
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(h), and ~1 of this title, the te1"J11, 'member' W'hen used 
with respect to a national securities ewchange also means, to the ewtent 
of the rules of the ewchange specified by the Commission, any person 
required by the Commission to comply with such rules pursuant to sec
tion 6(/) of this title. 

"(B) The te1"J11, '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 regulations thereunder, and its own rules.". 

( ~) Paragraph ( 9) thereof is amended to read as follows: 
"(9) The te1"J11, 'person' means a natural person, company, govern· 

ment, or political subdivision, agency, or instrumentality of a govern
ment.". 

(3) Paragraph (1~) of subsection (a) thereof is amended to read 
as follows: 
"(1~) The te1"J11, 'ewempted security' or 'ewempted 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 
indirect interest as shall be designated for ewemption by the Secretary 
of the Treasury as necessary or appropriate in the public interest or 
{or the protection of i11;vestors; "'!'unicipalsecurities, as d~fi.ned in se~
tion 3( a) (~9) of thu; t~tle: Prov~ded, however, That mununpalsecur"l
ties shall not be deemed to be 'ewempted securities' for purposes of 
sections 15, 15A (ewcept subsections (b) (6), (b) (11), and (g) (:8) 
thereof), and 17A of this title; any interest or participation in any 
common trust fund or similar fund maintained by a bank ewclusively 
for the collective investment and reinvestment of assets contributed 
thereto by such bank in its capacity as trustee, ewecutor, administrator, 
or gtuardian; any interest or participation in a collective trust fund 
maintained by a bamk or in a separate account maintained by an insur
ance compa-ny which interest or participation is i,ssued in connection 
with (A) a stock bonus, pension, or profit-sharing plan which meets 
the requirements for qualification under section /1)1 of the Intern.al 
Revenue Code of 1954, or (B) an annuity plan which meets the re
quirements for the deduction of the employer's contribution under 
section ¥J4(a) (93) 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
vestors, either unconditionally or upon specified te1"J11,8 and conditions 
or for stated periods, ewempt from the operation of any one or more 
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provisions of this title which by their te1"J11,8 do not apply to an 'ew
empted security' or to 'ewempted securities'.". 

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

"(17) The te1"J11, '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 te1"J11, also incltudes 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 te1"J11, '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 perfo1"J11,ing 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, ewcept 
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 te1"J11, 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 acaount', and 'company' have the same meanings 
as in the Investment Company Act of 1940.". 

(5) Paragraph (931) 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 ewchange or registered securities association means any 
partner, officer, director, or branch manager of such member ( 0'1' any 
person occupying a similar status or perfo1"J11,ing similar functions), 
any person 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 follmving new paragraph,s: 

"(9393) (A) The tenn 'securities information processor' means any 
person engaged in the business of ( i) collecting, processing, or pre
pa·ring for distribution or publication, or assisting, participating in, 
or coordinating the distribu,tion or publication of, information with 
respect to transactions in or quotations for any security (other than 
an ewempted security) or (ii) distributing or publishing (whether 
by means of a ticker tape, a communications network, a te1"J11,inal 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-regulatory organization, any bank, broker, 
dealer, building and loan, savings and loan, or homestead association, 
or cooperative bank, if stwh bank, broker, dealer, association, or co
operative bank 1oould be dee·m.ed 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 comrmon earner, as defined in section 3 (h) of the 
Cownvunications Act of 193.1,_, subject to the jurisdiction of the Federql 
Comwunications Cornmission or a State commission, as defined m 
section 3(t) of that Act, unless the Commission determines that such 
earner is engaged in the bU8iness of collecting, processing, or prepar
ing for distribution or publication, information with respect to trans
actions in or quotation:s for any security. 

" (B) The term 'emclusive processOr'' meam any securities information 
processor Or' self-regulating organization which, directly Or' indirectly, 
engages on an emclusive basis on behalf of any national securities em
change or registered securities association or any national securities 
emchange Or' registered securities association which engages on an em
elusive ba,yis on its own behalf in collecting, processing, or preparing 
for distribution or publication any information 1nith respect to ( i) 
transactions or quotations on Or' effected or made by means of any 
facility of such emchange or ( ii) quotations distributed or published 
by means of any electronic system, operated or controlled by such 
a:ssociatwn. 

"(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 tramactions in securities or who provides facilities for com
parison of data respecting the term~ of settlement of securities tramac
tiom, to reduce the number of settlements of securities transactions, or 
for the allocatio74 of securities settlement responsibilities. Such term 
also means any person, such as a securities depository, who ( i) acts as 
a 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 bookkeepin,q entry with
out physical delivery of sem~,rities certificates, or ( ii) otherwise 
permits or facilitates the settlement of securities transactions 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 emchange 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 em
change or by memts of any electronic system operated or controlled by 
such association; (iii) 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 functions performed by 
such institution as part of customary banking, brokerage, dealinq, as
sociation, or cooperative banking acti1'ities, or solely by reason of act
ing on behalf of a clearriln,q a,qency or a participant therein in connec
tion 'with the furnishing by the clearing agency of ser1;ices to its par
ticipants or the use of services of the clearin,q agency by its partici
pants, unless the Commission, by rule, otherwise provides as necessary 
or appropriate to assure the prompt and accurate clear(l!lWe aJJui settle
me'f4t of securities transactions or to prevent woasion 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 CO'lfl'
monly performed by such entities in connection with variable annu~ty 
contracts or variable life policies issued by such insurance company or 
its separate accounts; ( v) any registered open-end i:voestment compooy 
or unit in1'estment trust solely by reason of f'tunct~ons commonly p~r
formed by it in connection with shares in such regzstered open-end ~n
vestment compooy Or' unit investment tT'USt, or (vi) any person solel;y 
by reason of its performing functions described in paragraph 25 (E) of 
this subsection. . 

"(2./,_) The term 'participant' when '1Ji8ed with respect to a clearung 
agency means am.y person who uses a cleu:ring agency to clea:r or settle 
securities transactions or to tra:nsfer, pledge, le11il, or hypothecate 
securities. Such term does not incl!ude a person wJu:8e unly. ~e of a 
clearing agency is (A) through another person who 'lS a partwtpant or 
(B) as a pledgee of securities. 

"(25) The term 'transfer agent' meam any person who engages on 
behalf of an issuer of semurities or on behalf of itself ~ arn issuer of 
securities iJn (A) countersignilng such securities upon~~; (B) 
monitoring the issuance of such securities with a view to preventing 
unaJUthorized is8U(Jffb(Je, a fuowtion cO'fTifi1UYI'Ily performed by a pe_r~on 
called a registrar,· ( 0) regf;!tering the t~fer of such se(Ywrt;tif?s; 
(D) emcha:nging or converting such seC'IJJI"l,tws; or (E). flransfe"';ng 
record owne7'8hip of semurities by bookkeeping entry; w~thou.t physwal 
issuance of securitie8 cen'tificates. The term 'trarnsfer ag~nt' does not 
incl!ude (lff/,y inswrarnce o~mtparny or separatf3 acc<nunt 'lf'hwh performs 
8ueh fuowtions solel!y wzth respect to varwble a'fllfi/Wity OUfl'tracts or 
variable life policies which it issues or any registered cleafring agency 
which performs such functions solely with re8peot to options contracts 
which it issues. 

"(!86) The term 'self"regulatory organization' mearns am.y national 
semurities emclwm.ge, registered securities ass<Xfiation, or ref!istered 
clearilng agency, or (solely for pwrposes of seotion819(b), 19(c), arnd 
23(b) of this title) the Municipal Securities Rulemaking Boa:rd estuh
lished by section 15B of this title. 
"(~) The term 'roles of an emoharnge', 'rlifes ~f arn fll!Sooiatio;L', or 

'rules of a clea:ring agency' means the const~flution, articles of ~'fb(J()1'
p0r'ation, bylatws, a:nd rules, l?"' ~truments corresponding to the fo;e
going, of an ewchange, assomation of brokers and.~alers, or.cleanng 
agency, respectively, and su.ch of the. stq:.ted pol~, practUXNJ, and 
interpretations of such emchmnge, as_somat~, or clef1'11"'tng agency as .the 
C orr1JTI'Ii8sion, by rule, may determme to be necessary or a'P'fJ1'0'P'f"iae 
in tj,e public interest or for the protection of investors to be ileeined to 
be roles of 8UOh emohange, association, or clearing agengy. 

"(~8) The term 'rules of a self-regul.atory org(J,ffl,ization' mearns the 
rules of arn emchange which is a national se~.ties ew~hange, the ~ 
of an association of broken's and dealers whwh ~a re~tere-d sCC'IJJI"l,tWS 
association the rules of a clearing agency which is a registered clear
ing agencY, Or' the rules of the Municipal Securities Rukmaking 
Board. . . h' h 

"(29) The term 'municipal s~curities' moons secuntu;s 'If' w a:;e 
direct obligations of, or obligatwns guarooteed as to pnnmpal or zn
terest by, a State or any political subdivision thereof, or any agency or 
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instrumentality of a State or any politicalsubdivuion thereof, or any 
municipal corporate instrumentality of one or more States, or any 
security which Us an industrial development bond (as defined in section 
103(c) (£) of the Internal Revenue Code of 1954) the interest on1vhich 
is ewdudable from gross income under section 103(a) (1) of sU<Jh Code 
if, by reason of the application of paragraph (4) or (6) of section 103 
(c) of such Cofk (determined as if paragraphs (4) (A), (5), and (7) 
were not included in such section 103 (c) ) , paragraph ( 1) of such sec
tion 103 (c) does not apply to sU<Jh security. 

" ( 30) The term 'municipal securities dealer' means alfiiJ! person (in
cluding a separately identifiable department or divUsion of a bank) 
engaged in the business of buying and selling municipal securities for 
hi~ O'lon account, through a broker or otherwise, but does not include-

" (A) q,ny person insofar as he buys or sells such securities for 
hu own accoumt, either individually or in some fiduda:ry capacity, 
but not as a part of a regular business; or• 

"(B) a bank, unle'8s the bank is engaged in the business of buy
ing and selling municipal securities for its own accownt other 
than in a fiduciary capacity, through a broker or otherwise: Pro
vided, however, That if the bank U5 engaged in BU<Jh business 
throu_qh a separately identifiable department or divuion (as de
fined by theM unicipal Securities Rulernaking Board in accor·dance 
with section 15B (b) (93) (H) of thu title),the department or divi
sion and not the bank itself shall be deemed to be the municipal 
securities dealer. 

"(31) The term 'municipal securities broker' means a broker en
gaged in the busilness of effecting tran~actions in mwnicipal securities 
for the account of others. 

" ( 393) The term 'person associated with a municipal securities dealer' 
when used with respect to a municipal securities dealer which is a bank 
or a divuion or department of a bank means any person directly 
engaged in the management, direction, supervision, or performance of 
any of the municipal 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 acti1Jities. 

" ( 33) The term 'mwnicipalsecurities 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 mwnicipalsemtrities dealer. 

" ( 34) The term 'appropriate regulatory agency' means-
"(A) When used with respect to a mwnicipalsecurities dealer: 

" ( i) the Comptroller of the Currency, in the case of ana
tir.mal bank or a bank operating under the Code of Law for 
the Dutrict of Columbia, or a subsidiary or a department or 
divUsion of any such bank; 

"(ii) 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 divUsion thereof, a 
bank holding company, a subsidiary of a bank holding com
pany which Us a bank other than a bank specified in cla.use 
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( i) or (iii) of thu subparagraph, or a subsidiary or a depart
ment or divuion of such subsidiary; 

"(iii) the Federal Deposit InsuraniJe 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 a subsidiary or department or divuion thereof; mui 

" ( lv) the Commusion in the case of all other municipal 
securities dealers. 

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

" ( i) the Comptroller of the Currency, in the case of ana
tional bank or a bank operating wniler the Code of Law for 
the Dutrict of Columbia, or a subsidiary of any such bank,-

"(ii) 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 Us a bank ()ther 
than a bmnk specified in clause ( i) or (iii) of thu subpara-
graph,- . . 

"(iii) the Federal Deposit Insurance Corporatwn, ~n the 
case of a bank insured by the Federal Deposit Insurance Cor
poration (other than a member of the Federal Reserve Sys
tem) , or a sttbsidiary thereof,· and 

" ( iv) the Commusion in the case of all other clearing agen
cies and transfer agents. 

" (C) When used with respect to a participant or applicant. to 
become a participant in a clearing agency or a person request~ng 
or ha·vin_q access to ser'1)ices offered by a clearing. agency; 

"(i) the Comptroller of the Currency, m the case of a 
national bamk or a bank operating under the Code of Law 
for the Dutrict of Colurnbia when the appropriate regulatory 
agency for 81tch clearing agency is not the Corrl!lnUssion; 

"(ii) 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 a subsidiary of a bank holding company 
which is a bank other than a bank specified in clause ( i) or 
(iii) of th.is subparagraph when the appropriate re_qulatory 
agency for such clearing agency is not the Commission; 

"(iii) the Federal Deposit ln81trance 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 rp,g·ulatory agency for such 
clearing a_qency i~ not the Commission; and 

"(iv) the Comrnission in all other cases. 
" (D) When used with respect to an institutional investment 

manager which U5 a bank the deposits of which are insured in 
accordance with the Federal Deposit Insurance Act: 

" ( i) the Comptroller of the Currency, in the case of a 
national bank or a bank operating under the Code of Law for 
the Dutrict of Columbia; 
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"(ii) the Board of Governors of the Federal Reserve Sys
tem, in the case of any other member bank of the Federal 
Reserve System; and 

"(iii) the Federal Deposit Insurance Corporation in the 
case of any other insur·ed bank. ' 

"(E) When used with respect to a natio'Tll.ilsecurities ewchange 
o~ regist~red securities association, member thereof, person asso
m.ated w~th a member thereof, applicant to become a member 
thereof .or· to become associated with a member thereof, or person 
request~n_g qr having access to services offered by such ewchange 
or assomatwn or membel' thereof, or the Municipal Securities 
Rulemaking Board, the Commission. 

"(F) When used with respect to a person ewercising investment 
discretion with respect to an account: 

"(i) 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 Colttmbia; 

"(ij) the Board of Governors of the Federal Reserve Sys
tem ~n the case of any other member bank of the Federal 
Reserve System; 

"(iii) the Federal Deposit Insurance Corporation, in the 
case of any other bank the deposits of which are insured iJn 
accordance with the Federal Deposit Insurance Act· and 
. "(~v) the Commission in the case of all other such'persons. 

~s '!f'8ed ~nth~ paragraph, the terms 'bank holding company' and 'sub
szdza;ry of a bank holdtng company' have the meanings given them in 
sectwn~ of the Bank Holdring Company Act of 1956. 

" ( 35) ;A ~rson ewer.cis~s 'investment discretion' with respect to an 
accou_nt if, d~rectly qr: ~ndtrectly, such person (A) is authorized to de
terrnzne what securtttes or other property shall be purchased or sold 
by or for the account, (B) makes decisions as to what securities or 
other property shall be purchased or sold by or for the account even 
tho?fg_h some other person may have responsibility for such investment 
demswns, or (C) otherwise ewercises such infltuence 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 regul-ation' 
if no member of the class has a competitive advantage over any other 
member thereof resnlting from a disparity in their regUlation under 
this title which the Co1mnission determines is unfair and not necessary 
or appropriate in furtherance of the purposes of this title. 

''(37) The term 'records' means accounts, correspondence, memo
randums, tapes, discs, papers, books, and other documents or trans
cribed information of any type, whether ewpressed 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 himself out (by 
entering quotations in an inter-dealer co1n1nunication.s system or other-
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wise) as being willing to buy and sell such security for his ow>n 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-regulatory organization, if such person-

"(A) has been and is ewpelled or suspended from membership 
or participation in, or barred or suspended from being associated 
with a member of, any self-regulatory organization; 

" (B) is subject to an order of the Com mission denying, suspend
ing for a period not ewceeding twelve months, revoking his reg
istration as a broker, dealer, or municipal securities dealer, or 
barring his being associated with a broker, dealer, or municipal 
securities dealer; 

" (C) by his cortduct while associated with a broker, dealer, or 
municipal securities dealer, has been found to be a cause of .any 
effective suspension, ewpulsion, or or~er of the characte~ descn~ed 
in subparagraph (A) or (B) of th~ paragraph, and tn entenng 
such a suspension, ewpulsion, or order, the Commission or any such 
self-regulatory 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 tn 
the ewercise of reasonable care should be known, to him to be a 
person described by subparagraph (A), (B), or (C) of this para
graph; or 

"(E) has corrvrnitted or omitted any act enumerated in sub
paragraph (D) or (E) of paragraph (4) ofsection15(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 orqa
nization, is enjoined from any action, cortduct, 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-regul<ttory organization, report required to be filed with 
a ~elf-regulatory organization, or proceeding before a self-requla;
tory organization, any statement vJhich was at the time, and ~n 
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: 
"(b) The Commission 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 deal-er' solely by reason. of 
buying, s;lling, or effecting tran;sr;ctions in the issuer's securities.". 

SEc. 4. Section 6 of the Secuntzes Exchange Act of 1934 (15 u.s.a. 
78!) i8 amended to read as follows: 

"NATIONAL SECURITIES EXCHANGES 

"SEc. 6. (a) An exchange may be registered as a national securities 
exchange under the terms and conditions hereinafter pro1;ided in this 
section and in accordance with the provisions of section 1 fJ (a) of thi.<J 
title, by filing 'with the Om_Tifff!'ission an application fo; registrCfti_on 
in such form as the Oommusswn, by rule, may prescnbe contaznmg 
the rules of the exchange and such other information and docume.nts 
as the Commission, by rule, may prescribe as necessary or approprwte 
in the public interest or for the protection. of investors. 

"(b) An exchange shall not be registered as a national securities 
exchange unless the 0 mnmission determines that-

" ( 1) Such exchange is so organized and has the capwcity to be 
able to carry out the purposes of this title and to comply, and 
(subject to any rule or order of the Omnmission. pursuant to sec
tion 17(d) or 19(g) (~) of thi~ title) .to e?"'force cmnplia"}Ce by 
its members and pe1"s01U assomated wzth zts members, 'IJYI,th the 
provisions of this title, the rules and regulations thereunder, and 
the rules of the exchange. 

"(~) 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 '!'egiste'f'ed broker or 
dealer may becmne a member of such exchange and any person 
may becmne associated with a member the1"eof. 

"(3) The rules of the e~chang~ asS"f're a fai'f' represe~.ation.of 
its members in the selectwn of zts dzrectors and admznutratwn 
of its affairs and pr01Jide that one or more directors shall be repre
sentative of issuers and investors and not be associated with a 
member of the exchange, broker, or dealer. 

"(4) The rules of the exchange provide for the equitable allo
cation of reasonable dues, fees, and other charges among its mem
bers and issuers and other persons U8ing its facilities. 

" ( 5) The rules of the exchange (JJI'e designed to prevent fraudu
lent and manipulative acts and practices, to prmnote just and 
equitable principles of trade, to foste'f' cooperation and coordina
tion witlr. persons engaged in regulatilng, clearing, settling, proc
essing information with respect to, and facilitating transactions in 
securities, to remove impediments to f.1IYUl perfect the mechanism 
of a free arnd open market and a national ma'f'ket system, and, in 
general, to protect investors and the public interest; and are not 
designed to permit unfa;ir discrimination. between custmners, is
suers, broke'f's, or dealers, or to regulate by virtue of any authority 
conferred by this title matters not related to the purposes of this 
title or the a:d!ministrati® 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 
(g)(~) of this title) its members and persons associated with its 
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members slurJl be appropriately disciplined for violation of the 
provisions of this title, the rules ?"' reg'l.dati0'/}'8 the_re"f'nd_er, or the 
rules of the excharnge, by ex~n, suape!JU!'lO'n, lvrn;ztatwn of ac
tivities, functions, and oper_atzons, _fone, ctmSUre, bezng suspended 
or batl"l'ed from being assomated wzth a member, or any other fit-
ting S(]ffWtion. , l. l., _ 

"(?') The rules of the exc7uim:ge (]ff'~ in accor:Jmrwe wzttb trw yro
visions of subsection (d) of tMs sectwn, and zn general, provide a 
fair procedure for the disciplinilng of members and persons as
sociated with members, the denial of membership to any person. 
seeking membership therein, the barrimg of atny personjr_~ be
coming associated with a member thereof, atnd the proltibztwn or 
limitation by the excharnge of any person with respect to access 
to services offered by the exchange or a member thereof. 

" ( 8) The rules of the exchatnge do 'f!'Ot i"ff'pose any burden on 
competition not necessary or appropnate zn fwrtherance of the 
pwrposes of this title. . 

" (c) (1) A national securities exchange shall .denJI members.hzp to 
(A) a;ny person., other than a natural person, whwh u not a reg1fltered 
broker or dealer or (B) any natural person who is not a regutered 
or is not, a registered broker or dealer. . . . 

"(~) A national securities exchange may, f.1IYUl zn cases. m 'l!'luichJ 
the Commission, by order, directs as necessary or approp'f'Ul:te zn the 
public interest or for the protection shall, deny ~mbers~zp to a11;y 
registered broker or dealer or natural pers?n ass~ted w~~h a regu
tered broker or dealer and bar from becomzng associated wzth a mem
ber any person., who is ~ubject to ~ statAftory disqualif!ca:tion. A national 
securities exchange shall file notwe wlth the Oommu~ not less. t~an 
thirty day8 prior to admitting any penon to membershzp or permzttzng 
any person to become associated with a member, if the exchange knew, 
01' in the exercise of reasonable care should have knowrn, that such 
person. was subject to a statut~ry disqwjlification. The lf!O~ice shall be 
in such form and contain such znfO'J'WW,~wn r;s the Oom;n~swn, by rule, 
may prescribe as necessary or appropnate zn the publw znterest or for 
the protection. of investors. . 

"(3) (A) A national securities excha":ge may deny membersh~p t?, 
or condition. the membership of, a regutered broker or dealer zf ( z) 
such broker or dealer does not meet such standards of financial respon
sibility or operational capability or such broker or dealer or arny nat
ural person associated 'with sruch broker or dealer does not meet symh 
standards of trailning, experience, atnd competence as are prescnbed 
by the rules of the exchange or ( ii) such broker or dealer or_ person. 
associated with such broker or dealer has engaged and there u a rea
sonable likelihood he may again engage in acts or practices inconsistent 
with jU8t and equitable princfples of tra~e. A .national secu'lifies ew
charnge may examine and venfy the quahficatwns of an applwant to 
becmne a member and the natural persons associated with such arn 
applicant in accordance with procedures established by the rules of the 
exchange. 

"(B) A national securities ewchang~ may bar a natural per~O'(L from 
becoming a member or associated wzth a member, or condztwn the 
membership of a natural person or association of a natural person 
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with a member, if 8UCh natural person ( i) does not meet such stmndards 
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 Writh a member, or any class of such persons, to be registered with 
the exchange in accordance with procedures so established. 

" (C) A national securities exchange may bar any person from 
becoming associated with a member if such pe'T'son does not agree ( i) 
to supply the exchange with such information with respect to its rela
tionship and dealings 1vith the member as may be specified in the rules 
of the exchange and ( ii) 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 'fiiiJJmber of members and desig
nated representative.<t of members permitted to effect transactions on 
the floor of the exchmnge without the services. of another.P.erson acting 
a.<t broker: Provided, however, That no natwnal securitws 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 8'U(Jh 
nllllflbber in effect on May 1, 197.5, or the date such exchange was regis
tered with the Commi8sion, 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 lifmitation 
on the number of memberships in such exchange or the 'fiiUmber 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 oppor_tun~ty 
to defend against, such charges, and keep a record. A determ~natwn 
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 regula,tions 
thereunder, or the rules of the exchange which any such act or 
practice, or omission to act, is deemed to violate; and 

" (C) the sanction imposed and the reasons therefor. 
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"(Je) In any proceeding by a natio'IW:l securities eaJ~hange to deter
mine whether a person shall be denwd membersh~p, 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 ~rsuant to paragraph ( 3). of t~is 
subsection), the exchange shall not~fy IJ'UC_h person of, and f!1;Ve h~m 
an opportunity to be heard upon, the spemfic 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 a person with 
respect to access to services offered by the exchange or a metrnl>e1 
thereof shall be supporte~ by a stateme"!t. ~etting .for:th .the. specific 
grounds on which the denial, bar, or proh~b~twn or hm~tatwn ~ based. 

" ( 3) A national securities exchange may summarily (A) suspend 
a member or person associated with a member who has been and is 
expelled or suspended from any self-regulatory organization or ba:rred 
or suspended from being associated with a member of any self-rer;ula
tory organization, (B) suspend a member who is in such financial or 
operating difficulty that the exchange determines and so notifies the 
CO'ITIII'fbission that the member cannot be permitted to continue to do 
business as a member with safety to investors, creditors, other memr 
bers, or the exchange, or (C) limit or prohibit any person with respect 
to access to services offered by the exchange 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 exchange determines that such per
son does not meet the qualification requirements or other preret;.uisites 
for such access and such person cannot be permitted to cont~nue 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 exchanue in 
accOrdance with the provisions of paragraph (.1) or (~) of this sub
section. The Cmwmission, 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 for hearing (which hearing may consist solely of the subm:ission 
of affidavits or. presentation of oral arguments) that such stay ~ con
sistent with the public interest and the protection of investors. 

''(e) (1) On and after the date of enactment ofthe Securities Acts 
Amendments of 1975, no naflimwlseuurities exchmnge may impose U/11/!f 
schedule or fix rates of commissions, all01vances, discounts, or other 
fees to be charged by its members: Provided, however, That 1f11iil 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 exchanue 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 pa:ragraph (4) of this section, may-

" (A) permit a national securities exchange, by rule, to impose 
a reasonable schedule or fix reasonable rates of commissions, al
lowances, discounts, or other fees to be charged by its members 
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for effecting transactions on 8UCh exchange prior to November 
1, 1976, if the Commission finds that sueh schedUle or fixed 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 sueh excha;nge after N ovemher 1, 1976, if the Commission finds 
that SU<Jh 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 sueh fees are charged (and the 
Commission publishes the standards employed in adjudging 
reasonableness) and ( ii) do not impose any burden on compe
tition not necessary or appropriate in furtherance of the purposes 
of th~ title, taking into consideration the competitive effects of 
permittitng SU<Jh schedttle or fixed rates weighed against the com
petitive effects of other wwful actions which the Commission is 
cmthorized to take under this title. 

"(:9!) Notwithstanding the provisions of section 19 (c) of this title, 
the Commission, by rule, may abrogate any exchange rule which im
poses a schedule or fixes rates of commissions, allowances, discounts, 
or other fees, if the Commission determitnes that such schedule or fixed 
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 commissions, allowances, 
discm:r~;ts~ or othe1· fees to be charged by members of any national 
secunt~es exchange for effecting transactions on sueh exchange. 

'~ (.f) (A) Be fore 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 
sueh exchange, the Commission shall afford interested persons ( i) an 
opportunity for oral presentation of data, views, and arguments and 
( ii) with respect to any 8UCh rule concerning transactions effected 
after November 1; 1976, if the Commission determines there are dis
puted issues of material faot, to present sueh rebuttal submissions and 
to conduct (or have conducted under subparagraph (B) of this pa:ra
graph) such cross-examina.tion as the Commission determines to be 
appropriate and required for full disclosure and proper resolution of 
such disputed issues of material fact. 

" (B) The C omrnission 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. Sueh rules 
or rulings may ( i) impose reasonable time limits on each interested 
person's oral presentations, and ( ii) require any cross-examination 
to which a person may be entitled under subparagraph (A) of this 
J?aragraph to be condueted by ~/u; Commissi?n on behalf of that person 
m such manner as the CommMswn determ~nes to be appropriate and 
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required for full disclosure and proper resolution of disputed issues 
of material fact. . . 

" (C) ( i) If any ckss of persons, the members of whwh are ent2tled 
to conduet (or have condueted) cross-examination under subpara
graphs (A) and (B) of this paragraph and which have, itn the view 
of the Commission, the same or simila:r interests in the proceeding, 
ca'TIIIlot agree upon a single representative of sueh interests for pwr
poses of cross-examination, the Commi.<Jsion may make rules and rul
ings specifying the manner in which such interests shall be represented 
and such cross-exmmination condueted. 

" ( ii) .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 cwuse ( i) of this subparagraph shall be 
denied, pursuant to SU<Jh clause ( i), the opportunity to conduet (or 
have condueted) cross-examination as to issues affecting his particu
lar interests if he satisfies the Commission that he has made a reason
able and good faith effort to reach ag·reement 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), are
viewilng Court may set aside a;n order of the Commission under 
section 19(b) approvilng an exchange rule imposing a schedule or fixes 
rates of commissions, allowances, discounts, or other fees, if the Court 
finds 

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

"(2) a Corwmission rule or ruling under paragraph (4) (B) 
limiting the petitioner's cross-examination or rebuttal 8'1.1iJmis
sions 

has precl!uded full disclosure a;nd proper resolution of disputed issues 
of material fact which were necessa,ry 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 reguktion, 
may require-

" (1) any person not a member or a designated representa
tive of a member of a national securities excluunge effecting 
transactions on sueh exchange without the services of a'Mther 
person acting as a broker, or . . . 

"(2) a'TIJ!j broker or dealer not a member of a nationalsecuntws 
ef~Jchan.ge effecting transactions on SU<Jh exohange on a regular 
bam. 

to comply with sueh rules of such exchange as the Commission may 
6pecify.". 

S1c. 5. Section 8 of the Securiti& Efl'change Act of 1934 (15 U.S.C. 
78k) is (lii'Mnded as follows: 

(1) The first sentetnee thereof i8 am6nded by atriking ·Otd ~he ph1'0JJe 
"OIN!I memher of a natitmtil 1ecu1'itie& e:rJclta"'{Je, f»' cmy broker or dealer 
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who tramsMts a business in securities through the medium of any 8U<Jh 
member" and by inserting iri lieu thereof the phrase "any registered 
broker 01' dealer, member of a national securities exchange, or broker 
or dealer who transacts a bu8iness in securities through the medium 
of any member of a national securities exchange". 

( 93) The section is f~trther amended by strikitng out subsection (b) , 
redesignating subsections (e) and (d) thereof as sttbseetions (b) and 
(e) respectively, and amending redesignated subsection (e) to read 
as follows: 

"(e) To lend or arra.nge for the lending of any securities carried for 
the Meount of any customeJ' without the written consent of such OU8-
tomer or in contravention of such rules and regulations as the Com
mission shall prescribe for the protection of investors." 

SEc. 6. Section 11 of the Securities Exchange Act of 1934 (15 U.S.C. 
7 8k) is amended i8 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 tran~aetion on such exchange for its own ac
count, the Meount of an associated person, or an Mcount with respect 
to which it or an a.~sociated person thereof exercises investment dis
cretion: Provided, however, That this paragraph shall not make un
lawfUl-

"(A) any transMtion by a dealer acting in the capacity of 
market maker; · 

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

" (C) any stabilizing transMtion 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 transMtion is 
participating; 

" (D) any bona fide arbitrage transaction, any bona fide hedge 
transaction involving a long 01' short position in an equity secu
rity and a long 01' sh01't position in a security entitling the lwlder 
to acquire or sell8U<Jh equity seeu.rity, or any risk arbitrage trans
Mtion in connection with a merger, Mquisition, tender offer, or 
similar transMtion involving a recapit-alization; 

"(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 natu.ral person f01' himself 01' another 
natural person; 

"(F) any transaction to offset a transaction made in error; 
" (G) any other transMtion 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 OU8tomers, and acting as broker, or any 
one or m01'e of such activities, and ~vhose gross income normally 
is derived principally from such business and related activities 
and ( ii) such transaction is effected in compliance with rules of 
the Commission which, a~ a minimum, assure that the transMtion 
is not inconsi~tent 1.vith the ·maintenance of fair and orderly 
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markets and yields priority, parity, and precedence in execution 
to orders f01' the accownt of persons wlw are not members or asso
ciated with members of the exchange; and 

"(H) any other transMtion 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 01'derly markets. 

"(2) The Commission, by rule, as it deems necessary or appropriate 
in the public interest and for the protection of invest01's, to maintain 
fair arnd 01'derly markets, 01' to assure equal regulation of exchange 
markets and markets occurring otherwise than on an exchange, may 
regulate or prohibit: · 

"(A) transMtions on a national securities exchange not unlaw
ful under paragraph (1) of this subsection effected by any mem
ber thereof for its own Mcount (unless 8U<Jh member is Mti/ng in 
the capMity of market maker 01' odd-lot dealer), the Mcount of 
an associated person, or an Mcount with respect to which 8U<Jh 
member or an associated person thereof exercises investment dis
cretion; 

" (B) transMtions otherwise than on a national securities 
exchange effected by use of the mails or any means 01' inst'rllllTOOn
tality of interstate commerce by any member of a national secu
rities emchange, broker, or dealer f01' the Mcount of such member, 
broker, or dealer (unless such 'fM1TI,ber, broker, or dealer i8 Mting in 
the capMity of a market maker) the Mcount of an associated per
son, or an Mcount with respect to which such member, broker, 01' 
dealer or associated person thereof exeroU1es investment discre
tion; and 

(C) transMtions on a national securities ewohange effected by 
any broker or dealer not a member thereof for the account of lJII.I'.(}h 
broker ·or dealer (unless 8U<Jh broker or dealer is Mting in the 
capacity of market maker), the Meount of an associated person, or 
an account with respect to which such broker or dealer or associ
ated person thereof exercises investment discretion. 

"(3) The provisions of paragraph (1) of this subsection insofar as 
they apply to transactions on a national securities eil}(Jhange effected 
by a member thereof who was a member on May 1, 1975 shall not 
become effective until May 1, 1978. Nothing itn 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 (93) 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 intm•est 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 Meount so far as may 
be reasonably necessary to carry on such odd-lot transMtions, and 
(2) a member to be registered as a specialist. Under the rules and 
regulations of the Commission a specialist may be permitted to act as 
a broker and dealer or limited to Mting as a broker or dealer. It shall 
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18 

be unlawful for a specialist or an official ?f the exchan_ge. to dis_clos_e 
inf0'1'71Ultion in regard to 07Vlers placed 'Wilh such specialUJt whwh u 
not available to all members of the exchange, to amy person other than 
an official of the exchang~, a representativ~ of the C~ission, or a 
specialist who may be act~ng for such spemalUJt: Promded, however, 
That the Commission by rule, may require disclosure to all members 
of the exchange of azi orders pl<fc~d with speeialis.ts, under such rules 
and regulations as the Comm'lss~on may prescnbe .as necf!8sary or 
appropriate in the public interest or for the protect~on of ~nvestors. 
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 1934 UJ amended by ~nsert~ng 

after section 11 (15 U.S.C. 78k) the following new section: 

"NATIONAL MARKET SYSTEM FOR SECURITIES j 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 comwunioations techniques ore

ate the opportunity for more efficient and effective market orera
tions. 

" (C) It is in the public interest and ap'{Yf'opriate for the pro
tection of investors and the maintenance of fair and orderly ·mar
kets to assure-

" ( i) economically efficient executim of securities transac
tions; 

" ( ii) fair competition among brolcers and dealers, among 
exchange markets, and between exchange markets and mar
kets other than exchange ma1•kets; 

" (iii) the availability to brokers, dealers, and investors of 
information with respect to quotations for and transactions in 
securities; 

( iv) the practicability of brokers executi;n.g ilrvvestors' or
ders in the best market; and 

( v) an opportunity, consist&nt with the provisions of 
clauses ( i) and ( iv) of this subparagraph, for Vn.vestors' or
ders to be executed without the participation of a dealer. 

"(D) The linking of all markets for qualified securities through 
comtm!Unication and data processing facilities will foster etfi.oiency, 
enhance competition, increase the information avaikrJJle to bro
kers, dealers, and investors, facilitate the offsettilng 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 investors, amd tlw maintenance 
of fair amd orderly markets, to use its authority tlllider th.Ut title to 
faCilitate the establishment of a national market system for aecurities 
·(which may include subsyste1ns for particular types of securities with 
unique Wadi'IV} c/uN-aeteristics) in accordance witk the ftndinga and to 

19 

carry out the objectives set forth in paragraph (1) of thi8 subsection. 
The Commi8sion, by rule, shall designate the securities or classes of 
securities qualified for trading iln the national market system from 
a:mong securities other than exempted securities. (Securities or classes 
of semtrities so designated hereVn.after Vn. thi8 section referred to as 
'qualified securities'.) 

"(3) The Commission i8 authO"f'ized in furtherance of the directive 
in paragraph (2) of this subseotion-

" (A) to create one or more advisory committees pursuant to 
the Federal Advisory Com;mittee Act (which shall be in addition 
to the National Market Advi8ory Board established pursuant to 
subsection (d) olthis section) and to employ one or more outtrUe 
experts; 

(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 ma'l'ket system (or a subsystem 
thereof) or one or more facilities thereof; amd 

" (C) 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. 

" (b) (1) Except as otherwise provided in thi8 section, it shall be 
unlawful for any securities information processor unless registered 
in 'aCCordance with this subsection, directly or indirectly, to make use 
of the mails or any means or instrwmentality of interstate commerce 
to perform the functions of a securities information processor. The 
Commission, by rule or order, upon its own motion or upon 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 sec~ion or the rules or 
regulations thereunder, if the Commission finds that sueh 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 impediments to and 
perfection of the mechanism of a national market system: Provided, 
however, That a securities information processor not 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 accordance with this subs.ection unless the Commission, by rule or 
order, finds that the registration of such securities information proces
sor is necessary or appropriate in the public interest, for the protection 
of investors, or for the achievement of the purposes of thi8 section. 

"(2) A securities information processor may be registered by filing 
with the Commission an application for registration in sueh form as 
the Commission, by rule, may pretwribe containing the address of its 
principal office, or offices, the names of the securities and markets.f~ 
which it is then acting and for which it proposes to act as a securztws 
information processor, and sueh other information and documents 
as the Commission, by rule, may prescribe with regard .to perfo'I'11Ul:nce 
capability, standards and procedures for the. collectwn, process~ng, 
distribution, and publication of information w~th respect to (/UOtatwns 
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for and transaction in semJ,rities, 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, upon 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 grrmt such registration, or 
"(B) institute proceedings to determine whether registration 

should be denied. Such proceedings shall include notice of the 
grc•unds for denial under consideration and opportunity for hear
ing and shall be concluded within one llfundred eighty days of 
the date of publication of notice of the filing of the application for 
registration. At the concl!wJion of such proceedings the Commis
sion, by order, shall grant or deny such registration. The 
Com;mission may extend the time for the conclusion of such pro
ceedings for up to sixty days if it finds good cause for such exten
sion and publishes its reasons for so finding or for such longer 
periods as to which the applicant consents. 

The Commission shall grant the registration of a securities information 
processor if the Commission finds that such securities infQ'f"''nation 
processor is so O'l'ganiud, (]ff!.(J hos the capacity, to be able to assure the 
prompt, oocurate, and reliable performance of its functions as a securi
ties information processor, comply with the provisions of this title and 
the 'rlilea and regulat.iotn8 the1'e'1.111'14er, carry out its functions 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 registraticm of a securities information 
processor if the Commission 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 orrder, shall cancel the registration. 

"(5) (A) If any registered securities information processor pro
hibits or limits any person in respect of access to services offered, 
directly or indirectly, by such semJ,rities information processor, the reg
istered securities inforrmation processor shall promptly file notice 
thereof with the Commission. The notice shall be in 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 whi<Jh 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 applicaticm 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 thf: 
Com mission on its own motion, shall not operate as a stay of such proht
bition or limitation, unless the Commission otherwise orders, 8'U!lrlr 

marily or after notice and opportunity for hearing on the question ?f 
a stay (which hearing may consist solely of the submission of af!idavtts 
or presentation of oral argwments). The Commission shall estah.lish for 
appro~te cases an expedited procedure for consideration and deter
minatton of the question of a stay. 

" (B) In any proceeding to review the prohibition or lirnitati.on of 
any person in respect of access to services offered by a registm·ed secu
rities information processor, if the Commission finds, after notice ood 
opportunity fO'!' hearing, that such prohibition or limitation is con
si8tent with the provisions of this 1title and the rules and regulations 
thereunder• and that such person has not been discriminated against 
unfairly, the Commission, by order, shall dismiss the proceeding./ f 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 processO'l'. 

"(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 re1Jocatio'!" is in 
the public interest, necessary or appropriate for the proteetwn of 
investors or to assure the prompt, accurate, or reliable performance of 
the functions of such semJ,rities 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. 

"(c) (1) No self-regulatory organization, member thereof, semJ,rities 
information proeessor, broker, or dealer shall make use of the mails or 
any means or imtrumentality of interstate commerce to (}Ollect, proce~s, 
distribute, publish, or prepare for distributio11; or publication any tn
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 
transaction in, or to induce or attempt to induce the purchase or sale of, 
any such security in contravention of such rules and regulations as thf 
Commission shall prescribe as necessary or appropriate in the publw 
interest, fO'!' 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, an.d fair collection, 
processing, distribution, an.d publication of information with 
respect to quotations for and tr0Jn8actions in. such securities and 
the fairness and usefulness of the form and content of such in
formation; 

" (C) assure that ul.l se(JUrities information processors may, for 
purposes of distribution and publication, obtain on fair and rea
sonable te1'11UJ such info1'7lUJ,tion with respect to quotations for and 
transactions in such se(JUrities as is collected, processed, or pre
pared for distribution or publication by any exclusive processor 
of such information acting in such capacity; 

"(D) assure that all exchange mernlJers, 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 te1'11UJ which are not un
reasonably discriminatory such information with respect to quo
tations for an.d trarnsactions in such securities as 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 a national market system; and 

" ( F') assure equal r'egulation of ul.l markets for qualified secu
rities and all exchange members, brokers, and dealers effecting 
transactions in such securities. 

"(J13) 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) (A) The CO'I11ffl1,ission, by rule, is authorized to prohibit brokers 
and dealers from effecting transactions in securities registered pursu
ant to section 1)13 (b) otherwise than on a national securities exchatnge, 
if the Commission finds, on the record after notice and opportunity 
for hearing, that-

" ( i) as a result of transactions in such sem.trities effected other
wise than on a national securities exchange the fairness or order
liness of the markets for such se(JUrities has been affected in a 
manner contrary to the public interest or the protection of in
vestors; 

" ( ii) no rule of any national securities exchange unreasonably 
iJmpairs the ability of any dealer to solicit or effect transactions in 
s·uch securities for his own acoount or unreasonably restricts eom
petition among dealers in such securities or between dealers act
ing in the capacity of market makers who are specialists in such 
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se~ties and such dealers w·ho are not specialists in such securi-
ties, and .,. 

"(iii) the maintenance or restoration of fair and orderly mar
kets in such securities may not be assured through other lmoiul 
means under this title. 

The Oornrmission 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 ewchange fairly and reasonably prescribing the sequence 
in which orders brought to the ewchange must be ewecuted 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 ewchanges which limit or condition the ability of 
'11'/Jembers to effect trarnsactions in securities otherwise than on such 
exchanges. On or before the nilnetieth day following the day of en
actment of the Securities Acts Amendments of 1975, the Commi.ssion 
shall ( i) report to the Congress the results of its review, including the 
effects on competition of such rules, and ( ii) 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 w·hich 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 J135(b) of this title of any rule 
prorrwlgated by the Commission in accordance with any proceeding 
C(Jmmenced pursuant to subparagraph (A) of this paragraph shall, 
except as to causes the court considers of greater importance, take prec
edence on the docket over all other causes and shall be assigned for 
cunsideration at the earliest practicable date and expedited in every 
way. 

" ( 5) No nationul. se(JUrities exchange or regi~tered securities associa
tion may limit or condition the participation of any mernlJer in any 
registered clearing agency. 

"(d) (1) Not later than one hundred eighty days after the date 
of enactment of the Seoorities Acts Amendments of 1975, the 
Commission shall establish a National Market Advisory Board (here
inafter in this section referred to as the "Advisory Board") to be 
eomposed of fifteen members, not all of whom shall be from the same 
geographical area of the United States, appoilnted 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 
persuns not so associated who are representative of the public and, 
to the extent feasible, have knowledge of the securities markets of 
the United States. 



24 

"(93) It shall be the responsibility of the Advisory Board to f01'1711U
late and furnish to the Commission its views on significant regu_lato_ry 
proposals made by the Commission or any self-regulatory organwatzon 
concerning the establishment, operation, and regulation of the markets 
for securities in the United States. 

"(3) (A) The Advisory Board shall_ study and ma~e rec~ryia
tions to the Commission as to the steps zt finds appropriate. to famhtate 
the establishment of a national market system. In so do~ng, the Ad
visory Boar~ shall assu_me the resp~bilit~es of amy advisory ?om
mittee appmnted to adv~e the Comm~swn wzth respect to thf national 
market system which is itn ewistence at the time of the establ~hment of 
the Advisory Board. . 

"(B) The Advisory Board shallstudry the possible need for modzfi
'ctltions of the scheme. of self-regulation pr?vided_ for in this title so 
as to adapt it to a natwnal market system, ~nclud~ng the need for the 
establishment of a new self-regulatory 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 Advisory Board determines a National Mark.et Regulatory 
Board should be established, it shall make recommendatwns as to: 

" ( i) the point in time at which a Regulatory Board should be 
established,-

" ( ii) the composition of a Regulatory Board; 
"(iii) the scope of the authority of a Regulatory Board; . 
"(iv) the relf:t~onship of a Regulatory B_oar_d to the Oomm~-

sion and to e~ttng self-regulatory organtzattons; and 
" ( v) the manner in which a Requlatory Board should be funded. 

The Advisory Board shall report to the Congress, on or be/ore Decem
ber 31 1976 · the results of such study and its recommendations, in
cl!udin~ such recommendations ,for legislation as it deems appropriate. 

" (C) In carrying out its responsf:bilities under this paragra;ph: the 
Advisory Board shall consult Wtth self-regulatory organwattons~ 
brokers ·dealers securities information processors, issuers, investors, 
represe!ntatives ~f Government agencies, and other persons interes~ed 
or likely to participate in the establishment, operation, or regulatton 
of the national market system. 

"(e) The Commission is authorized and directed to make a sfludy 
of the ewtent to which persons ewcluded from the definitions of 
"broker'' and "dealer" maintain accounts on behalf of public customers 
for buying and selling securi_ties register~d unde; section 193 of this 
title and whether such ewcl!ustons are conszstent wtth the protectton of 
investors and the other purposes of this title. The Commission shall 
report to the Congress, on or before Decemb~r 31, 1976, ~he r_e:mlts of 
its study together with such recommendatwns for leg~latton as tt 
deems admi<ra:ble. ". 

SEc. 8. Section 193(!) of the Securities Ewchange Act of 1934 (15 
U.S.C. 781 (f) ) is ati1U3nded as follows: 

(1) Paragraphs (1) and (93) thereof a;e at11U3n<J.r:fl: to read a~ follfY!!Js: 
"{f) (1) Notwithstanding the foregmng prov~tons of th~ seqt~on, 

any national securities ewchange, subject to the terms and condittons 
hereinafter set fortllr-
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" (A) may conti'fi!Ue unlisted trading privileges to which a se
curity had been admitted on such ewchange prior to July 1, 1964; 

"(B) upon application to and approval of such application by 
the Commission, may ewtend unlisted trading privileges to any 
security Usted and registered on any other national securities ew-
change;and · 

"(C) upon application to and approval of such application by 
the Commission, may ewtend unlisted trading privileges to any 
security registered pursuant to section 193 of this title or which 
wO'I.dd be required to be so registered e(JJcept for the ewemption 
from registration provided in subsection (g) (2) (B) or (g) (93) 
(G) of that section. 

If am ewtension of unlisted trading privileges to a security is based 
upon its listing and registration on another national securities ew
change, such privileges shall continue in effect onf,y so long as such 
security remains listed and registered on a national securities 
e(JJchange. 

"(93) No application pursuant to this subsection shall be approved 
unless the Commission finds, after notice and opportunity for hearing, 
that the ewtension of unlisted traditng privileges pwrsuant 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 traditng privileges to a security not listed 
and.registered on a national securities ewchange, the Commission shall, 
among other matters, take account of the public trading activity in 
8UCh security, the character of such trading, the impact of such ew
tension on the ewisting markets for such seeurities, and the desirability 
of removing impeditments to and the progress that has been made 
towonvl the ·development of a national market system and shall not 
grant Uhll!f such application if amy rule of the national securities ew
cha;nge making application under this subsection would 'lllfl:reas?nably 
impair the ability of any dealer to solicit or effect transacfii:ons tn 8UC~ 
security for his own account, or 'll!ould unrea8onably restrwt co"'!'pet~
tion among dealers in such seeurzty or between such dealers acttng tn 
the capacity of market makers who are specialists and such dealers who 
are not specialists.". 

(93) Paragraph (6) thereof is ati1U3nded by striking out "section 
19(b) of". 

SEc. 9. Section 193 of the Securities Ewchange Act of 1934 (15 U.S.C. 
78l) is amended by adding at 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 ewceeding twelve months, 
or to revoke the registration of a security, if the Commission finds, 
on the record after notice and opportwnity for hearing, that the issuer 
of such security has failed to comply with any provision o~ this title 0: 
the 'l"'iles and regulations thaeunder. No member of a natWn;U securz
ties ewchange, broker, or dealer shall make use of the matls or any 
means or instrumentality of interstate commerce to effect any t;ans
action in, or to induce the purchase or sale of, any securzty the reg~tra-
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tion of which has been and i8 tm;Spended or revoked puriJU(]!fl,t to the 
preceding sentence. 

" ( k) If in its opi;nion the pUblic interest and the protection of in
vestors so require, the Commi8sion i8 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, 
lJ'I.III'TIIlnarily to suspend all trading on any national securities exchange 
or otherwi8e, in securities other than exempted securities, for a period 
not exceeding ninety days. No member of a national securities 
exchange, broker, or dealer shall make use of the mails or a;ny means 
or instrumentality of interstate commerce to effect a;ny transaction 
in, or to induce the purchase or sale of, any security in which trading 
i8 so suspended. 

"(l) It shall be unlawful for an usuer, any class of whose securities 
is regi8tered pursuant to thi8 section or woulit be required to be so 
regi8tered excep_t for the exemption from regi8tration provided by 
subsection (g) (13) (B) or (g) (13) (G) of thi8 section, by the use of any 
means or instrumentality of interstate commerce, or of the mails, 
to i8sue, either originally or upon transfer, any of sucA securities 
in a form or with a format which contr(JI/)enes 8UCh rules and regu
lations as the Commi8sion may prescribe as necessary or appropriate 
for the prompt and acm.trate clearance and settlement of transactions 
in securities. The pr01Jisions of thi8 subsection shall not apply to 
variable annuity contracts or variable life policies i8sued by an insur-
ance company or its separate accounts. . 

" ( m) The Commi8sion 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 i8suer in other than the name of the bene
ficial owner of such securities and to determine ( 1) whether 8UCh prac
tice i6 consistent with the purposes of this title, with partimllwr ref
erence to subsection (g) of this section and sectiomf 13, 14, 15(d), 16, 
and 17 A, and ( 13) whether steps can be taken to .facilitate commvwnica
tions between i8suers and the beneficial owners of their securities while 
at the same time retaininq the benefits of 8UCh practice. The Commi8-
sion shall report to the Congress its prelilmina::ry findings within six 
months after the date of enactment of the Securities Acts Amendments 
of 1975, and its final conclusions and recommendations within one year 
of such date.". . 

SEc. 10. Section 13 of the Securities Exchanqe Act of 1934 (15 
V.S.C. 78m) i8 amended by adding at the end thereof the following 
new subsection: 

"(f) (1) Every 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 manager and 
which exercises investment discretion with respect to accounts holdinq 
equity securities of a class described in section 13 (d) ( 1) of thi8 title 
h(JI/)ing an agqregate fair ma1'ket val;ue on the last trading day in any 
of the preceding twelve months of at least $100,000/)00 or 8UCh lesser 
amount (but in no case less than $10,000,000) as the Commi8si<m, by 
rule, may determine, shall file reports with the Commission in 8UCh 
form, for 8UCh periods, and at 8UCh times after the end of 8UCh periods 
as the Commtission, by rule, may prescribe, but in no event shall 8UCh 
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reports be filed for periods longer than one year or shorter than one 
quarter. Such reports shall include for each 8UCh 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, CVSIP number, 1mmber of 
shares or principal amount, and aggregate fair market value of each 
8UCh se_curity. Such reports may also include for accounts (in aggre
gate or by type) with respect to which the institutional investment 
manager exercises investment disaretion 8UCh of the following infor
mation as the Commission, by rule, prescribes-

"(A) the name of the issuer and the title, class, CVSJP n'llm1r 
ber, number of shares or principal amount, and aggregate fair 
ma:rket val!ue or cost or amortized cost of each other security 
(other than an exempted security) held on the last day of there
porting period by 8UCh accounts; 

"(B) the aggregate fair ma:rket 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; 

" (C) the number of shares of each equity security of a class 
des(}'l'ibed in section 13(d) (1) of this title held on the last day of 
t!u?- reporting period by such accounts with respect to which the 
institutimwl investment manager possesses sole or shared author
ity to exercise the voting rights evidenced by such securities; 

"(D) the aggregate purohaaes and aggregate sales dwring the 
reporting period of each security (other than an exempted se
curity) effected by or for 8UCh accounts; and 

"(E) with respect to any transaction or series of transactions 
hwing a market valJue of at least $500,000 or 8UCh other amount as 
the Commission, by rule, may determine, effected during the re
porting period by or for 8UCh accounts in any equity security of 
a class described in section 13 (d) (1) of this title- · 

. "(i) the name of the issuer and the title, class, and CVSIP 
number of the security/ 

" ( ii) the number of shares or principal arrwwnt of the secu
rity involved in the transaction; 

" (iii) whether the transaation was a purchase M sale; 
" ( w) the per share priae or prices at which the transaction. 

was effeated,-
" ( v) the date or dates of the transaction,-
" (vi) the date or dates of the settlement of the transaction,
" (vii) the broker or dealer through whom the tr!IIn8action 

was effected; 
" (viii) the market or markets in w1hiah the transaction was 

. effected; and 
"(w) such <Jther related information as the CommiSsion 

by rule, may prescribe. ' 
"(13) The Commission, by rule or order, may exempt, conditionally 

or unconditionally, any institutional investment manager or security 



01' any class of ifnstitutional investment managers or semtrities from 
any ur all of the provisions of this subsection or the rules therewnder. 

"(3) The f!ommissions~mak~ a;vailable to the public for a reason
able fe:e a hat of all equ~ty semtrttws of a cZass described in section 
13(d) (1) of this title, updated no less frequentl;y than reports are 
requ~re.d ~o be filed pursuant to paragraph (1) of this subsection. The 
CO'ITI!mu~ shall tabulate the infO'I'mation contained in any report 
filed pur8'1.U.fn~ to this B'}tb~ection in a manner which will, in the view of 
the CO'fnllTIJl8swn, marmm~ze the usefu"Ztrwss of the information to other 
Federal and State authorities and the public. Promptly after the filing 
of.any 8'1.UJh .report, th;e CO'ITI!m~sion shall make the inj01'mation con
~azned therMn convenwntly avazlable to the public for a reasonable fee 
~n such.fo;m as ~he Comm;ission, by rule, may prescribe, eaJ(Jept that the 
O,~u~, as ~t dete'f"1'114nes t~ be nec~ssary or appropriate in the pub
lw ~n_tere_st or fur the protect~n of m"!est~rs, may delay ~r prevent 
publw duclosure of any such ~nf01'71ULt~on ~n accordance w~th section 
55~ of title 5, United States Code. Notwithstanding the preceding 
sentence, any such injfYI'mation identifying the semtrities held by the 
accownt ~~ a 'fldural person or an estate or trust other than a business 
t~t or ~nvest'mf!n_t cO'!"'pany) s':dl not be disclosed to the public . 

. (4) In ewe~ ~ts authority under this subsection, the Commis
szon s~all ~eterm~ne ( an_d so state) that its action is necessary 01' ap
pro'P'I"tfl'te ~ th~ publw ~nterest and f01' the protection of investors or 
to ~~ntazn. faz~ and ~erly 1fULrkets 01', in granting an ewemption, 
that zts act~ u consutent wzth the protection of investors and the 
P'!"rposes of this subsection. In ewercising such authority the CO'ITI!mis
sz~ shall take such steps as are within its power, incl!uding consulting 
wzth the Comptroller General of the United States, the Direct01' of the 
Office of Management and Budget, the appropriate regulatory agen
C'lelf, Federal and S.tate~ au~horit!es which, directly or indirectly, re
qu~re reports from znstitutional znvestment managers of inf01'mation 

• substn;n_tiall;y similar to that called for by this subsection national 
secu:ntws e;»changea, a~ registere~ seevl':'-ties associati~, (A) to 
achze"?e. unifo~ centralzud rep01't~ng of znjMmation coneerrdng the 
semmtus ~ldz"!f/8. of .and t;ansactions by or for accounts with re
zect t~ whwh znstztution<(l znvestment managers ewereise investment 
ueret~on, and (B) conszstently with the ob_jective set f01'th in the 

precedmg S:U~Pf!ragraph, to n;void unnecessarily duplicative reporting 
by, and m~nzmwe the complzance burden on, institutional investment 
managers. Fe~era? att:thori~ies which, directly or indirectly, require 
rep01'f8 frO'lfb ~nst~tutzonal znvestment managers of information sub
stn;ntzally szmila_r ~o th;at called /01' by this subsection shall cooperate 
w~th the C~us~ m the perf01'manee of its responsibilities under 
the preced~ng sentence. An institutional investment manager which is 
a bank, the d~posits of which are insured in accordance with the 
Federal Depos~t Insurance Act, shall file with the appropriate regula
tory r:gency a ?OPY of every report filed with the Commission pursuant 
to thu subsectwn. 

"(5) (A) For purposes of this subsection the term 'institutional in
"!est~nt ~nager' ?-ncludes any person, other than a natural person, 
mvestzng ~n 01' buy~ng and selling semtrities f01' its own account, and 

any person ewereising investment discretion with respect to the account 
of any other person. 

"(B) The Commission shall adopt such rules as it deems necessary 
or appropriate to prevent duplicative reporting pursuant to this sub
section by two or more institutional investment managers ewereising 
investment diseretion with respect to the same amount.". 

SEo. 11. Section 15 of the Semtrities Ewchange Act of 1934 (15 
U.S.C. 78o) is amended as follows: 

(1) The title thereof is amended to read: "REGISTRATION AND REGU
T.ATION OF BROKERS AND DEALERS". 

(~)Subsection (a) and(b) thereof are amended to read as follows: 
"(a) (1) It shall be unlalwful for any broker or dealer which is either 

a person other than a natural pm'Bon or a 'IUJ,tural person not associated 
with a broker or dealer which is a person other than a natural person 
(other than such a broker or dealer whose business is ewclusively intra
state and who does not make use of any facility of a nationalsemtrities 
ewchange) to make use of the mails or any means or instrurmentality of 
interstate commerce to effect any transactions in, or to induce or 
attempt to induce the purchase or sale of, any semtrity (other than an 
ewempted security or commercial paper, ba'Yikers' acceptances, 01' com
mercial bills) unless such broker or dealer is registered in accordance 
with subsection (b) of this section. 

"(2) The 00'!TIImission, by rule or order, as it deems consistent with 
the public interest and the protection of investors, mALy conditionally or 
unconditionnlly ewe.mpt 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 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 applicant consents), the Commission shallr-

" (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 ewtend 
the time for conclusion of suoh proceedings for up to ninety days 
if it finds good cause for such ewtension 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 Co'm/ITI/ission 
finds that the requiretrnents of this section are satisfied. The Commis
sion shall deny such registration if it does not make such a finding or 
if it finds that if the appli(J(]Jfl;t were so registered, its registration 
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'W0'1Jl,d be sUbject to suspension 01' revocation under paragraph (4) 
of this subsection. 
"(~)(A) An application for registration of a broker or dealer_to 

be f0'1"1'Md 01' 01'ganized 'fiUT,y be 'ffU1de by a broker 01' dealer to whwh 
the broker 01' dealer to be fo'l"''ned 01' organnized is to be the success01'. 
Such application, in such form as the Cmrurnission, by rule, rnAI:Y pre
scribe, shall contain such infor"ffUT,tion and docu"'fWnt8 c~ernitng t~ 
applicant the successor, and any persons assomated w~th the applz
cant or the success01', as the Com;mission, by rule, 'fiUT,y prescribe. as 
necessarry or appropriate in t~ public f:ntere~t or for the prote~twn 
of itrvvest01's. The grant or. denial of reg~tratwn to such. an applwamt 
shall be in aaclYf'dance w~th the procedures set forth ~n paragraph 
(1) of this subsection. If the C om;mission g7Ylfnts such registration, 
the registration shall terminate on the forty-fifth day after the effec
tive date thereof, unless pri01' thereto the succes~m: shall, in aaco:d
ance with such rules amd regUlations as the Com;m~swn 'fiUT,y pres(]1'1,be, 
adopt the application f01' registration as its own. 

"(B) Any person who is a broker 01' dealer solely by r~on of act
ing as 'Tl1/IJII1,icipal securities dealer or. municipal seouritzes ~r,?~er, 
who so acts through a separately identifiable department 01' d~v~zon, 
and who so acted in such a rru.unner on the daw of enactment of the 
Securities Acts Amendments of 1975, may, in accorda71fe with such 
terms and conditions as the Com;mission, by rule, pres(]1'1,bes as ~ces
sary and appropriate in the public. intm:est and for the protec~zO'fl'.of 
investors, register such separately ident~fiable department or d~v"-!~n 
in accordance with this subsection. If any such department 01' dzv~!on 
is so registered the department or division and not such person h~m
self shall be the broker 01' dealer for purposes of this title. 

" (C) Within six months of the date of the granting of registration to 
a broker or dealer the Com;mission, or upon the authorization and 
direction of the Omrurnission, a registered securities assoc~tion or 
natiO'l'Ull securities exchange of which such broker or dealer~ a me?'l'
ber shall conduct an inspection of the broker or dealer to determwe 
whether it is operating in conformity with the provisions of this title 
and 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 six months. . . 

"(3) Any provision of this title (other than sectwn.5 and subsectwn 
(a) of this section) which prohibits any act, practu:e, or ~ourse of 
business if the mails or any means or: instrumentalzty ?~ ~nterstate 
com;merce is used in connection there~th shall also proh~bzt any such 
act, practice, or course of business by any registered brok~r or deal;er 
or any person acting on behalf of such a ~roker or deaJer, ~rr_espectwe 
of any use of the mails or any means or ~nstrumentalzty of mterstate 
comnierce in connection therewith. . . . 

"(4) The Comm~sion, by order_, shall censure, place l~m~tatwns on 
the activities functwns, or operatwns of, suspend for a perwd not ex
oeedifng tweive months or revoke the registration of any broker 01' 
dealer if it finds on the' record after notice amd opportunity for hear
itng that such c;nsure, placing of limitations, suspension, or revoca
tio~ is iJn the public interest and that such broker or dealer_, whet~er 
prior or subsequent "Co becoming such, or any person assomated w~tih 
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such broker or dealer, whether pri01' or subsequent to becoming so 
associated--

" (A) has will fully made or caused to be made in UII1!JJ 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 w·hich 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 h.as 
omitted to state in any such application or rep01't any matenal 
fact which is required to be stated therein. . 

"(B) has been convicted within ten years preceding the filzng 
of any application for registration or at any time thereafter of 
any felony or misdemeanor which the Com;mission finds-; 

"(i) involves the purchase ?r sale of any seountY_, the 
taking of a false oath, the makmg of a fafse report, bnbery, 
perjury, burglary, or conspiracy to com;mzt any such offense; 

"(ii) arises out of the conduct of the business of a broker, 
dealer, municipal securities dealer, investment adviser, bank, 
insurance company, or fiduciary; . 

" (iii) involves the larceny, theft, robbery, extortwn, for
gery, counterfeiting, fraudulent concealment, embezzlement, 
frmudulent conversion, or misappropriation of funds or seC'U
rities,· or 

"(iv) involves the violation of section 15~, 134-J, 13~, or 
134-3 01' chapter ~5 or 47 of title 18~ Unit~d.States Code. . 

" (C) is per"ffUT,nently or temporanly enJmned by 01'der, Judg
ment, or decree of any court of coml?etent jurisdiction frmn aat~'nf/ 
as an investment adviser, underwnter, broker, dealer, or munwz
pal securities dealer, or as an affiliated person or employee of any 
investment company, bank, or insurance company, or from ~n
gaging in or continuing any conduct or practice in connectwn 
with any such activity, or in connection with the pwrchase tOr sale 
of any security. . . . . 

"(D) has willfully violated any provwzon of the Secunt~ Act 
of 1933 the Investment Advisers Act of 1940, the Investment C01r1r 
pany Act of 1940, this title., the rules or regulations under any of 
such statutes, or the r-ules of the Municipal Securities Rulemaking 
Board, or is unable to comply 'with any such provision. . 

"(E) has willfully aided, abetted, counseled, commanded, ~n
duced, or procured the violation by any other person of q,ny pro
vision of the Securities Act of 1933, the Investment Adv~ers Act 
of 19./1), the Investment Company Act of 19J,f), this title, the rules 
or regulations under any of such statutes, or the r;tles of the 
Municipal Securities Rulemaking Board, or has fa~led reason
ably to supervise, with a view to preventin[J violations of the 
provisions of such stat11:tes, :uJe~, and regulatzons, an~ther J?6rson 
who com;mits such a vwlatwn, if such other person~ subJect to 
his supervision. For the purposes of this subparagraph ((t) no 
person shall be deemed to have failed reasonably to superv~e any 
other person, if-

" ( i) there have been established procedures, and a system 
for applying such procedures, which would reasonably be 
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expeated to prevent and detect, insofar as practicable, any 
suah violation by such other person, and 

" ( ii) suah person has reasonably discharged the duties and 
obligations inaumbent upon him by reason of such procedures 
and system 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 81.Wh person to be associated with a broker or dealer. 

" ( 5) Pending final determination whether any registration 
under this subsection shall be revoked, the Com;mission, 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 itn the public interest orr 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
tratioo by fililng a written notice of withdrawal with the Commission. 
If the Com;mission finds that any registered broker or dealer is no 
longer in ef1Ji..8tence or has ceased to do business as a broker or dealer, 
the Commission, by order, shall cancel the regi~Jtration 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 
exceeding twelve months or bar any such pe1'Bon from being associated 
with a broker or dealer, if the Commission finds, on the record after 
notice and opportunity 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 enumerated 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 
proceedings under this paragraph, or is enjoined from any action, con
duct, or practice specified in subparagraph (C) of said paragraph 
(4). It shall be unlawful for any person as to whom such an order 
suspending orr 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 oonsent of the Commission, and it shall be unlaw
ful for any broker or dealer to permit such a persoo 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 transaction 
in, or induce the purchase or sale of, any security unless such 
broker or dealer meets 81.Wh standarvls of operational capability and 
such broker or dealer and all natural persons associated with such 
broker or dealer meet such standards of training, experiernce, com
petence, and 81.Wh other qualifications as the Commission finds neces
sary or appropriate iJn the public itnterest or for the protection of 
investors. The Com;mission shall establish 81.Wh standards by rules 
and regulations, which may-
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"(A) specify that all or any portion of such standards shall 
be applicable to any class of brokers and dealers and persons 
associated with brokers and dealers; 

" (B) require per sow in any such class to pass tests prescribed 
itn accord(fff!.(Je with such rules and regulations, which tests shall, 
with respect to any class of partners, officers, or superviso;Y. em;
ployees (which latter term may be defined by the Commzsswns 
rules and regulations and as so defined shall include branch man
agers of bT>okers or dealers) engaged itn the maxnagement of the 
broker or dealer, include questions relatiJng to bookkeeping, ac
countitng, internal control over cash and securities, supervision 
of employees, maintenance of recorvls, and other appropriate mat
ters; and 

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

The Commission, by rule, may prescribe reasonable fees and charges 
to defray its costs in crcrryitng out this paragraph, iJncluditng, 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 devisitng amd administerimg tests 
and may require registered brokers and dealers and persons associated 
with such brokers and dealers to pass tests admitnistered by or on 
behalf of any 81.Wh association or exchange amd to pay such association 
or exchange reasonable fees or cha:rr~es to defray the costs itncurred by 
such association or exchange "in administeritng such tests. 

"(8) In addition to the fees and charges authorized by paragraph 
(7) of this subsection, each Pegistered ·broker or dealer not a member 
of a registered Hecurities association sh,zll pay to the Commission 81.Wh 
r·easonable fees and charges a;s may be necessary to defray the costs of 
the additional regulatory duties required to be performed by the Com
mission because such broker or dealer effects transactions in securities 
otherwise than on a national securities exchange of w·hich it is a mem
ber and is not a member of a registered securdies association. The 
Commission, by rule, shall establish s1.wh fees and chaTges. 

"(9) No broker or dealer s11bject to paragraph ( 8) of this subsection 
shall effect any transaction in, or induce the pur·'Jhase or sale of, any 
security (otherwise than on a national sNturities exchanrte of which it 
is a merrwer) 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 ma?•ket and a national market system, and, 
in Pteneral, to protect investors and the publio interest. 

' (10) For the pUrposes of determining whether a person is subject 
to a statutory disqualification under section 6(c) (~), 15A(g) (~),or 
17A(b) (4) (B) of this t·itle, the term 'Commission' in paragraph (4) 
(B) of this subsection, shall mean 'exchange', 'association', or 'clearing 
agency', respectively.". 

(3) Paragraphs (1), (~), and (3) of sUbsection (c) thereof are 
amended to read as follOW8: 

52-605 0- 75 - 3 
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"(c) (1) No broker or dealer shall make use of the mails or ari!!J 
means or instrumentality of interstate c011111nerce to effect any trans
action in, or to induce or attempt to induce the purchase or sale of 
any se,curity (other than commercial paper, bankers' acceptances, o; 
comm~rciu;l .bills) otherwise than on a nationfd sec;trities ewchange 
of whwh tt ts a member by means of any mantpulatwe, deceptive, or 
other fraudulent device or contrivance, and no municipal securities 
1ealer shall make use of the mails or any means or instrumentality of 
tnt~rstate commerce to effect any transaction in, or to ini/tuce or attempt 
to tnduc~ the P!"rchase or. sale of, any municipal seC'Il;rity by means of 
any mantpulatwe, decepttve, or other fraudulent devwe 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 fraudulent. 

".(2) No brok~r or d,ealer shall make use of the mails or any means 
or tnsprumentaltty of tnter~tate commerce to effect any transaction in, 
or to tnduce or attempt to tnduce ~he purchase or sale of, any security 
(other than an ewempted seaurnty or commercial paper, bankers' 
a~c.eptances, or commercial bills) otherwise than on a national secu
ntws ewchange of which it is a member, in connection with which 
B"lfCh broker or dealer engages in any fradulent, deceptive, or manipula
ttve ru:t. or practice, or ~es any fictitious quotation, and no mrunicipal 
secunt'lf3s deal!!r shall make use of the mails or any means or instru
"ff'Cntaltty of tnterstat~ commerce to effect any transaction in, (!r to 
~nduc~ or. attempt ~o tnd"!ce the. purcl-U.Me or sale of, any mrunicipal 
secunty ~n connectwn wrtth whwh such municipal securities dealer 
engages tn any fradulent, deceptive, or manipulative act or practice, 
or makes ar:y fictitious quotation. The Oomm;ission shall, for the pur
poses of thu paragraph, by rules and regulatwns define, and prescribe 
means reasonably designed to prevent, such acts aiui practices as are 
fraudulent, decepti'IJe, or manipulative and such quotations as are 
fictitious. 

"f 3) No brok~r or de.aler shall make use of the mails or any means 
or tnstrumentaltty of tnterstate commerce to effect any transaction 
in, ?r to induce or attempt to induce t.he purchase or sale of, any se
cunty (other than an ewempted secunty or commercial paper bank
ers' aoceptances, or commercial bills) in contravention of such rules 
and re.gulapions as the. O?mmission shall prescribe as necessary or ap
rn·o~te tn the publ~ mterest or for the protection of investors to 
provide safer{uards wtth respect to the financial responsibility and 
related practwes of brokers and dealers including, but not limited to, 
the acceptance of custody and use of customers' securities and the 
oarrying 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: 

"~ ~) No dealer ( otkf;r th;Ln a specialist registered on a national se
cu;ttws ewchange) actzng zn the capacity of market maker or other
wtSe 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 se~rity (other than an 
ewempted security or a municipal security) in contravention of such 
specifie,d .and appropriate standar~s with respect to dealing as the 
Oommus~on_, by rule, shall prescnbe as necessary or appropriate in 
t~ publw tnterest and for the protection of investors, to maintain 
fatr and orderly markets, or to remove impediments to and perfeot 
the me~hf!nism of a na_tional ma~ket system. Under the rules of the 
OommtSswn a dealer m a secunty may be prohibited from acting 
as a broker in that security.". 

(5) Subsection (c) thereof is further amended by adding at the 
end thereof the following new paragraph: 

",(6) No brok~r or d_ealer shall make U8e of the mails or any mlea!n8 
or tns~'l'IJm'bentaltty of tnter~tate commerce to effect any transaction in, 
O'l' to ilnduce or attempt to tnduce the purchase or sale of, any security 
(othe'l' than an ewempted security, municipal security, commercial 
paper, bankers' acceptances, or commercial bills) in contravention of 
such rules and ref!ula~ions as the ,Oo,mmission shall prescribe as neces
~ary or approprwte tn the publtc tnterest and for the protection of 
znvestors or to perfect or remove impediments to a national system for 
the prompt and accurate clearance and settlement 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
ment~ ~or transact~ns in securities, ma.king transfers and deliveries of 
secunttes, and clostng accounts. N othtng in this paragraph shall be 
construed (A) to affect the authority of the Board of Governors of the 
Federal Reserve S_Ystem, pursuant to seation 7 of this title, to prescribe 
rule~ and regulatwns for the purpose of preventing the ewcessive use of 
credtt for ph~ purchase~ carrying of securities, or (B) to authorize 
the Oommuston to prescnbe rules or regulations for such purpose.". 

(6) The sect-ion is further amended by adding at the end thereof 
the following new subsection: 
. ('(e) The ,O~mmission, by rule, as it deems necessary or appropriate 
zn the publw .tnterest and tor the protection of investors or to assure 
equal regulatton, ma:y requzre any member of a national securities ew
ahange not r_equired_ to register under section 15 of this title and any 
perso.n rLfSOmated wzth any ~ch member to comply with any provision 
of thtS ttt"W; (other; than sectzon 15 (a)) or the ;ules or regulations there
under whwh .by tts terms regulates or prohtbits any act, practice, or 
course of bustness by a 'broker or dealer' or 'registered broker or dealer? 
or a 'person associated with a broker or dealer,' respectively.". 

SEo. 12. Section 15A of the Securities Ewchange Act of 1934 (15 
U.S.O. 78o-3) is amended as follows: 

(1) The title thereof is amended to read: "REGISTERED SECURITIES 
ASSOCIATIONS". 

,\2) Suhsectio~ (~)and (b) thereofareamendedtoreadasfollOW'8: 
fa) An as~o.matton f!/ ?rokers and dealers may be registered as a 

"}4tzonalse~u_nttes as~oe;atwn pursuant to subsection (b) , or as an affil
wted seC'/.llt"tttes assomatzon purrsuant to subsection (d) under the terms 
a~ conditions. h;erein.after provided in this section a'na in accordance 
wtth t~ _Provuwns ?f s.ection 19(a) of this title, by filing with the 
Oommuszon an applwatton for registration in such form as the Oom-
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m~sion, by rule, may prescribe containing the rules of t!w .association 
and such other information and docu~nts .as the 0 ~~sswn, by rule, 
may prescribe as necessary or appropruzte zn the publw znterest or for 
the protection of investors. . 

"(b) An association of brokers and dealers shall ~o~ be regute;ed 
as a national securities association unless the Oommus1-on determ'tnes 

that- h' l d' 'but' "(1) By reason of the number .and geogr_ap wa utn . ~on 
of its members rtnd the scope of thezr transact'tonS, such assocwtwn 
will be able to carry out the purposes of th~ section. . 

"(~) Such association~ so organized and has the capamty to 
be able to carry out the purposes of th~ title and to comply, and 
(subject to any rule or Order of the Oomm~sion pursuant to sec
tion 17(d) or 19(g) (~) of th~ title) .to e;tforce complia;we by 
its members and persons associated 'IJYdh zts members, w'tth the 
prov~ions of th~ title, the rules and regulatio'ns thereunder, the 
rules of the Municipal Securities Rulemaking Board, and the 
rules of the association. . 

" ( 3) Subject w the prov~ions of subsection (g) of th~ sect'ton, 
the rules of the association provide that any reg~tered broker or 
dealer may become a member of such association and any person 
may becmne associated with a member thereof. 

'' ( 4) The rules of the as~ociatif:n ~81JII'e a fair reprf3s~ntat~on 
of its members in the select'ton of zts dtrectors and admznutrat'ton 
of its affairs and provide that one or more directors sh;all be r~pre
sentati1'e of ~suers and investors and not be assomated wzth a 
member of the association, broker, or dealer. 

"(.?;) The rules of the association provide for the equitable al
location of reasonable dues, fees, and ~ther charge~ .among mem
bers and issuers and other persons us'tng any famlzty or system 
which the association operates or controls. 

"(6) The rules of the association are d_esigned to preven.t fraud
ulent and manipulative acts and practwes, to l!romote JUSt q.nd 
equitable principles of trad~, to foste~ coopera~wn and ?oordzna
tion with persons engaged zn regulatzng, cle.a:;mg_, settltng, p;oc
essing information with respect to, and famlttatmg transact'ton8 
in securities to remove impediments to and perfect the mecha
nism of a f;ee and open 7n!Lrket and a national ;na,rket system, 
and in general, to protect 'tnvestors and the publzc mtere8t; and 
are 'not designed to permit unfair discrim;i11fttion betw-een C'fl8-
tomers, issuers, brokers, or dealer8, to fiw mznzmwm profits, to 'tm
pose any schedule or fiw rates of cO'I'f}'missions, all.owances, dis
counts or other fees to be charged by zts 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 th-e association provide that (subject to any 
role or order of the Commission pursuant to section 17(d) or 
19(g) (2) of this title) its rrl!'mbers. an:d persons ~socir;ted with 
its members shall be approprzately d1smp.Ztned for vwlat1-on 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 wpulsion, suspension, lifrwjtation of activi
ties functions, and operations, fine, censure, be'tng suspended. or 
ba,;.ed from being associated with a member, or any other fitt'tng 
sanction. · h he 

" ( 8) The rules of the association are. in accorijance w'tt t 
provisions of subsection (h) o[ t~is.s~ctwn, and, 'tn general, pro
vide a fair procedure for the dumphn'tng of members and persons 
associated with members, the denial of membership to any p-er
son seeking membership therein, the barring of any perso~ ~r'!m 
becoming associated with a member thereof, and the proh'tb'tt'ton 
or limitation by the association of any person with respect to 
access to services offered by the_ as_sociation or. a member thereof. 

"(9) The rules of the assomatwn do not 'tmpose 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 sat~fied. 

"(11) The rules of the association include prov~ions governing 
the form and content of quotations relating to securities sold 
otherw~e than on a national securities ewchange which may be 
d~tributed or published by any member or person associated with 
a member and the persons to whom such quotations may be sup
plied. sudh rules relating to quotations shall be designe~ .to pro9 
duce fair and informative quotations, to prevent fict'tttOUS or 
mi8leading fJ.UOtations, and to prmnote orderly procedures for 
collectilng, dutributing, and publishing quotations.". 

(3) The seotion ~ amended by striking out subsections (e), ff), 
(g), (h), (j), (k), (l), and ( n} thereof, redesignating s"!bsect'tonS 
( i) and ( m) thereof as subsect'tons (e) and (f), respectwely, and 
amending redesignated subsection (e) to read as follows: 

"(e) (1) The rules of a registered s~curities association may pro_vide 
that no member thereof shall deal 1.mth any no'l'lfmember professwnal 
(as defined in paragraph (~) of this subsection) ewcept at the sa'I'IU3 
prices, for the same commissions or fees, and on the same te~ and 
cmWitions as are by such member accorded to the general publw. 
"(~)For the purposes of th~ subsection, the term '~mber 'J!1',0-

fessional' shall incl?tde (A) with respect to transact'tonS 'tn secunt't~s 
other than m;unicipalsecurities, arvy registered broker or dealer who u 
not a member of any req~tered securities association, ewcept such a 
broker or dealer whO derus ewclu.~ively in commercial paper, bankers' 
acceptances, and commercial bills, and (B) with respect to trans
a,r.tions in m;unWivaJ securities, any municival securities dealer (other 
than a bank or di1,ision or departm-ent of a bank) w1ho is not a member 
of any reo~tered securities association and anu municipal securities 
brnk"'r 11'ho i.<r not a mwnber of an11 such a..~sociation. 

" ( 3) N othino in th~ subsection, slwll be so co11stro-ed or apvlied 
as to prevent (A) anv member of a reqistered. securities lll!s?ciation 
from orantinq to anu other member of anv re<!'lstered secuntMs a.<tso
",.;ation am1 denlP-r'.<r rliscou11t. allowrmre, r:omm,is.<rion, or svecial terms, 
in crminectio'fl.'/oith the vurchase or sale of sem1rities, or (B) any mem
"her nf a rerristP-red ~remtrities a.rr.wniation or an11 m;unicival securitie8 
der!ler which is a, bmnk or a division or department of a bank from 



granting to any member of any registered securities association or any 
such wunicipalsem;,rities dealer any dealer's discount, allowance, com
mission, or special terms in connection with the purchase or sale of 
municipal securities: Pr()1)ided, however, That the granting of any 
such discount, allowance, eom;mission, or special terms in oonneetion 
with the purchase or sale of wunimpal securities shall be subject to 
rules of the MunicipalS ecurities Rulemaking Board adopted pursuant 
to section 15B (b)(~) (K) of this title.". 

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

"(g) (1) A registered securities association shall deny membership 
to any person who is not a registered broker or dealer. 

"(~) A registered securities association may, and in eases 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 beooming associated 
with a 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 a.dtmitting any registered 
broker or dealer to membership or permitting any person to become 
associated with a mernlJer, if the association knew, or in the ewereise of 
reasonable care should hatve 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) (A) A registered securities association may deny membership 
to, or condition the membership of, a registered broker or dealer if 
( i) 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, emperience, and competence as are 
prescribed by the rules of the association or ( ii) such broker or dealer 
or person associated with such broker or dealer has engaged and there 
is a reasonable likelihood he will again enqage in acts or practices 
inconsistent with }ust and equitable principles of trade. A registered 
securities association may emamine 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 a member if such natural person ( i) does not 
meet such standards of training, emperience, and competence as are pre
scribed by the rules of the association or ( ii) has engaged and there 
is a reasonable likelihood he will again enqage in acts or practices in
consistent with just and equitable principles of trade. A registered 
securities association may ewamine and verify the qualifications of an 
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 so established. 

" (C) A registered securities association may bar any person from 
becoming associated 'with a member if such person does not agree 
( i) to supply the associa_tion 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) toJermit emamination of its books 
and records to verify the accuracy o any information so supplied. 

"(4) A registered securities association may deny membership to a 
registered broker OJ' 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 othe1' types of 
business in which he is engaged. 

"(h) {1) In any proceeding by a registered secwrities 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 specift.c 
charges, notify such member or person of, and give kim an opportun~ty 
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-

"(A) any act or practice in which such member or person asso
ciated with a member has been found to have engaged, or which 
8UCh member or person has been found to have omitted j 

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

" (C) the sanction imposed and the reason therefor. 
"(B) In any proceeding by a registered securities association to 

determine whether a person shall be denied membership, barred from 
becoming associated with a member, 01' prohibited or limited with 
respect to access to services offered by the association or a mernlJer 
thereof (other than a summary proceeding pursuant to paragraph 
( 3) of this subsection), the association shall rwtify such peTs on 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 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
tiun or a member thereof shall be suppOTted by a statement setting 
forth the specific grounds on which the denial, bar, or prohibition or 
limitation is based. 

" ( 3) A registered securities association may sumrn.arily (A) sus
pend a member or person associated with a mernlJer who has been 
and is eaJpelled or suspended from any self-regulatory organizatiun 
or barred or suspended f1'om being associated with a member of any 
self-regulatory organization, (B) suspend a member who is in such 
financial or operating dif!ioulty that the association determines and 
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so notifies the Commission that the member cannot be perfn.itted to 
continue to do business as a member with safety to investors, cred
itors, other members, or the assor:Uttion, or (OJ 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 8UCh 
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 qua)ifWation re
quirements or other prerequisites for such access and such person 
cannot be permitted to continue to have 8UCh access with safety to 
investors, creditors, members, or the assor:Uttion. A.ny person ag
grieved by any such summary action shall be promptly afforded an 
opportunity for a hearing by the assor:Uttion in accordance with the 
provisions of paragraph (1) or (93) of this subsection. The Commis
sion, by order, may stay any such summary action on its own motion 
or upon application by any person aggrieved thereby, if the Com
mission determines summarily or after notice and opportunity for 
hearing (which hearing may consist solely of the submission of affi
davits or presentation of oral arg'IJ!fl'bents) that such stay is consistent 
'with the public interest and the protection of investors.". 

SEo. 13. The Securities Exchange A.ct of 1934 is amended by insert
ing after section 15A. (15 U.S.C. 78o-3) the following new section: 

"MUNIOIPAL 8EOURITIE8 

"SEo.15B. (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 eommerce to effect any transaction in, or to in
duce or attempt to induce the purehase or sale of, any municipal secu
rity unless such municipal securities dealer is registered in accordanee 
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 sueh longer period as to which the applicant consents), 
the Commission shallr-

" (A.) by order grant registration, or 
" (B) institute proceedings to determine whether registration 

should be denied. Sueh proceedings shall include notice of the 
grounds for denial under consideration and opportunity for 
hearing and shall be eonel!uded within one hundred twenty 
days of the date of the filing of the application for registration. 
A.t the conclusion of such proceedings the Commission, by order, 
shall grant or deny such registration. The Commission may ex
te;td the tim~ f'!1' the conelusion of such proceedings for up to 
mnety days if zt 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. 

r 
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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. 

"(3) A.ny provision of this title (other than section 5 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 conneetion therewith shall also prohibit any 
8UCh 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 uneonditionally 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 exemption 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 A.cts Amendments of 1975, the Com
mission shall establish a ~Municipal Securities Rulemaking Board 
(hereinafter in this seetion 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 indi1;iduals who are not associated with any 
broker, dealer, or municipal securities dealer, at least one of whom 
shall be representati1'e of investors in municipal securities, and at 
least one of whom shall be representative of issuers of municipal 
securities (which members are hereinafter referred to as 'public rep
resentatives'); (B) fi1'e 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 individual._~ 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 expiration 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. 

"(93} 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: 

" (A.) provide that no municipal securities broker or municipal 
securities dealer shall effect any transaction 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 municipal securities 
dealer meets such standards of operational capability and such 
municipal securities broker or municipal securities dealer and 
every natural person associated with such municipal securities 
broker or municipal securities dealer meet such st~nda;ds of 
training, ewperience, competence, and such other qualtficatwns as 
the Board finds necessary or appropriate in the public intere~t 
or for the protection of investors. In connection with the defint
nition and application of such standards the Board may-

" ( i) appropriately classify municipal securities brokers 
and municipalser:urities dealers (taking into account relevant 
matters, including types of business done,, nature of securities 
other than municipal securities sold, and character of busi
ness org(Jff/)ization), and persons associated with municipal 
securities brokers and municipal securities dealers; 

" ( ii) specify that all or any portion of such standards shall 
be app_licable to any such class; 

" ( tii) req_uire pe1'8ons in any such class to pass tes~s ad
ministered tn accordance with subsection (c) ( 7) of thzs sec
tion; and 

" ( iv) provide that persons in (Jffl,y such class other than 
municipal securities brokers and municipal securities dealers 
and partners, officers, and supervisory employees of municipal 
securities brokers or municipal 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 electton 
of members of the Board and assure fa.ir representation in such 
nominations and elections of munimpal securities brokers and 
municipal securities dealers. Such rules. shall provide t!uft. the 
membership of the Board shall at all ttmes be equally dwided 
among public representatives, broker-dealer representatives, and 
bank representatives,~ that the public representatives shall be 
subject to apProval by the Commission to assure .t~at no 01Uf ?f 
them is assoetated with any broker, dealer, or muntmpalsecuntws. 
dealer and that at least one is representative of investors in 
municipal securities and at least one is represen~ative of issuers of 
municipal securities. Such rules shall also specify the term me~
bers shall serve and may increase the n'!"mber of members whw~ 
shall constitute the whole Board provided that such number ts 
an odd number. 

" ( 0) be designed to prev_ent fraudule_nt and ~n_ipulative acts 
and practices, to promote JUSt a;uJ ~quzta.?le pnnctples of trad_e, 
to foster cooperatinn and coordtnatwn wtth persons engaged tn 
regulating, clearing, settling, processing information with respect 
to, and facilitating transactions in municipal securities, to remove 
impediments to and perfect the mecharnum of a free and open 
market in municipal securities, and, in g_eneral, to pro~ect inv~sto;s 
and the public interest; and not be fi:estgned to p~~t unfazr ~~a
crimination between customers, usuers, muntmpal secuntws 

brokers, or municipal semvrities dealers, to fiw. rn;inimwm profits, 
to impose any schedule or fiw rates of commtS~11.fJ' allowUYJ'Iff~s, 
discounts, or other fees to be charged by munzmpal se~ntws 
brokers or municipal securities dealers, to regulate by vzrtue of 
any au.thority 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.no~ necessary or 
appropriate in furtherance of the purpose of thu tttle. 

"(D) if the Board deems appropriate, provide ~or the arbitra
tion of claims, disputes, and contr.oversies relattng to transac
tions in municipal securities:· ?rovided, h~v.er, That "!'~ person 
other than a municipals~ntws broker, ;n"!nwtpals~c:"ntws deal
er, or person associated wtth such a muntmpal secunttes .broker or 
municipal securities dealer may be compelled to subm_tt to ~h 
arbitration ewcept at his instance and in accordance 'UJr/,th sectwn 
~9 of this title. 

"(E) provide for the periodic ervamination in accordance with 
subsection (c) (7) of this section of municipal securit~s brok~rs 
and municipal securities dealers to determine compl~nce wtth 
applicable provisions of this title, the rules and regulatwns there
under, ~ the rules of the Board. Such rules shall specify the 
minimum scope and frequency of such ewaminations and shall be 
designed to avoid unnecessary regulatory duplication or undue 
regulatory burdens j.'Yf' 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 municiJ?al secu_rities broker, m;u'!l'icipal 
securities dealer, or person assoetated wdh such a munzmpal se
curities broker or municipal securities dealer, and the persons to 
whom such quotations may be supplied. Suc.h rules . relating. to 
quotations shall be designed to produce fatr and mformatwe 
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 mumm_pal 
semvrities brokers and municipal securities dealers and the penods 
for which such records shall be preserved. 

"(H) define the term 'separately identifiable depar_t~nt o/' 
division', as that term is used in section 3(a) (30) of thu tttle, tn 
accordance with specified and approp~te stand~rds to ass'lfre 
that a bank is not deemed to be engaged tn the bUStness of b"!ytng 
~selling municipal securities through a separately identifiable 
department or division unless such department or division is orga
nized ~ administered so as to permit independent ewaminatiu.n 
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 b~ may be en
gaged in activities other than those relating to municipal secu
rities. 
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" ( /) provide for' the operation and admini8tration of the Board, 
irwl<uding 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 lJ'UCh employees, attor'neys, 
and consultants as may be necessary or appropriate to carry out 
the Board's fu.rwtions under thi8 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 admini8tering the Board. 
Such rules shall specify the amount ofsuch fees and charges. 

"(K) establi8h the terms and conditions under which any mu
nicipal securities dealer may sell, or prohibit any municipal se
curities dealer from selling, any part of a new i8sue of municipal 
securities to a municipal securities investment por'tfolio during 
the underwriting period. 

" ( 3) Nothing in thi8 section shall be construed to impair or' limit 
the power of the Commi8sion under thi8 title. 

" (c) (1) No broker, dealer, or' municipal securities dealer shall make 
use of the mails or any means or instrumentality of interstate c0'11'111neff'ce 
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. 

"(SY) The Commi8sion, by order, shall censuTe, place limitations 
on the activities, furwtions, or' operations, susperrui fo1' a period not 
exceeding twelve months, or revoke the regi8tration of any municipal 
securities dealer, if it finds, on the recor'd after notice and opportunity 
for' hearing, that such censure, placing of limitations, denial, BUB

pension, or' revocation, i8 in the public interest and that such munici
pal securities dealer has committed or omitted any act or omi8sion 
enumerated in subparag1'aph (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 lJ'UCh paragraph (4) within ten years of the 
commerwement of the p1'oceedings under thi8 paragraph, or' i8 en
joined from any action, conduct, or practice specified in subparagraph 
(C) of such paragraph (4). 

" ( 3) Pending final determination whether any regi8tration under 
thi8 section shall be revoked, the Commi8sion, by order, may 8U8pend 
such regi8tration, if such suspension appears to the Commi8sion, after 
notice and opportunity for hearing, to be necessary or appropriate in 
the public interest or' for the protection of investors. Any regi8tered 
municipal securities dealer may, upon such terms and conditions as 
the Commi8sion may deem necessary in the pu.b.Zic interest or' for' the 
protection of investors, withdraw from 1'egi8tration b11 filing a written 
notice of witlulrawal with the Commission. If the Oommi8sion finds 
that any regi8tered municipal securities dealer i8 no longer in ewi8t
ence or has ceased to do business as a municipal sec11!1'ities dealer, the 
Commi8sion, by order, shall carwel the regi8tration of such municipal 
securities dealer. 

"(4) The Commi8sion, by order, shall censure any person associ
ated, or' seeking to become associated with, a municipal securities dealer 
or' suspend for a period not ewceeding twelve months or bar any lJ'UCh 
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person from being associated with a mJ~J~nicipalsecurities dealer, if the 
Oom~mi8sion finds, on the record after notice and opportunity for 
hea,ring, that lJ'UCh censure, suspension, or bar i8 in the public interest 
om,d that lJ'UCh person has committed or omitted any act or' omi8sion 
e'llll.llfMrated in subparagraph (A), (D), or (E) of paragraph (4) of 
sectitJn 15(b) of thi8 title, has been convicted of wny offense specified 
im. subparagraph (B) of lJ'UCh paragraph (4) within ten years of the 
commencement of the proceedings under thi8 paragraph, or i8 en
joined from any action, conduct, or' practice specified in subparagraph 
(0) of lJ'UCh paragraph (4). It shall be unlawful for any person as to 
whom an order entered pursuant to thi8 paragraph (lr paragraph ( 5) 
of this subsection 8U8pending or' barring him from being associated 
with a municipal securities dealer i8 in effect willfurly to become, or' 
to be, associated with a municipal securities dealer without the con
sent of the Commi8sion, and it shall be unlawful for' any municipal 
securities dealer to permit lJ'UCh a person to become, or remain, a 
person associated with him without the consent of the Commi8sion, 
if such municipal securities dealer knew, or, in the exerci8e of reason
able care should have known, of such or'der. 

"(5) With respect to any TJVUnicipal securities dealer for which the 
Commission is not the appropriate regulatory agency, the appropriate 
regulatory agency for such municipal securities dealer may sa;rwtion 
ooy such municipal securities dealer in the manner a1Ul for the reasons 
specified itn paragraph (SY) of thi8 subsection and ooy person associated 
with such municipal securities dealer in the mamner and for' the 
reasons specified in paragraph ( 4) of thi8 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 provi8ions of this sec
tion, section17 of this title, the rules of the Board, and the rules of the 
Com~mission pertaining to municipal securities dealers, persons asso
ciated with municipal securities dealers, and transactions in municipal 
securities. For purposes of the peceding sentence, any violation of 
anyBUCh provision shall constitute adequate basis for the issuance of 
ooy or'der under section 8(b) or8(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 const1wed to affect in any 
way the powers of such appropriate regulatory agency to proceed 
against such municipal securities dealer under any other povision of 
law. 

"(6) (.A) The Commission, prior to the entry of an order of investi
gation, or commerwement of any proceedings, against any municipal 
securities dealer, or perso'f/.. associated with any municipal securities 
dealer, for which the commission is not the app1"0p1'iate regulatory 
agency, for violation of any provision of this section, section 15 (c) ( 1) 
or' 15 (c) ( 2) of this title, any rule or regulation under any such section, 
or' a:ny rule of the boarvl, shall ( i) give notice to the appopriate regu
latory agency for lruch municipal securities dealer of the identity of 
BUCh municipal securities dealer or person associated with BUCh mJ~J~nici
palseourities dealer and the nature of and basis for BUCh proposed ac-
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tion and ( ii) con8ult with 8UCh appropriate regulaory agency concern
ing the effect of stwh proposed action on sound banking practices and 
the feasibility and desirability of coordinating 8UCh action with any 
proceeding or proposed proceeding by 8UCh appropriate regulatory 
agency against stwh municipal securities dealer or associated person. 

(B) The appropriate regulatory agency for a mtmicipal securities 
dealer (if other than the Commission), prior to the entry of an order 
of investigation, or commencement of any proceedings, against such 
municipal 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 regulation8 of the Commission per
taining to municipal securities dealers, person8 associated with munic
ipal securities dealers, or transactions in mttnicipal securities shall 
(i) give notice to the Commission of the identity of such municipal 
securities dealer or person associated with such municipal securities 
dealer and the nature of and basis for suoh proposed action and ( ii) 
cornsult 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. 

( 0) Nothing in this paragraph shall be con8trued to impair or limit 
(other than by the requirement of prior consultation) the power of 
the Commission or the appropriate regulato<ry 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 8UCh 
appropriate regulatory agency to initiate any other action pursumnt 
to this title or any other pro1'ision of law. 

"(7) (A) Tests required pursuant to 8Ubsection (b) (93) (A) (iii) of 
this section shall be administered by or on behalf of and periodic ew
aminations pursuant to 8Ubsection (b) (93) (E) of this section shall be 
condtwted by- . 

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

" ( ii) the appropriate regulatory agency for any municipal se
curities broker or municipal securities dealer, in the case of all 
other municipal securities brokers and municipal securities 
dealers. 

"(B) A registered securities association shall make a report of any 
ewamination conducted pursuant to subsection (b) (93) (E) of this sec
tion and promptly furnish the Commission a copy thereof and mny 
data 8Upplied to it in connection with stwh ewamination. 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 available to the Board a copy 
of any '!'eport of a;n ewamination of a municipal securities broke'!' 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 8Uch 
action is necessary or appropriate in the public interest, for the pro
teatio1/:o f investors,· or otherwi$e:..irt furtherance of the purposes ofthis· 
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title, to remove from office or censure any membe'l' or employee of the 
Board, who, the Commission finds, on the record after notice and 
opporflulnity for hearing, has willfully (A) violated any provision 
of this title, the rules and regulaflions thereunder, or the rules of the 
BoOll'd or (B) abused his authority. 

"(d) (1) Neither the Commission nor the Board is authorized ttnder 
this title, by rule or regulation, to require any issue'!' of municipal secu
rities, directly or indirectly through a purchaser or prospective pur
ohaser of securities from the is8Uer, to file with the Commission or the 
Board prior to the sale of stwh securities by the issuer any application, 
report, or document in connection with the issuance, sale, or distribu
ti.on of 8twh securities. 

"(9) The Board is not authorized under this title to require any 
issuer of municipal securities, directly or indirectly through a mu
nicipal securities broker or municipal securities dealer or otherwise, 
to furnish to the Board or to a purchaser 01' prospective purchaser of 
8UCh 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
nWipuJ aeC'UII'ities applications, reports, documents, and information 
with respect to the issuer thereof which is generally available from 
a source othe'l' than stwh issuer. Nothing in this paragraph shall be 
Con8trued to impai'l' or limit the power of the Commission under any 
provision of this title.". 

SEc. 14,. Section 17 of the Securities Ewohange Act of 1934 (15 
U.S.O. 78q) is amended by striking subsection (a) , redesignating 
Mibs~ction (b) as subsection (g), and inserting the followilng as sub· 
sections (a) , (b) , (c) , (d) , (e) , and (f) : 

"(a) (1) Every national securities ewchange, member thereof, 
broker or dealer who transacts a business in securities through the 
med!ium of any 8UCh member, registered securities association, reg~ 
i8tered broker or dealer, '!'egistered 'ITIIIJJ1I,ieipal se(JUif"i;ties dealer, 
registered securities information processor, registered transfer agent, 
and registered clearing agency and the Municipal Securities Rule
moJcing Board shall make and keep for prescribed periods stwh records, 
fvrnish 8twh copies thereof, and make and disseminate sudh reports 
aB the Commission, by rule, prescribes as necessary or appropriate in 
the public inte1'e8t, for the protection of investors, or otherwise in 
furtherance of the purposes of this title. 

"($) Every registered elearing agency shall also make and keep 
for prescribed periods 8UCh records, furnish lJftWh copies thereof, and 
mtiiCe and disseminate 8Uch reports, as the appropriate regulatory 
age'IW'!f for 8twh elearing agency, by rule, prescribes as necessary or 
appropriate ,for the safeguarding of securities and funds in the cus
tody or control of 8UCh clearing agency or for which it is responsible. 

"(3) Every registered transfer agent shall also make and keep for 
preseribed period8 stwh record8, fu'l"nish 8twh copies thereof, and make 
8twh reports as the appropriate regulatory agency for 8UCh transfer 
agent, by rule, prescribes as neeessary or appropriate in furtheranee 
of th.e purposes of section 17 A of this title. 
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"(b) All records of persow described in 8'Ubsection (a) of this sec
tion are subject at any time, or from time to time, to sU<Jh reasonable 
periodic, special, or other examinatiow by representatives of the Com
mission and the appropriate regulatory agency for 8UCh persow as 
the Commission or the appropriate regulatory agency for 8UCh persow 
deems necessary or appropriate in the public interest, for the protec
tion of investors, or otherwise in furtherance of the purposes of this 
title: Provided, however, That the Commission shall, prior to con
dU<Jting any such examination of a registered clearing agency, reg
istered trawfer agent, or registered municipal secu7ities dealer for 
wluioh it is not the appropriate regulatory agency, give notice to the 
appropriate regulatory agency for such clearing agency, transfer 
agent, or wunicipal securities dealer of 8'UCh proposed eaJamination 
and cowult with S1Jch appropriate regulatory agency concerning the 
feasibility and desirability of coordinating sU<Jh examilnation with 
eaJ(JJI'ninatiow condJucted by such appropriate regulatory agency with 
a view to avoiding unnecessary regulatory duplication or und!ue ;~gu
latory burdew for such clearing agency, trawfer agent, or mununpal 
securities dealer. Nothing in the proviso to the preceding sentence 
shall be cow trued to impair or limit (other than by the requirement 
of prior conS'Ultation) the power of the Commission under this sub
section to ex(JJI'nine any clearing agency, trawfer agent, or wunicipal 
secwrities 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 8UCh clearing agency, transfer agent, or wunicipal 
securities dealer. 

"(c) (1) Every clearing agency, trawfer agent, and municipal se
curities dealer for which the Commission is not the appropriate regu
latory agency shall (A) file with the appropriate regulatory agency for 
sU<Jh clearing agency, trawfer agent, or municipal securities dealer a 
copy of OII1IJJ application, notice, proposal, report, or docwment filed 
with the Commission by reason of its beiJng a clearing agency, trawfer 
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, trawfer agent, or wunicipal securities dealer. The 
Municipal Securities Rulemaking Board shall file with each agency 
e11/Umerated in section 3(a) (34) (A) of this title copies of every pro
posed rule change filed with the Commission pursuant to section19(b) 
of this title. 

"(2) The appropriate regulatory agency for a clearing agency, 
trawfer agent, or municipal securities dealer for which the Commis
sion is not the appropriate regulatory 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 agaiwt such 
clearing agency, trawfer agent, or wunicipal securities dealer, and 
the Commission shall file with such appropriate regulatory agency 
notice of the commencement of any proceeding and a copy of any 
order entered by the Commission agaiwt such clearing agency, traw
fer agent, or wunicipalsecurities dealer. 

"(3) The Commission and the appropriate regulatory agency for a 
clearing agency, transfer agent, or wunicipal securities dealer for 
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whiM the Comnn.ission is not the appropriate regulatory agency shall 
60Ch 'nOtify the other and make a report of any examination conducted 
by it of 8UCh clearing agency, trawfer agent, or municipal securities 
dea'l.er, arul, upon request, furnish to the other a copy of such report 
arul. any data supplied to it in connection with such examination. 

"(d)(1) The Commission, by rule or order, as it deems necessary 
tW appropriate in the public interest and for the protection of inves
tors, to foster cooperation and coordination among self-regulatory 
orgomisatiomJ, or to remove impediments to and foster the develop
ment of a national market system and national system for the clear
tmee arulsettlement of securities trawactiow, may-

"(A) with respect to any person who is a member of or partici
pant in more than one self-regulatory organization, relieve any 
8UChaelf-'1"egulatory organization of any respowibility under this 
title ( i) to receive regulatory reports from such person, ( ii) to 
eaK.1111'1.ine 8UCh person for compliance, or to enforce compliance by 

· IJ'IUJh person, with specified provisions of this title, the rules and 
regulations thereunder, and its own rules, or (iii) to carry out 
othe1' specified regulatory functiow with respect to such person, 
(]fii,(J 

"(B) allocate among self-regulatory organizations the author
Wy to adopt 'rilles with respect to matters as to which, in the 
0086'Me of sU<Jh allocation, such self-regulatory orgmnizations 
share authority under this title. 

In~ amy SU<Jh rule or enterimg atny sU<Jh order, the Commission 
slwl:l take imto consideration the regulatory capabilities and procedures 
of .the self -'regulatory orgatnizations, availability of staff, c()IM)enience 
of'locaiJWn, 'lllfl!ftecessary regulatory duplication, and SU<Jh other factors 
a8 the OO'IfiJII'bission may cO'Mider germane to the protection of irnvestors, 
coope'f'afJWn and coordirnation among self-regulatory orgamizations, 
and the development of a national market system and a national 
qat61'1b f01' the clearatnce and settlement of securities trawactiow. 
T'M Com;m,issiun, by rule or order, as it deems necessary 01' appropriate 
irn the 'J)'Iiblic imterest and for the protection of investors, may require 
om,y aelf-'regulatory 01'ganization relieved of amy respowibility pursu-
0/fl/t· w ·this pUJragraph, and atny person with respect to whom such 
1'68pt.WIJJibuity rela,tes, to take such steps as are specified in atny sU<Jh 
1"t1le 01' O'IVier to notify customers of, and persow doing business with, 
IJ'Ii,ch pe1'8on of the limited nature of such self-requlatory 01'ganiza
tiun'a 1'68pO'Mwilit;y fur 8UCh person's acts, practices, and course of 
bu.airness. 

"(B) A self-'regulatory orgamization shall furnish copies of amy 
report of ewamimation of atny person who is a member of or a par
tWipant m IJU()h self-reguW,tory organization to a:ny other self-regula,
tory 01'gf.IJ1dsation of which such person is a member or in which such 
pelr8(}1fli is a p<&rticipamt upon the request of such person, sU<Jh other 
aellf'egulatory orgatnization, or the Commission. 

'(e)(1)(A) Every registered broker or dealer shall annually file 
with tlfe Commission a .balance sheet and income statement certified 
by om; Vndependent publw accountant, prepared on a calendar or fiscal 
1J6a1' basi&, and such other financial statements (which shall, as the 
OO'dllmiasion specifies, be certified) and information concerning its fi-
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nUJlUJ'ial oondition as the Oowmission, by role, may presaribe as neces
sary or appropriate itn the public itnterest or for the protectiotn of 
i'flll)estors. 

"(B) Every registered broker and dealer shall annually send to its 
customers its certified bal(lflUJe sheet and 8UCh other financial state
ments and information concerning its financial condit~on as the Com
mission, by rule, may presaribe purs'U(lffLt to subsection (a) of thi8 
section. 

r 

" ( 0) The 0MT111'nission, by rule or order, may conditiO'TUilly or un
conditionally ewempt any registered broker or dealer, or class of suoh 
brokers or dealers, from any provision of this paragraph if the Com
mission determines that suoh ewemption is consistent with the public 
interest and the protection of i'flll)estors. 

" ( f&) The 0 ommission, by rule, as it deems necessary or appropriate 
in the public interest or for the protection of investors, may presaribe 
the form atJ'Id content of financial statements filed pursurcnt to this title 
atJ'Id the accountitng pritnciples and accounting standards rused itn their 
preparatiotn. 

"(f) (1) Every national securities ewchmnge, member thereof, regis
tered securities association, broker, dealer, municipal securities dealer, 
registered transfer agent, registered clearing agency, participant 
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 suoh information about missing, lost, cownterfeit, 
or stolen securities, in 8UCh 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 suoh 
ewchange, member, association, broker, dealer, municipal securities .. 
dealer, tra;nsfer agent, clearitng agency, participarnts, member of. 
the Federal Reserve System, or insured bank, and such other pe1'
sons as the 0 ommission, by rule, designates; and 

"(B) make such inquiry with respect to information reported 
pursuant to this subsection as the Commission, by nile, prescribes. 
as necessary or appropriate in the public itnterest or for the pro- ·· 
tection of investors, to determine whether securities in their cus
tody or control, for which they (lff'e responsible, or in which 
they are effectitng, clearing, or settling a transaction have been 
1'eported as missing, lost, counterfeit, or stolen. 

" ( f&) Every member of a national securities ewchange, broker, dealer, 
re-gistered transfer agent, and registered clearing agency, shall reqtdre . 
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 'JYI'Ocessing. The Commission, by rule, may 
ewempt from the pro'Visions of this paragraph upon specified terms, 
conditions, and periods, any class of partners, directors, officers, or· 
employees of any 8UCh member, broker, dealer, transfer agent, or 
clearing agency, if the Commission finds that 8UOh action is not incon- · 
sistent with the public itnterest or the protection of investors. 
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"(8) /lfl, order to carry out the authority wnder paragraphs ( 1) and 
(S} oiJMJe, the Oommiasion or its designee may enter into agreeme·ni 
'UJ'lth.the Attorney General to use the facilities of the National Orime 
lnfQ<Itmation Center ("NOlO") to recei11e, store, and disseminate infor
mation itn regard to missing, lost, counterfeit, or stolen securities and 
to permit direct itnq:urlry access to NOlO's file on such securities for 
the fjNJincial comJf11JUII'Ii,ty. 

"(4-) In regard to paragraphs (1), (f&), and (3), above insofar 
aa 8'UJCh paragraphs apply to any bank or member of the Federal 
Reserve System, the Oommi,ssion may delegate its authority to: 

"(A) the Comptroller of the Currency as to national banks 
and banks operating under the Oode of Law for the District of 

'. OolwmJJia,· 
. "(B) the Federal Reserve Board in regard to arny member of 
the Federal Reserve System which is not a national barnk or a 
bamJc operatmng under the Oode of Law for the District of Oo
l'IJITllhia; and 

"(0) the Federal Deposit Insurance Corporation for any State 
bamJc which is insured by the Federal Deposit Insurance Cor
poration but which is not a member of the Federal Reserve . srtMn. 

· <''(li · 'J!he Oommiasion shall e-ncourage the insurance industry to 
~re their insured to report ewpeditiously instances of missing, lost, 
~feit, or stolen securities to the Oowmission or to such other 
~on as the Commission may, by role, designate to receiv·e sueh 
mfot'mation. ". 

8Ko. 16. The Securities Ewchange Act of 1934 is amended by insert
itr.g after section 17 (16 U.S.O. 78q) the following new section: 

,. ·"NATIONAL SYSTEM FOR CLEARANCE AND SETTLEMENT OF SECURITIES 

TRANSACTIONS 

"8Kc.1'1A. (a) (1) The Congress finds that-
"(A) The prompt and accurate clearance and settle'l'lient of se

C'I,IIrities transactions, including the transfer of record ownership 
omd the safeguarding of securities and funds related thereto, are 
nec6811ary for the protection of i'flll)estors and persons facilitating 
tr01n1actions by and acting on behalf of investors. 
· "(B) Inefficient procedures for clearance and settlement impose 

· 'UIIIIMCe88ary costs on investors and persons facilitating transac
tions by and acting on behalf of investors. 

" ( 0) New data processing and communications techniques cre
ate··· the opportunity for more efficient, effective, and safe pro
cedures for clearance and settlement. 

... "(D) The litnking of all clearance and settlement facilities and 
the development of uniform standards and procedures for clear

'. ance and settlement will reduoe unnecessary costs and increase 
. .the protection of investors and persons facilitating transactions 

· b'!/ and acting on behalf of investors. 
"($) The Oommiasion is directed, therefore, having due regard for 

t~ J!!il>lic itnterest, the protection of investors, the safeguarding of se
cwrities and funds, and maintenance of fair competition among 
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brokers a'fUi dealers, clearing agencies, a'fUi transfer agents, to use its 
authority u'fUier this title to facilitate the establishment of a national 
system for the prompt a'fUi accurate clearance a'fUi settlement of trans
actions in securities (other than ewempted securities) in accordance 
with the fondilngs Ofl't.d to carry out the objectives set forth in para
graph (1) of this subsection. The Commission shall use its a:uthority 
u'fUier this t~#e to assure equal regulation u'fUier this title of registered 
clearing agencies a'fUi registm·ed transfer agents. 

"(b) (1) Ewoept as otherwise provided in this section, it shall be 
unlawful for any clearing agency, unless registered in accordance 
with this subsection, directly or i'fUiireotly, to make use of the mails 
or any means or inst'I'I.JIJ'rbentality of interstate commerce to perform 
the fwnotions of a clearing agency with respect to any security (other 
than an ewempted security). The Commission, by rule or order, upon 
its own motion or upon application, may oo'fUiitionally or wnoo'fUii
tionally ewempt any clearing agency or security or any class of olea~ 
ing agencies or securities from any provision of this section or the rules 
or regulations thereu'fUier, if the Commission fi'fUls that such ewemp
tion is consistent with the public interest, the protection of investors, 
a'fUi the purposes of this section, including the prompt and accurate 
clearance a'fUi settlement of securities transactions a'fUi the safeguard
ing of securities and ju'fUis . .A clearing agency or tra;nsfer agent shall 
not perform the functions of both a clearing agency a'fUi a transfer 
agent unless sueh clearing agency or transfer agent is registered in 
accordance with this subsection a'fUi subsection ( o) of this section. 

" ( ~) .A clearing agency may be registered u'fUier the terms a'fUi con
ditions hereinafter provided in this subsection a'fUi in accordance with 
the provisions of section 1.9(a) of this title, by filing with the CO'Tf1J1YIIi8-
sion an application for registration in such form as the Commission 
by rUle, may prescribe containing the rules of the clercring agency and 
such other information a'fUi documents as the Commission, by rule, 
may prescribe as necessary or appropriate in the public interest or for 
the prompt a'fUi accurate clear{JIJ'We and settlement of securities trans
actions. 

"(3) .A clearing agency shall not be registered unless the Corrvrnis-
sion determines that-

. " (.A) Such cleari"!'rt agency is so organized a'fUi has the capac
~ty to be able to famhtate the prompt a'fUi accurate clearance a'fUi 
settlement of securities transactions for which it is responsible, to 
safeguard securities and ju'fUis in its custody or control or for 
which it is responsible, to comply with the provisions of this title 
a'fUi the rules a'fUi regulations thereu'fUier, to enforce (subject to 
any rule or order of the Commission pursuant to section 17 (d) or 
19(g) (~) of this title) compliance by its participants with the 
rule~ of the clearing agency, a'fUi to carry out the purposes of this 
seotton. 

" (B) Subject to the provisions of paragraph ( 4) of this sub
~eotion, the rules of the clearing agency provide that any ( i) reg
utered broker or dealer, ( ii) other registered clearing agency, (iii) 
registered investment company, ( iv) bank, ( v) insurance com
pany, or (vi) other person or class of persons as the Com
mission, by rule, may from time to time designate as appropriate 
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to t'M development of a national system for the prompt a'fUi ac
owrate clearance a'fUi settlement of securities transactions may be
oome a participant in such clearing agency. 
· . " (C). The rules of the clearing agency assure a fair representa
tum of tt8 shareholders (or members) a'fUi participants in the seleo
tUJ:n ?fits directors a'fUi administration of its affairs. (The Com-

. m~B'tf>'n may determine that the representation of participants is 
/OM' if they are afforded a reasonable opportunity to acquire voting 
stock of the clearing agency, directly or i'fUiireotly, in reasonable 
proportion to their use of such clearing agency.) 

"(D). The rules of the clearing agency provide for the equitable 
alloof!l_ton of reasonable dues, fees, a'fUi other charges among its 
partwtpants. 

"(E) !he rules of the clearing agency do not impose any sohed
'lile of prwes, or fiw rates or other fees, for services re'fUiered by its 
pOII'ttetpants. 

"(F) The rules of the clearing agency are designed to promote 
. the prfm!'pt a'fUi accurate clearance a'fUi settlement of securities 
trar:sact~, to assure the safeg~tarding of securities a'fUi ju'fUis 
wh"'fh f!r~ tn the 01f8tody or control of the clearing agency or for 
whwh tt t8 respons~ble, to foster cooperation a'fUi coordination with 
per~ons engaged in ~he olef!rance and settlement of securities trans
aotWn.s, to remove tmpedzments to and perfect the mechanism of 
a national system for the prompt and accurate clearance and set
tlement of securities transactions, and, in general, to protect in
vestors a'fUi the public interest; a'fUi are not designed to permit 
unfa!r. discri"::'ination in the admission of participants or among 
Plfrtwtpants tn the use of the clearing agency, or to regulate by 
Vtrtue of any authority conferred by this title matters not related 
~o the purposes of this section or the administration of the olear
"'"f agency. 

' (G) The rules of the clearing agency provide that (subject 
to aruy rule or ord~r of the pomm~si_on pursuant to section 17(d) 
or_J~(g) (~) of t~u t~tle) zts parttetpants shall be appropriately 
~etphned for vwlatwn of any provision of the rules of the clear
'IIT!'fl agency by ewJJ:Ulsion, suspension, limitation of activities, func
tions, mw:i operatwns, fine, censure, or any other fitting sanction. 

"(H) _1'.he rules of the clearing agency are in accordance with 
the p;omsw'nfl of paragraph ( 5) of this subsection, mw:i, in general, 
p_r~ide a fatr pro_cedure wit.h.resl!eot to the disciplining of par
tifli.panfs, the d~ntal of partwtpatton to any person seeking par
~wtpatton therem, mw:i the P!'ohibition or limitation by the clear
-mg. agency of any person wtth respect .to access to services offered 
by the olearitng agency. 

"(I) The rules of the clearing agency do not impose any bwr
den on competition not necessary or appropriate in furtherance 
of the purposes of thi.s title. 

"(4) (.A). 4 registered clearing agency may, and in oases in which 
the C0'1'T111111UJston, by order, directs as appropriate in the public interest 
shall: den:y partioip.ation to anu person subject to a statutory dis
quolifio.at~ A reg't8tered oleanng agency shall file notice with the 
7JO'IIIIfliJUJaton not less than thirty days prior to admitting any person 
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to participation, if the clearing agency knew, or in the eweraise of rea- dete~s B1fmmar£ly or after notiee and opportwnity for hearing 
sonable care should have known, that such person was subject to a ( wldch Ju:a1'1/f/{/ may consist solely of the submission of affidavits or 
sta_tutory rf:islJualifi~ation. The notice. slfall be in such form and con- p1'e8entatwn of oral arguments) that such stay is consistent with the 
tmn such vnJormatton as the Oommtaswn, by rule, may preseribe a& [Yiihlie interest and protection of investors. 
nec~ssary or appropriate in the public interest or for the protection '"(6) No registered clearing agency shall prohibit or limit access by 
of vnvestors. M/,1{ person to se'!'Vices offered by any partieipant therein. 

"(B) A registered clearing agency may deny participation to . '(c) (1) Ewcept as otherwise provided in this section, it shall be 
condition the participation of, any person if such person does not dwet wnMtwful for any transfe?' agent, wnless registered in accordance with 
suo~ standards of financialresponsibil_ity, operational capability, em- t~ seotion, directly or indirectly, to make use of the mails or any 
penence., and competence as are prescrtbed by the rules of the clearing :"!'6ans 01' instrtunwntality of inte'l'state commerce to perform the june-
agency. A registered clearing agency may ewamine and verify the tion. of a t1'0Jr1.8je1' agent with respect to any security registered wnder 
qualifications of an applioant to be a participa;nt in accordance with section 1~ of th:is title or which would be required to be registered 
procedures established by the rules of the clearing agency. e. (IJC6pt /01' the ewemption from registration provided by subsection 

" ( 5) (A) In any proceeding by a registered clearing agency to de- (g) (t) (B) 01' (g) (~) (G) of that section. The appropriate regulatory 
termine whether a partieipant should be disciplined (other than a agency, by rule or orde'l', upon its own motion or upon application, 
summary proceeding pursuant to subparagraph ( 0) of this para- may OO'IIditionally 01' unconditionally emempt any person or security 
graph), the clearing agency shall bring specific charges. notify such 01' class of persons 01' securities from amy provision of this section or 
participant of, and give him an opportwnity to defend 'against such ;fl8/,y nile 01' regulation prescribed under this section, if the appropriate 
eharges, and keep a rec01'd. A determination by the clearing agency f'!iJulatO'I'Y agency finds (A) that such ememption is in the public 
to impose a disciplinary sanction shall be supp01'ted by a statement 1-M1'68t fJJ1Id consistent with the protection of investors and the pur-
setting f01'th- poBe.B of thi8 section, including the prompt and accurate clearance a;nd 

" ( i) any act or praetice in whieh such participant has been se,ttlement of securities transactions and the safeguarding of securities 
found to have engaged, 01' which such participant has been fownd ·.a:fl4 f'l.lltUls, and (B) the Commission does not object to such ewemption. 
to have omitted,- · ':(B) A t'l'ansfer agent may be registered by filing with the appro-

" ( ii) the specific provisions of the roles of the clearing priate regulatory agency for such transfer agent am application for 
which any such act or practice, or omission to aet, is deemed regist'l'ation in such form and containing suoh inf01'mation and doou-
violate ,· and menta corwendng BUCh transfer agent as suoh appropriate regulatory 

" (iii) the sanction imposed and the reasons therefor. ageney may presC'l'ibe as necessary or appropriate in furtherance of the 
"(B) In any proceeding by a registered clearing agency to deter- fJ'U/I'p08es of this section. Ewcept as hereinafter provided, such registra-

mine whether a person shall be denied participation or prohibited tiori. sluJJl become effective thirty days after receipt of such application 
limited with respect to access to serviees offered by the clearing agency, by B'!"Ch appropriate reg"!latory agency 01' within such shO'I'ter period 
the clearing agency shall notify such person of, and give him an op- o] time as 8UCh. apprO'{Yf"tate regulatory agency m,ay determine. 
portunity to be heard upon, the specific grounds for denial 01' prohibi- "(3) (A) The appropriate regulatory agency /01' a tramsfer agent, 
tion or limitation under consideration and keep a reeord. A deter- by O'l'der, shall deny registration to, censure, place limitations on the 
mination by the clearing agency to deny participation or prohibit 1 

· activi#es, functions, or operations of, suspend f01' a period not ewceed-
limit a person with respect to access to serviees offered by the , .~ f/welve mont_hs, or revoke the registration of suoh transfer agent, 
agency shall be supported by a statement setting f01'th the if 8UCh appropriate regulatory agency finds, on the rec01'd after notice 
grounds on whieh the denial or prohibition or limitation is atnd Of!POrtwnity /01' hearing, that suoh denial, censure, placing of 

" ( 0) A registered clearing agency may summarily suspend and limitatwns, 8U8pension, or re'l'Ocation is in the public intere8t and that 
the accounts of a participant who ( i) has been and is ewpelled 01' ,8'UCh transfer agent has willfully violated or is unable to comply with 
pended from any self-regulatory organization, ( ii) is in default any pr~ision of this section or section 17 of this title or the rules 01' 
any delivery of fwnds or securities to the clearing agency, orr (iii) regutations therewnder. 
in such financial 01' operating difficulty that the clearing agency deter- · "(B) Pending final determination whether u;ny registration by a 
mines and so notifies the appropriate regulatory agency f01' 8UOh par- trf!;Mjer agent wnder this subsection shall be denied, the appropriate 
ticipant that suoh suspension and closing of accounts are necessary regtif!r!ory agency /01' 8UOh transfer agent, by order, may postpone 
the protection of the clearing agency, its participants, creditors, or ,the effective date of such registration f01' a period not to eweeed fifteen 
vestors. A partieipant so sum~~narily suspended shell be promptly da,ys2 but if, after notiee and opportwnity f01' hearing (which may 
forded an opportunity for a hearing by the elearing agency in -~t sole~y of (Jjfidavits and oral arguments), it shall appear to such 
ance with the provisions of subparagraph (A) of this paragraph. a~ regulatory agency to be necessa:ry or appropriate in the 
appropriate regulatory agency for suoh participant, by order, may pu)JUc interest 01' /01' the protection of invest01's to postpone the effec-
any such summary suspension on its own motion or upon application tiv~ date of 8UCh registration until final deterrnrination, such appro-
any person aggrieved thereby, if such appropriate regulatory priate regUlatory agency shall so order. Pending final determination 
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whether a;ny registration under this subseetion shall be revoked, sueh 
app1'opriate regulatory agency, by &der, may 8U8pend 8UOh 'registra
tion, if sueh suspension appears to 8UOh appop'f'iate regulatory agency, 
after notiee and opp&tunity /& hearing, to be neeessa;ry or appo
piate in the publie interest 07' /&the poteetion of invest&s. 

" (C) A 7'egiste7'ed transfe'(' agent may, upon 8UOh terms and eon
ditions as the appopiate 7'eg'IJ.latory agency /& such tmnsfer agent 
deems necessary or appoJY!ia:te in the/ublie inte'f'est, for th.e potee
tion of invest&s, 07' in fu'r'themnee o the pu1'poses of this section, 
withdraw from 7'egistmtion by filing a written notice of withdrawal 
with such appropriate. 'regulatory agency. If such appropriate regula
tory agency finds that any transfer agent for which it is the appropriate 
regulatory agency, is no longer in existence, or has ceased to do business 
as a transfer agent, stwh appropriate regulatory agency, by order, shall 
cancel or deny the registration. 

"(d) (1) No registered clearing agency 07' registered tmnsfer agent 
shall, directly or indireetly, engage in atny aetivity as clearing age?U!!I 
07' transfer agent in eontmvention of such rules and regulations (A) 
as the Commission may prescribe as necessary 07' appropriate in the 
publie interest, /& the potection of invest&s, 07' otherwise in fur
theranee of the purposes of this title, or (B) as the appopriate regu
latory agency for such clearing agency or transfer agent may pesoribe 
as necessary or appropriate for the safeguarding of securities and 
funds. 

" ( 93) With respect to any clearing agency or transfe7' agent fo7' which 
the Commission is not the appopriate regulatory agency, the appo
priate regulatory agency for 8UOh clearing agency 07' transfe7' agernt 
may, in accordance ?J)ith section 8 of the Federal Deposit Insuraee Aet 
(12 U.S.C.1818), enforee compliance by such clearing agency or trans
fer agent with the povisions of this seetion, sections 17 and 19 of this 
title, and the rules and regulations thereunder. F& purposes of the 
preceding sentenee, any violation of a;ny such p1'ovision shall consti
tute adequate basis for the issuance of an order under section 8 (b) 07' 

8(c) of the Federal Deposit Insurance Act, and the participants in 
any such clearing agency and the persons doing business with any 
such transfer agent shall be deemed to be 'deposit&s' as that term is 
used in section8( e) of that Aet. 

"(3) (A) With respect to any clearing agency or tmnsfer agent for 
which the Commission is rwt the appropriate regulatory agency, the 
Commission and the ap)ropriate regulatory agency for such clearing 
agency or transfer agent shall consult and cooperate with each other, 
and, as may be appropriate, with State banking authorities having su
pervision mJer s1wh clearing agency or transfer agent toward the end 
that, to the maximum extent practicable, their respective regulatory 
responsibilities may be fulfilled and the rules and regulations appli
cable to such clearing age.ncy or transfer agent may be in accord 
with both sound banking practices and a national system for the 
prompt and accurate cleamnce and settlement of securities transae
tions. In accordance with this objecti11e-

" ( i) the Commission and 8UOh appropriate 'regulatory agency 
shall, at least fifteen days pi& to the issuance /& publio com
ment of any poposed rule 07' regulation or adoption of any rule 
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01' regulation eonee1"1tiJng such clearing agency 07' transfer agent, 
consult and 'request the views of the other/ amd 

" ( ii) such appropriate regulatory agency shall assume primary 
·responsibility to exmmine and enforce compliance by such clearing 
agency or transfer agent with the provisions of this section and 
seetions 17 and 19 of this title. 

"(B) Nothing in the preceding subpamgmph or elsewhere in this 
title shall be construed to impair or limit (other than by the require
ment of notification) the Commission's authO'f'ity to make rules under 
any provision of this title or to enforce compliance pursuant to any 
provision of this title by any clearing agency or transfer agent with the 
provisions of this title and the rules and 'regulations thereunder. 

"(4) Nothing in this section shall be construed to impair the au
thority of any State banking authority or other State or Federal regu
latory authority having jurisdiction over a person registered as a clear
ing agency or transfer agent to make and enforce rules governing such 
person which are not inconsistent with this title and the rules and 
regulations thereunder. 
·"(e) The Commission shall use its authority under this title to end 

the physical movement of securities certificates in connection with the 
settlement among brokers and dealers of transactions in securities con
summated by means of the mails or any means m· instrumentalities 
of interstate commerce.". 

SEo. 16. Section 19 of the Securities Exchange Act of 1934 (15 
U.S.O. 78s) is amended to read as follows: 

"REGIBTRATION, RESPONSIBILITIES, AND OVERSIGHT OF SELF-REGULATORY 
ORGANIZATIONS 

"8Eo.19. (a) (1) The Commission shall, upon the filing of an appli
cation for registration as a national securities exchange, registered 
securities association, or registered clearing agency, pursuant to sec
tion 6, 15A, 07' 17 A of this title, respeetively, publish notice of such 
fi_ling and afford interested persons an opportunity to submit written 
data, views, and arguments concerning such application. Within ninety 
days of the date of publication of such notiee (or within such longer 
period as to which the applicant consents), the Commission shall-

" (A) by order grant such registration, 07' 
"(B) i-nstitute proceedings to determine whether registration 

8hould be denied. Such proceedings shall include notice of the 
grounds for denial under consideration and opportunity for hear
i'II{J and shall be concluded 1vithin one hundred eighty days of the 
date of publication of notiee 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 Commis
sion may extend the time for conclusion of such proceedings for 
up to ninety days if it find8 good cause for 8uch 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 it finds that the 
requirements of this title and the rules and regulations thereunder 
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with respect to the applicant are satiBfied. The Commission shall deny 
SU(Jh regiBtration if it does not make such finding. 

r 

"(~) With respect to an application for regiBtration filed by a 
clearing agency for which the Commis8ion iB not the appropriate 
regulatory agency-

"(A) The CommiBsion shall not grant regiBtration prior to 
the siwtieth day after the date of publication of notice of the filing 
of such application unless the appropriate regulatory agency for 
such clearing agency haB notified the CommiBsion of such appro
priate regulatory agency's determination that such clearing 
agency iB so organized and ha8 the capacity to be able to safe- 1 

guard securities and funds in its OUBtody or control or for which l 
it iB responsible and that the 'I'Ules of such clearing agency are l 
designed to aBsure the safeguarding of such securities and funds.! 

"(B) The Commission shall institute proceedings in accord- I 
ance with paragraph (1) (B) of thiB subsection to determine I 
'whether registration should be denied if the appropriate regula- : 
tory agency for such clearing agency notifies the CommiBsion! 
within siwty days of the date of publication of notice of the filing 
of such application of such appropriate regulatory agency's ( i) : 
determination that such clearing agency may not be so organized ; · 
or have the capacity to be able to safeguard securities or funds : 
in its OUBtody or control or for which it iB responsible or that ' 
the rules of such clearing agency may not be designed to aBsure • 
the safeguarding of such securities and funds and ( ii) reaBons 
for such determination. 

" (C) The CommiBsion shall deny regiBtration if the appropriate·· 
regulatory agency for such clearing agency notifies the Com
m.ission prior to the conclusion of proceedings instituted in ac
cordance with paragraph (1) (B) of thiB subsection of such ap
propriate regulatory agency's ( i) determination that such clear- ! 
ing agency iB not so organized or does not have the capacity to be 
able to ~afer;'IV!rd secu.ri~ies or funds in its OUBtody or control or 
for whwh ~t w respons~ble or that the rules of such clearing 
agency are not de8igned to aBsure the safeguarding of such se
curities or funds and ( ii) reaBons fOr' such determination. 

( hereinafte:r in this subsection collectively referred to a8 a 'proposed 
1"'IJ1.e cluuiu;e') accompanied by a conr:iBe general statement of the basiB 
and 'P'!J-rpose of such proposed rule change. The CommiBsion shall, 
upon the filing of any proposed rule change, publiBh notice thereof 
together with the terms of substance of the proposed rule change or 
a description of the subjects and issues involved. The CommiBsion 
shalZ give interested persons an opportunity to submit written data, 
views, and arguments concerning su.oh proposed rule change. No pro
posed rule change shall take effect unless approved by the CommiBsion 
w othe'riJYiae pe1"1711itted in accordance with the proviBions of thiB sub
section. 
, "(~) Within thirty-five days of the date of publication of notice of 

the filifng of a proposed rule cluunge in accordance with paragraph 
(1) ()f thiB subsection, or within such longer period a8 the Commi88ion 
may designate up to ninety days of su.oh date if it finds such longer 
period to be appropriate and publiBhes its reaBons for so finding or 
aB.to which the self-regulatory organization consents, the CommiBsion 
shallr--

"(A) by Or'der approve such proposed rule change, or 
"(B). institute proceedings to determine whether the proposed 
~ change should be diBapproved. Such proceedings shall include 
notwe of the grO'IJIIUis for diBapproval under consideration and 
Of!portwnity for hearing and be concluded within one hundred 
etghty days of the date of publication of notice of the filing of the 
proposed 'I'Ule change. At the conclusion of such proceedings the 
VO'TflllrlliJJsion, by order, shall approve Or' diBapprove such pro
pose(Jrule change. The CommiBsion may ewtend the; time for con
c'l!usion ()f su.oh proceedings for up to 8iwty days if it finds good 
cause for such ewtension and publiBhes its reaBons for so finding 
o-r: for such longer period a8 to which the. self-regulatory orga
'flliz,atwn consents. 

"(3) A self-regulatory organization may, upon such terms and 
~onditions Cf8 the CommiBsion, by rule, deems necessary or appropriate 
~n the publw interest or for the protection of investors withdraw from 
regiBtration by filing a written notice of withdrawal with the Corn,.. 
m;iBsi~m. If the o_omm_iBsion finds that any self-regulatory organiza
~~on w '71'? long_er .zn ewwt~nce. Or' haB ceaB~d to (Jo business in the capac· 
~ty spemfied ~n ~ts. apph~atwn_ for regwtratw"!', the CommiBsion, by 
order2 ~hall ~el.its regwtrat~. UP_on the w~thdrawal of a national 
seountMs aBsomat~ from regwtratwn Or' the cancellation suspen
Bion, Or' revocation of the regiBtration of a national seouritie; aBsor:ia
tion, the regiBtration of any aBsociation affiliated therewith shall auto
matically terminate. 

~' (~) (1) Each self-regu!atory organization shall file with the Com
mw_s~on, ~11; accordance w~th such rules aB the CommiBsion may pre
sr:nbe, copM~ of any proposed rule or any proposed change in, addition . 
to, or delet~on from the rules of such self-regulatory organization 

The Commis8ion. sha:7l a_~ove a proposed 'I'Ule change of a self
regulatory orgamzat~ if ~t finds that such proposed rule change iB 
c~tent with the req"firements of thiB title and the 'I'Ules and regula
twns tJ:ereunder applwable to such organization. The Commis8ion 
s~ dUfa'PY"ove a proposed rule cluunge of a self-regulatory Or'gani
zatilm if ~t does not make such finding. The CommiBsion shall not 
approve any proposed rule change prior to the thirtieth day after the 
df!'te of publication of notice of the filing thereof, unless the Commis
awn.finda good cause for so doing and publishes its reaBons for so 
fond~nr. 

"(3 {A) Notwithstanding the proviBions of paragraph (~) of thiB 
subsectwn,, a .proposed. rule change may take effect upon filing with 
t":e CorTI!rf"'tBB'fO"'' if de~gnated by the self-reg'lliatory organization a8 
( ~) const~tut~ng a stated policy, practice, or interpretation 1vith respect 
to the meamng, rdrminiBtration, or enforcement of an ewiBting rule of 
the self-regUlatory orpanization, ( ii) establishing or chamging a i!tue, 
fe;:1 or other charge ~p.osed by the self-regulatory orgU/rlization, or 
( n~) ~~rned solely w~th the tujminiBtration of the self-regulatory 
orga'IU:zatwn or ot~e": matters whwh the CommiBsion, by role, cO'h8ist
ent with the publw ~nterest and the purposes of thiB subsection, may 
specify a8 without the proviBions of su.oh paragraph (~). 
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" (B) N otwithstaJnding any othero provi8ion of this trtibsection, a l 
proposed 'rUle change may be put into effect 81JJl'IIJfrUlfly if it appears to I 
the Comonission that 8'/UJh action is necessatry for the protection oft 
investors, the maintenance of fai'l' and orde'l'ly markets, or the Sf!-fe-1 
fJUOII'ding of securities or fwnds. A1'11!f proposed 'rUle cha:nge so put z'nto t 
ef!eot shall be filed prom.ptly thereafter in aocordmrwe with the provi-1 
szons of p(lff'aflr'aph (1) of this subsection. . . I 

" (C) Any proposed 'rUle chamge of a self-ref!'~Jlatury organzzati~ i 
whioh has taken effect pursuant to subparagraph (A) or (B) of this i 
paragraph may be enforced by 8'/UJh organization to the ewtent it is .not I 
inconsistent with the provisiow of this title, the 'rUles fi1fld reguJat.W'f/.81 
therrewnder atnd applicable Federal mnd State law. At any time within t 
siwty days' of the dAzte of filing of 8UCh a proposed 'rUle cluunge in I' 
accorda:rice with the provisions of paragraph (1) of this subsection, 
the CO'ITIIITI/ission 8'UITr!llrWfl'i may abrogate the cha:nge in the rules of the t 
self-regUlatO'r!f organization made theroeby and require that the pro
p08ed 'rUle change be refiled in accordmrwe with the provisions of para
f!1'aph ( 1) of this subsection mnd reviewed in acomvlarnce with. the pro
visions of paragraph (:?a) of this subsection, if it appe_ars to the Comr 
mission that lnWh action is necessa:ry or approprzate in the public 
ilnterest for the protection of investors, or otherwise iln furtheratnee 
of the fm,rposes of this title. Comonission action pursuant to the pre
ceding sentence.sha~ not af!ect the validity or force of th;e 'rUle cluunge 
dlwring the perwd zt was zn effeot and shall not be reviewable wnderr 
section :?a5 of this title nor deemed to be 'fonol agency action' for pur-
poses of section 704 of title 5, United States Code. . 

" ( 4) With respect to a proposed 'rUle change filed by a regzstered 
clearing agency for whioh the Comonission is not the appropriate! 
re~tO'r!f agency- I 

" (A ) The C O'ITIIITI/ission .slufll not approve any 8'/UJh. prl!po~ed 1 
'rUle change prior t~ the thzrtwth day afte'l' the dAzte. of publwatwn I 
of notice of the filzng thereof urnless the approprzate regulatory 

1 agency for lnWh clearing agency has notified the Comonission of 1 
8'/UJh appropriate re~tO'r!l agency's dete't'mination that the pro-'! 
posed 'rUle change is consistent with the safeguarding of se(!Urities 
fi1fld fwnds in the oustody or control of 8UCh clearing agency or f01' I 
wh.ioh it is respO'fl.8ible. 

" (B) The C omonisaion shall iwtiflute proceedings in accordance 
with parafJ1'aph (2) (B) of this subsection to determine whethe1 
any such proposed 'rUle change should be df:sapproved, if .the 
appropriate 'l'egulatory agency for lnWh cleanng agency 'fbl!ti"fies 
the Commission within thirty days of the date of publioatwn of 
notioe of the filing of the proposed rule cha:nge of 8UCh appro
priate regulatory agency's ( i) determination that the proposed 
'rUle cha:nf!e mo;y be ilnconsistent with the safeguardin_g of secu
rities or funds in the oustody or control of 8UCh clearzng agenoy 
or for wh.ioh it is respO'fl.8ible and ( ii) reasO'f/.8 for 8UCh 
determilnation. 

" (C) The C omonission shall disapprove atny such proposed r!fle 
change if the appropriate regulatory agency for S'IM!h cleanng ! 
agency notifies the CO'ITIIITI/ission prior to the conclusion of pro- : 
ceedings instituted in accordance with paragraph (:?a) (B) of 
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this subsection of such appropriate regulatO'r!J agency's ( i) deter
mination that the proposed 'rUle change is inconsistent with the 
safeguarding of securities or funds in the oustody or control of 
BUCh clemrilng agency or for whioh it is responsible and ( ii) rea
SO'f/.8 for BUCh determination. 

"(D) The Commission shall abrogate atny change in the rules 
ofBUCh a cleu:ri!ng agency made by a proposed 'l'ule change whioh 
has taken effect pur8Uatnt to paragraph (3) of this subsection, 
refJ'}!:ire that the proposed rule change be refiled in accordance 
wzth the provisiow of paragraph (1) of this subsection, andre
viewed in accordance with the provisions of paragraph (2} of this 
subsection, if the appropriate regulatory agency for such clearing 
agency notifies the Commission within thirty days of the date of 
filing of 8UCh proposed rule change of such appropriate regula
tory agency's ( i) determination that the rules of BUCh clearing 
agency as so cha:nged may be incowistent with the safeguarding of 
securities or funds in the oustody or control of such clearing 
agency or for which it is respO'fl.8ible and ( ii) reasons for such 
dete'1'1rbination. 

"(c) The Com'l'nksion, by 'rUle, may abrogate, add to, and delete 
/'!'Om (hereinafter in this subsection collectively referred to as 'amend') 
the rules of a self-regulatory organization (other than a registered 
clearing agency) as the Commission deems necessary or appropriate 
to insure the fair administration of the self-regulatory organization, 
to conf0'1'1rb its rules to requirements of this title and the rules and 
regitlatio'f/.8 thereunder applicable to BUCh organization, or otherwise 
Vn furtherance of the purposes of this title, in the following manner: 

"(1) The Comonission shall notify the self-regulatory organiza
tion amd publish. notice of the proposed rulemaking m the Federal 
Register. The notioe shall include the tewt of the proposed amend
metnt to the rules of the self-regulatory organization and a state
ment of the Comonission's reasO'f/.8, includilng any pertilnent facts, 
for comonencilng such proposed rulemaking. 

"(:?a) The Commission shall give interested persO'f/.8 an oppor
tunity for the oral presentation of data, views, and arguments, in 
adilition to an opportunity to make written submissiow, a tra'f/.8-
script shall be kept of any oral presentation. 

" ( 3) A rule adopted pursuant to this subsection shall incorpo
rate the tewt of the amendment to the rules of the self-regulatory 
organization and a statement of the Commission's basis for and 
pwl'P.,08e in so amending BUCh 'f"'il.es. This statement shall include 
an identification of any facts on which the Commission considers 
its dete'1'1rbination so to amend the 'rUles of the self-regulatory 
agency vo be based, including the reasow for the CorrtJJnission's 
conolusio'fl.8 as to atny of such. ftuJts whioh were disputed in the 
roukmalcing. 

"(4.) (.A) Ewcept as provided in paragraphs (1) through (3) 
of this subsection, rulemrtking unrter this subsection shall be in 
accordance with the precedures specified in section 553 of title 5, 
United States Code, for rulemaking not on the record. 

" (B) N othingin this subsection shall be construed to impair or 
limit the Commission's power to make, or to modify or alter the 
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rro,cerlJwres the CO'TYIII7bission may follow in making 'f"'des and r"egu
la~~ns pursuant to anty other a:uthority 'UIJUl,er this title. 

.<C) Any amendment to the rules of a self-regulatory organi
zatwn made by the Commission pursuant to this subsection shall 
be considered for all purposes of this title to be part of the rules 
of such self-regulatory organization and shall not be considered 
to be a rule of the Commission. 

. " (d) (1) If a!fi'Y self-regulatory org([ffl,ization imposes any final dis
mphnary sanet~on on any member thereof or participant therein denies 
membershiP_ or participation to any applicant, or pohibits o; limits 
any person ~n respect to acceses to services offered by such organization 
or me.mber thereof or if any self-regulatory organization (other than 
a r"eg~tered clea'ring agency) imposes any final disciplinary sanction 
on a'fl'y pers011; associa_ted with a member or bars ([ffl,y person from be
com~ng assomat{3d w~th a member, the self-regulatory organization 
shall promptly file notice thereof with the appropriate regulatory 
agency ~or the self-regulatory organization and (if other than the 
appropnate regulatory agency for the self-regulatory organization) 
the appop'riate regulatory age1UlJ! for such ~mber, participant, appli
C([ffl,t, or other person. The notwe shall be ~n such form and contain 
such information as the appop'riate regulatory agency for the self
regulatory org([ffl,ization, by rule, may prescribe as necessary or appro
p'riate in furtherance of the purposes of this title. 

"(2) Any action with respect to which a self-regulatory organiza
tion is required by paragraph (1) of this subsection to file notice shall 
be subject to ;e.view by t~ appropriate regulatory agency for such 
member, partw~pant, applwant, or other person, on its own motion 
or. upon application by any pers~n aggrieved ~hereby filed withi~ 
th~rty days after the date such notwe was filed w~th such appropriate 
regulatory agency and received by such aggrieved person, or within 
su?h longer .Perjod as such approprjate regulatory agency may deter
mme. Applwatwn to such appropnate regulatory agency for review 
~r the instit"!tion of review by such appropriate regulatory agency o~ 
~ts own motwn, shall not operate as a stay of such action unless such 
appropriate regulatory agency otherwise orders, summarily or after 
no tic~ and opportu_nity for hearing O'f' ~he question of a stay (which 
h.eanng may cons~t solely of subm~l!Wn of affidavits or presenta
twn of oral argumenps). Each approp'f'i:ate regulatory agency shall 
establ~h for appropnate cases an ewped~ted procedure for considera
tion and determination of the question of a stay. 
. " (e) (1) In any proceeding to review a final disciplinary sanction 
~"ff''f!Osed by a s~lf-regulatory organiz.ation on a member thereof or par
t~mpant therMn or a person assomated with such a member after 
notice a"!d opl!ortunity for hearing (which hearing may consist so.lely 
of cons~deratwn of the record before the self-regulatory organiza
tion and opportunity for the presentation of supporting reasons to 
affirm, modify, or set aside the sanction)-

"(A) if the appropriate regulatory agency for such member 
participant, or person associated with a member finds that such 
member, participant, or person associated with a member has en
gaged in such acts or practices, or has omitted such acts as the 
self-regulatory organization has found him to have engag~d in or 
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omitted, that such acts or practices, or omissions to act, are in 
violation of such provisions of this title, the rules or regulations 
thereunder, the rules of the self-regulatory organization, or, in 
the case of a registered securities association, the rules of the 
Municipal Securities Rulemaking Board as have been specified in 
the determination of the self-regulatory organization, and that 
f5uch provisions are, and were applied in a manner, consistent with 
the purposes of this title, such appropriate regulatory agency, by 
order, shall so declare and, as apppropriate, affirm the sanction 
imposed by the self-regulatory organization, modify the sanction 
in accordance with paragraph (2) of this subsection, or remand 
to the self-regulatory organization for further proceedings; or 

"(B) if such appropriate regulatory agency does not make any 
such finding it shall, by order, set aside the sanction imposed by 
the self-regulatory organization and, if appropriate, remand to 
the self-regulatory organization for further proceedings. 

" ( 2) If the appropriate regulatory agency for a member, partici
pant; o: person associated wit~ a me;nber, having due regard for the 
l!ublw ~nterest and the protectwn of mvestors, finds after a proceeding 
zn accordance with paragraph (1) of this subsection that a sanction 
imposed by a self-regulatory organization upon such member, partici
p([ffl,t, or person associated '11'ith a member imposes any burden on com
petition not necessary or appopriate in furtherance of the purposes of 
this title or is excessive or oppressive, the approriate regulatory agency 
may cancel, reduce, or require the remission of such sanction. 
. ':(f) . In a;ny poceeding to review th~ de"!'ial of membership or par
tw~patwn ~n a self-regulatory organ~zatzon to any applicant, the 
barring of any person from becoming associated with a member of a 
self-regulatory or_gan_ization, or the proh~bition or limitation by a self
regu,latory organ~zatwn of any person w~th respect to access to services 
offered by the self-regulatory organization or any member thereof, if 
the .appopriate regulatory agency for such applicant or person, after 
notwe and opportunity for hearing (which hearing may consist solely 
of consideration of the record before the self-regulatory organization 
and opportu_nity for the .rresentati'!'n of supporting reasons to dismiss 
t0e poceed~ng or set aside the actwn of the self-regulatory organiza
t1~n) .finds t~at .the .speqific ground_s O'f' which such denial, bar, or po
h~bdwn or l'llfn.~tatwn ~ based e~t ~n fact, that such denial bar or 
pohibition or limitation is in accordance with the 'rUles of the s~lf
regulatory organization, and that such rules are, and were applied in 
a manner, consistent 'with the purposes of this title, such appropriate 
regulatory agency, by order, shall dismiss the proceeding. If such 
CfP'f!rop'riate regulatory agency does not make any such findilng or 
~1 ~t finds that such denial, bar, or prohibition or limitation imposes 
any burden on competition not necessary or appropriate in furtherance 
of the purposes of_this title, ~uch approp'riate regulatory agency, by 
order, s'Ufll .set aside. the actwn of the self-regulatory organization 
and requzre ~t to adm~t such applicant to membership or participation 
permit such person to become associated with a member, or grant such 
person access to services offered by the self-regulatory organization 
or member thereof. 
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. "(g) (f) Every self-regulatory organization shall comply with the 
provisions of this title, the rules and regulations thereunder, and its 
own rules, and (subject to the provisions of section 17 (d) of thi.s title, 
paragraph (2) of this subsection, and the rules thereunder) absent 
reasonable justification or excuse enforce compliance-

" (A) in the case of a national securities ewchange, with such 
provisions by its members and persons associated with its 
members; 

" (B) in the case of a registered securities association, with such 
p;~visions and fhe provisions .of the rules of the Municipal Secu
ntzes Rulemakzng Board by zts members and persons associated 
with its members; and 

" (C) in the case of a registered clearing agency, with its own 
rules by its participants. 

"(2) The Commission, by rule, consistent with the public interest, 
the. protection of investors, and the other purposes of this title, may 
rel;ev~ any self-regulatory organization of any responsibility under 
thzs tztle to enforce compliance with any specified provision of this 
title or the rules or regulations thereunder by any member of such 
organization or person associated with such a member, or any class of 
such members or persons associated with a member. 

"(h) (1) The appropriate regulatory agency for a self-regulatory 
organization is authorized, by order, if in its opinion such action is 
"!ecessary or approp;ia~e in the public interest, for the protection of 
znvestors, or other_wzse zn furth~ranoe of the purposes of this title, to 
susp.end for a perwd not ewceedzng tw~lve. months or revoke the regis
t;at;on. of such self-regU;la_tqry orga71;zzatwn, or to censure or impose 
lzmztatwns upon the actzvztws, functwns, and operations of such self
regulatory organization, if such appropriate regulatory agency finds 
on the record after notice and opportunity for hearing, that such self~ 
regul~~ory orga_niz~tion has violated or is "!nable to comply with any 
provzswn of thzs tztle, the rules or regulatwns thereunder or its own 
rules o_r without reasonable justification or ewcuse has failed to enforce 
complwnce-

" (A) i71; ~he case of a national securities ewchange, with any 
such provzswn by a member thereof or a person associated with a 
member thereof; · 

"(B) in .t~e case of a regis~e;ed securities association, with any 
such provwwn or any provzswn of the rules of the Municipal 
Securities Rulemaking Board by a member thereof or a person 
associated with a member thereof; or 

" (C) in the case of a registered clearing agency, with any pro
vision of its own rules by a participant therein. 

. "(~) T_he appropriate regulat?"'!/ a_genc'!{ for a self-ref!ulatory orga
nzzatwn zs a"!'tho":'zed, by ord~r, ~~ zn zts opznwn such actwn is necessary 
or appropnate ~n ~he publw znterest, for the protection of inves
tors, or otherwwe zn furtherance of the purposes of this title to 
suspend for a period n_ot exceeding twelve months or ewpel from s'uch 
8elf-regulatory organzzation any member thereof or participant 
therei71;, if such member or participant is subiect to an order of the 
Co:rvmwszon pursuant to seetwn15(b) (4) of thzs title or if such appro
pnate regulatory agency finds, on the record after notice and oppor-

65 

tunity for hearing, that such member or participant has willfully 
violated or has effected any transaction for any other person who, 
such member or participant had reason to believe, was violating with 
respect to such transactio11r-

" (A) in the case of a national securities ewchange, any provision 
of the Securities Act of 1933, the Investment Advisers Act of 1940, 
the Investment Company Act of 1940, this title, or the rules or 
regulations under any of such statutes; 

"(B) in the case of .a registered securities a88ociation, any pro
vision of the Securities Act of 1933, the Investment Advisers Act 
of 1940, the Investment Company Act of 1940, this title, tlw rules 
or regulations under any of such statutes, or the rules of the 
Municipal Securities Rulemaking B oar·d; or 

" (C) in the case of a registered clearing agency, any provision 
of the rules of the clearring agency. 

"(3) The appropriate regulatory agency for a national securities 
ewchange or registered securities association is authorized, by order, if 
in its opinion such action is necessary or appropriate in the public 
interest, for the protection of investors, or otherwise in furtherance of 
the purp<Jses of this title, to suspend for a period not ewceeding twelve 
months or to bar any person from being associated with a member of 
such national securities exchange or registered securities association, if 
such person is subject to a;n order of the Commission pursuant to section 
15 (b) ( 6) or if such appropriate regulatory agency finds, on the record 
after notice and opportunity for hearing, that such person has willfully 
violated or has effected wny transaction for a;ny other person who, ~tuch 
person associated with a member had reason to believe, was violating 
with respect to such transaction-

" (A) in the case of a national securities exchange, wny provision 
of the Securities Act of 1933, the Investment Advisers Act of 1940, 
the Investment Compatny Act of 1940, this title, or the rules or 
regulations under any of such statutes; or 

"(B) in the case of a registered securities association, any pro
vision 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 the statutes, or the rules of the Munici
pal Securities Rulemaking Board. 

"(4) The appropriate regulatory agency for a self-regulatory orga
nization is authorized, by order, if in its opinion ~nwh action is neces
sary or appropriate in the public interest, for the protection of 
investors, or otherwise in furtherance of the purposes of this title, to 
remove from office or censure any officeJ' or director of such self
regulatory organization, if such appropriate regulatory agency finds, 
on the record after notice and opporflwnity for hearing, that such officer 
or director has willfully violated any provision of this title, the rules 
or regulations thereunder, or the rules of such self-regulatory orga
nization, willfully abused his authority, or without reasonable justifi
cation or ewcuse has failed to enforce compliance-

" (.A) in the case of a national securities ewchange, with wny 
such provision by any member or person associated with a 
member; 
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"(B) iln the caBe of a registered securities aBsociation, with any 
8'1UJh provision or any provision of the rules of the Municipal 
Semtrities R'l.llemakilng Board by any 'ffl,(3mber or person aBsooiated 
with a 'ff/;(3mber; or 

" ( 0) in the caBe of a registered clearing agency, with any provi
sion of the rules of the clearing agency by any participant. 

" ( i) If a proceeding under subsection (h) (1) of this section results 
in the suspension or revocation of the registration of a clearing agency, 
the appropriate regulatory agency for such clearing agency may, upon 
notice to such clearing agency, apply to any court of competent juris
diction specified in section 21 (d) or 27 of this title for the appoint
ment of a trustee. In the event of such an applicatiorn, the court may, 
to the ewtent it deems necessary or appropriate, take ewclusive juris
diction of such clearing agency and the records and aBsets thereof, 
wherever located; and the court shall appoint the appropriate regu
latory agency for such clearing agency or a person designated by such 
appropriate regulatory agency a8 trustee with power to take possession 
and corntinue to operate or terminate the operations of such clearing 
agency in an orderly manner for the protection of participants and in
vestors, subject to such terms and conditions a8 the aourt may pre
scribe.". 

SEo. 17. Section 21 of the Securities Ewchange Act of 1934 (15 
u.s.a. 78u) is a'ffl,(3nded a8 follows: 

\1) Subsection (a) thereof is a'ffl,(3nded to read a8 follows: 
'(a) The Oommissiorn may, in its discretion, make such investiga

tions a8 it deems necessary too determine whether any person ha8 vio
lated, is violating, or is about to violate any provision of this title, the 
rules or regulations thereunder, the rules of a national securities ern
change or registered securities aBsooiation of which such person is a 
member or a person aBsociated with a 'ff/;(3mber, the rules of a registered 
clearilng agency in which such person is a participant, or the rules of 
the Municipal Securities Rulemaking Board, and may require or per
mit any person to file withit a statement in writing, under oath or 
otherwise a8 the Commission shall determine, a8 to all the facts and 
circumstances concerning the matter to be investigated. The Oom
missiorn is authorized in its discretion, to publish information con
cerning any such violations, and to investigate any facts, conditions, 
practices, or matters which it may deem necessary or prooper to aid in 
the enforcement of such provisions, in the prescribing of rules and 
regulations under this title, or in securing information to serve a8 a 
baBis for recommending further legislation concernilng the matters to 
which this title relates.". 

(2) Subsections (e) and (/) thereof are redesignated (d) and (e), 
respectively, and a'ffl,(3nded to read a8 follows: 

" (d) Wherever it shall appear to the Commission that any person 
is engaged or is about to engage iln acts or praotices constituting a 
violation of any provision of this title, the rules or regulations 
thereunder, the rules of a national semtrities ewcha:nge or regis
tered securities aBsooiation of which such. person is a member or a 
person aBsociated with a member, the rules of a registered clearilng 
agency in which such person is a participant, or the rules of the 
Municipal Semtrities Rulemaking Board, it may in its discretion bring 
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an action in the proper district court of the United S~ates, the 
United States District Oourt for the District of Oolumbm, or the 
United States courts of amy territory or other place subjec.t to the 
jurisdiction of the United States, to enjoin such aots or practwes, and 
upon a proper showing a permanen~ or temporary injunctio:n . or 
restraining order shall be granted w~thout bond. The Oomm~swn 
may transmit such evidence a8 may be available concerning such acts 
or practices a8 ma.y constitute a violation of any provision of this title 
or the rules or regulations thereunder to the Attorney General, who 
may, iln his discretion, ilnstitute the necessary criminal proceedings 
under this title. 

" (e) Upon application of the 0 omr;nis~ion the district cour_ts of the 
United States, the United States Dutnct Oourt for the D~tnct of 
Columbia and the United States courts of any territory or other 
place subject to the jurisdiction of the United States shall have juris
diction to issue writs of mandamus_, injunctions2 ~nd orders. co~nd
ing (1) any person to comply w~th the provuwns of thu_ t~tle, the 
rules, regulations, and orders thereunder, the rules of a natwnalsemt
rities ewchange or registered securities aBsociation of which such person 
is a member or person aBsociated with a member, the rules of a 
registered clearing agency in which such person is a participant, the 
rules of the Municipal Securities Rulemaking Board, or any under
taking contailned in a reg§stTfl'tion statement. as prov~ iln subsec
tion (d) of section 15 of th~s t~tle, (2) any natwnalsecunttes ewchanr;e 
or registered securities aBsociation to enforce compliance by ~ts 
members and persons aBsociated with its members with the provisions 
of this title the rules, regulations, and orders thereunder, and the rules 
of such ewchange or aBsociation, or (3) any re.gistered clearing agency 
to enforce compliance by its participants with the provisions of the 
rules of such clearing agency.". 

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

"(/) Notwithstanding any other provision of this tjtle, the Com
mission shall not bring any action pursuant to subsectwn (d) or (e) 
of this section against any person for violation of, ?r ~o commaruJ 
compliance with, the rules of a self-regulatory organ~zatwn wnJes~ ~t 
appears to the Oommisison that (1) such self-regulatory organ~zatwn 
is unable or unwilling to take appropriate action against such person 
in the public interest and for the protect~on of investors~ or_ (2) such 
action is otherwise necessary or appropnate ~n the publw ~nterest or 
for the protection of investors. 

"(g) Notwithstanding the provisio~ ?f section 1407(a} of title 2~, 
United States Oode, or any other provu~on of law, no aotwn for efJV:~
table relief instituted by the Commission pursuant to the semtnttes 
laws shall be consolidated or coordinated with other actions not 
brought by the Commission, even though such other aotions may in
volve common questions of faot, unless such consolidation is consented 
to by the Commission. The term 'securities laws' a8 used hereiln.ir:eludes 
the Semtrities Act of 1933 (15 U.S.O. 77 et seq.), the Se(JIJ1('1,ttes Ern
change Act of 1934(15 U.S.O. 78a et seq.), the Public Utility Holding 
Company Act of 1935 (15 U.S.O. 79a et seq.), the Trust Indenture Act 
of 1939 (15 U.S.O. 77aaa et seq.), the Investment Company Act of 
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19.1/) (15 U.S.C. 80(Jr-1 et seq.), the Investment Advisers Act of 194fJ 
(15 U.S.C. 80b-1 et seq.), and the Se(JUrities Investor Protection 
Act of 1970 (15 U.S.C. 78aaaetseq.).". 

SEc. 18. Section ~3 of the Securities Exchange Act of 1934 (15 
U.S.C. 78w) is amended to read as fol"Wws: 

"RULES, REGULATIONS, AND ORDERSj ANNUAL REPORTS 

"SEc. ~3. (a) (1) The Commission, the Board of Governors of the 
Federal Reserve System, and the other agencies enumerated in section 
3(a) (34) of this title shall each have power to make such rules and 
regulations as may be necessary or appropriate to implement the pro
visions of this title for which they are responsible or for the exemttion 
of the functions vested in them by this title, and may for BUOh pu'l'
poses classify persons, semtrities, transactions, statements, applications, 
reports, and other matters within their respective jurisdictions, and 
prescribe greater, lesser, or different requirements for different classes 
thereof. No provision of this title imp08ing any liability shall app~y to 
any act done or omitted in good faith in conformity with a rule, regu
lation, or order of the Commission, the Board of Governors of the 
Federal Reserve System, other agency enumerated in section 3(a) (34) 
of this title, any self-regulatory organization, notwithstanding that 
such rule, regulation, or order may thereafter be amended or rescinded 
or determined by judicial or other authority to be invalid for any 
reason. 
"(~) The Commission, itn maki!ng rules and regulations pursuant 

to any provision of this title, shall consider among other matteTs the 
impact any such rule or regulation would have on competition. The 
Commission shall not adopt any BUOh rule or regulation which would 
impose a burden on competition not necessa:ry or appropriate iJn fur
therance of the purposes of this title. The Commission shall include 
in the statemetnt of basis run.d purpose incorporated iJn any rule or 
regulation adopted under this title, the reasons for the Commission's 
determitnation that any burden on competition imposed by such rule 
or regulation is necessary or appropriate in furthe-rance of the pur
poses of this title. 

"(3) The Commission, in maki!ng rules a:nd regulations pursua:nt 
to any provision of this title, conside'l'i!ng any application for registra
tion itn accordarrwe with section 19 (a) of this title, or reviewi!ng a111JJ 
proposed rule chati'I1Je of a self-regulatory organization in accordance 
with section 19(b) of this title, keep in a public file run.d make amailable 
for copying all written statements filed with the Commission and all 
written com'lTiflllnications between the Commission and any person relat
ing to the proposed rule, regulation, application, or proposed rule 
change; Provided, however, That the Commission, shall not be required 
to keep in a public file or make available for copying run.d BUCh state
ment or com;m;unication which it may withhold from the public in ac
cordance with the provisions of section 55~ of title 6, United States 
Code, 

"(b) (1} The Commission, the Board of Governors of the Federal Re
serve System, and the other agencies &numerated in section 3 (a) ( 34) 
of this title, shall each make an amnual report to the Congress on its 
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work for the precedi!ng yearr, run.d shall inclJuil~ itn each such repo;t 
whatever information, data, a11d recommendatwns fo: f"!rt.her legUJ
lation it considers advisable with regard to matters wdhm 1ls respec
tive jurisdiction under this title. 

"(~) The appropriate regulatory agency for a self-regulatory orga
nization shall i!nclude iJn its amnual report to the Congress for each 
fiscal year a 8'l.llfTI!I'rbary of its oversight activities under this title with 
respect to' BUOh s~lf-regulatory organization, i!ncl?Mfi":rt a description 
of any examitnatUJn conducted as part of such acttv%tws of amy such 
organization, any material recommendation presented .as P_art of such 
activities to such organization for changes in its organwatUJn or rules, 
and any action by such organization in response to ct11!JJ such recom
mendation-

"(3) The approtyriate regulatory agency for any class of municipal 
securities dealers shall include in its annual report to the Congress 
for each fiscal year a summary of its regulatory activities pursuant to 
this title with respect to such municipal se(JUrities dealers, including 
the nature of and reason for any sanction imposed pursuant to this 
title against any such municipal securities dealer. 

"(4) The Commission shall also include in its annual report to the 
Congress for each fiscal year--

"(A) a summary of the Commission's oversight activities with 
respect to self-regulatory organizations for which it is not the 
appropriate regulatory agency, including a des;;'f'iption of any 
examination of any such organization, any materzal recommenda
tion presented to any such orga_nization for changes in. its. orgr;
nization or rules, and any actwn by any BUOh organ%zatwn zn 
response to any BUOh recommendation; 

"(B) a statement and analysis of the expenses and ope-rations 
of each self-regulatory organization in connection with the per
formance of its responsibilities under this title, for which 
purpose data pertain%ng to such expenses and operations shall 
be made available by BUOh organization to the Commission at its 
request· 

" (c)' beginning in 1975 and ending in 1980, information, data, 
and recommendations with respect to the development of a na
tional system for the prompt and acmtrate clearance and settlement 
of securities transactions, including a summary of the regulatory 
activities, operational capabilities, financial resources, and plan.~ 
of self-regulatory organizations and registered transfer agents 
with respect thereto; 

"(D) beginning in 1975 and ending in 1980, a description of 
the steps taken, and an evaluation of the progress made, toward 
the establishment of a national market system, and recommenda
tions for further legislation it considers advisable with respect 
to such 8y8tem; 

"(E) the steps the Commission has taken and the progress it 
has made toward ending the physical movement of tlu: ~ecurities 
certificate in connection with the settlement of securztzes trans
actions, and its recommendations, if any, for legislation to elim
inate the securities certificate; 
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"(F) the numbeT of Tequesta jOT exemptions jTom pTovisions 
of this . title received, the numbeT gmnted and the basis upon 
which any such exemption was gTa;nted ,- ' 

" (G) a su~"Y of the q~nvmission's Tegulatory activities with 
Tespect to mununpalsecunt'te8 dealeTs for which it is not the ap
popTiate Tegu_lato;Y age'lUYff, includin_g the natuTe of, and reason 
jOT, a??''!/ sanct'ton 'tmposed 'tn poceed'tngs against such municipal 
secuntws dealeTs ,-

"(H) begi'11/11,ing in 1975 and ending in 1980, a descTiption of the 
effect the absence of any schedule oT fixed mtes of commissions 
allowf!nces, discou_nts, or otheT fees to be ~~Tged by membeTs fo; 
effect'tng tmnsact'tons on a natwnal secuntws exchange is having 
on the maintenance of faiT and ordeTly maTkets and the develop
ment of a national market system for secuTities · 

"(I) a statement of the time elapsed betw~en the filing of Te
p~~s puTsuant. to sectio"! 13 (f) of this title and the public avail
ab'tl'tty of the 'tnjOTmat'ton conta't'ned theTein the costs involved 
in t!u; Oommi!jsion's pTocessin_g of ~h rep~Tts and tabulating 
~uch mfo;matwn, the manneT 'tn whwh the Convmission uses such 
'tnjoTmatwn, and the steps the Commission has taken and the 
pogTess it has made towaTd TequiTing such Teports to be filed and 
such injOTmation to be made available to the public in machine 
language,-

" ( J) injOTmation conceTning ( i) the effects its rules and Tegu
la_~ifYf!'S aTe having on the viability of small bTokeTs and dealers,
( 't't) 'tts attempts to Teduce any unnecessary TepOTting buTden on 
such brokeTs and dealers,- and (iii) its efforts to help to assuTe the 
continued participation of small brokeTs and dealeTs in the United 
States secuTities markets,- and 

"(K) a statement detailing its administTation of the FTeedom 
?f Inf?Tmation A.ct, section 552 of title 5, United States Code, 
'tncludmg a copy of the report filed puTsuant to subsection (d) 
of such section. 

" (c) The Convmission~ by rule, shall pTescTibe the poceduTe appli
~able t? every cas~ puTsuan_t to this title of adjudication (as defined 
m.sectwn 551 of t'ttle 5, Un'tted_ States Code) not requiTed to be deteT
m'tned on the recm:d. after notw~ and opportunity for heaTing. Such 
rules shall, as a m'tn'tmum, povide that pTompt notice shall be given 
of any adveTse action or final disposition and that such notice and 
the entry of any oTdeT shall be accompanied by a statement of wTit
ten Teasons.". 

SEc. 19. Section 24 of the SecuTities Exchange A.ct of 1934 (15 
U.S.C. 78x) is amended to read as follO'Ws: 

'"PUBLIC AVAILABILITY OF INFORMATION 

"SEc. 24. (a) For puTposes of section 559 of title 5, United States 
Code, the teTm 'Tecords' includes all applications statements TepoTts 
contTacts, coTTespondence, notices, and otheT dodumwnts filed with 0 ; 

otJ;-eTWise obtained by the ·commission purauant to this title oT otheT
'IJJU!e. 
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"(b) It shall be unlawful joT any membeT, officeT, OT employee of 
the Commission to disclose to any peTson otheT thatn a membeT, officeT, 
OT 'fml;ployee of the Commission, or to use joT peTsonal benefit, any 
infm'mation contained in any application, statement, TepoTt, contract, 
coTTespondence, notice, or otheT document filed with or otheTWise 
obtained by the Commission (1) in contmvention of the Tules and 
Tegulations of the Commission undeT section 559 of Title 5, United 
States Code, OT (9) in ciTcumstances wheTe the Convmission has deteT
mined puTsuant to such rules to accord confidential tTeatment to such 
infoTmation. Nothing in this subsection shall authoTize the Commission 
to withhold infoTmation fTom the Congress.". 

SEc. 90. Section 95 of the SecuTities Exchange A.ct of 1934 (15 
U.S.O. 78y) is amended to read as follows: 

"COURT REVIEW OF ORDERS AND RULES 

~'S~c. 95. (a) (1) A. person aggrieved by a final oTdm· of the Com
"!"'t88't0n en~ered pursuant to this title may obtain review of the order 
zn the Untted States Court of Appeals for the circuit in which he 
resides ~r has his principal place of business, or for the DistTiot of 
Columbw Circuit, by filing in such court, within sixty days after the 
entry; of the order, a wTitten petition requesting that the order be 
modified or set aside in whole or in part. 

"(9) A. copy of the petition shall be transmitted forthwith by the 
clerk of the court t? a. member of the Convmission or an officer desig
nated by the Convm'tsswn for that purpose. Thereupon the Commission 
~hall file in the court the record on which the order complained of 
ts entered, as povided in section 91112 of title 128, United States Code, 
and the Federal Rules of Appellate Procedure. 

"(3) On the filing of the petition, the court has juTisdiction, w'hich 
becom;es ewcluswe on the fil'tng of the record, tJo affiTm or modify and 
enforce or to set aside the order in whole or in part. 

"(4) The findings of the Convmission as to the facts, if supported by 
substa;ntial evidence, are conclusive. 

" ( 5) If either party applies to the court for leave to adduce addi
tional evidence and shows to the satisfaction of the court that the addi
tio;wl evidence is ;naterial and that ~here was reasonable ground for 
fatlure to adduce tt before the Commwsion, the court may remand the 
case to the Convmission for further poceedings, in whatever manner 
Cfnd on whatever conditions the cmf>rt considers appopTiate. If the c<Me 
't8 remanded ~o the Convmission, it shall file in the court a supplemental 
record contaming a;ny new evidence, any further or modified findirngs, 
and any new order. 

"(b) (1) A. person adversely affected by a rule of the Convmission 
promulgated pursuant to section 6, 11, 11A., 15(c) (5) or (6), 15A., 17, 
17 A., or 19 of this title may obtailn review of this rule in the United 
States Court of Appeals for the circuit in which he resides or has his 
pirncipal place of business or for the District of Columbia Circuit, by 
filing in such court, within sixty days after the pomulgation of the 
rule, a wTitten petition req_uesting that the rule be set aside. 

"(2) A. copy of the petttion shall be transmitted forthwith by the 
clerk of the court to a member of the Commission or an officer desig-
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nated fO'J' that purpose. 'I_'hereup01'1., the Oomrmission shall ftle in the 
court the ~ u;wJer .remew and any documents referred to therein, 
the Oommuswn s. notwe o~ proposed .ru.lemaking and any documents 
referred to the_rmn1 all wntten su_bmUJswns and the transcript of any 
c;ral presenta~wns ~n the rulemaktng, factual infO'J'mation not incl!uded 
~n t!w fO'J'egmng that was considered by the Commission in the promul
gat~ of the rule or proffered by the Comrmission as pertinent to the 
rule, the r~pc;rt ~~ any advisO'f"!/ committee received or considered by 
the Oommu~ m the rulemak~ng, and any other materials prescribed 
by the court. 

"(3) On the .ftling of the. petition, the Cmf:rt has jurisdicti01'1., which 
becomes e~clus~ve ~the fihng of the materials set forth in paragraph 
(13) of thu subsectwn, to affirm and enfO'J'ce or to set aside the rule. 

"(4) Z:h~ findings of .the_ Oomrmission as to the facts identified by 
the Oomzs~01'1. as the basu, zn whole 0'1' in part of the rule if supported 
by subst(JIIl,tial evidence, are conclusive. Th~ court shalt affirm and 
enfO'J'<}e the rule wnless the Oommissi01'1.'s acti01'1. in prom1tlgating the 
rule UJ found to be (J;rbitrary, capricious, an abuse of discretion or 
otherwise not in accordance with law; contrary to constitutional right 
P(YIJJer,. privil~ge7 o": immunity; in ewcess oi statutory j1trisdictimZ, 
authorzty, or hmztatwns, 0'1' short ofstatutory right; or without observ
ance of procedure required by law. 

"(5) If proceedings have been instituted under this subsection in 
tw_o ~r more courts of appef!ls with respect to the same rule, the Oom
mUJB'fon ~hall ftle the '"}4terzr;Js set forth in paragraph (13) of this sub-
8ect~ zn that court ~n whwh a proceeding was first instituted. The 
~ther ~ourts 8hall th~reupon transfer all such proceedings to the court 
m whwh the materzals have been ftled. For the convenience of the 
parties in the interest of justice that court may thereafter transfer all 
the proceedings to any other court of appeals. 

"(c) (1) No objection to an order or rule of the Oomrmission for 
which review_ is sought under this secti01'1., 'fM'Y be considered by the 
court wnless zt was urged before the Oommzssi01'1. or there was reas01'1.
able ground for failure to do so. 

"{13) The filing of a petiti01'1. under this secti01'1. does not operate as a 
8tay of the Oon:"mission's or<U:r .or rule. Unti~ the court's jurisdicti01'1. 
~ee~~s ewc?usz~e, .the Oommu~.may s~y ~ts order or rule_J!ending 
Jud~c-fal revww zf.zt firuf:s that JUStwe so requires. After the jititng of a 
pet~t~01'1. under th~s sectwn, the court, on whatever conditions may be 
requzred and to the ewtent necessary to prevent irreparable injury 
may issue all nece8sary and appropriate proees8 to stay the order o; 
rule or to preserve status or rights pending its review· but ( notwith-
8tanding section 705 of title 5, United States Code) :W, mch proce8s 
may be issued by the court before the filing of the record or the mate
rials s~t forth in su~section (b)(13~ of this-section unless: (A) the 
ComtmUJ8zon has denzed a stay or fazled to grant requested relief (B) 
a reasonable period has ewpired since the ftling of an application'fO'J' a 
stay without a decisi01'1. by the C ommi8sion, or ( 0) there was reas01'1.
able ground for faiJJure to apply to the Commission. 

"(3) When the same order or rule is the subject of one or more 
petitions for review filed under this section and an action for enforce
ment filed in a district court of the United States under section ~1 
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(d) or (e) of this title, that court in which the petition or the action 
is first filed has jurisdiction with respect to the order or ru_le to the 
ewclusion of any other court, and thereupon all mch proeeedzngs shall 
be transferred to that court; but, for the convenience of the parties 
in the interest of justice, that court may thereafter transfer all the 
proceedings to any other court of f!'l!peals or ~istriet court .of the 
United States, whether or not a pet~tzon for revww or an actz01'1. for 
enforcement was originally filed in the transferee court. The. sco_pe 
of review by a district court under section ~1 (d) or (e) of t~UJ t~tle 
is in all eases the same as by a court of appeals under thu sectzon. 

" (d) (1) For purposes of the preceding subsections of th~ seeti~, 
the term '0omrmissi01'1.' includes the agencies enumerated ~n sect~ 
3 (a) ( 34) of this title insofar as mch agencies are acting pursuant to 
this title. 

" ( ~) For purposes of subsecti01'1. (a) ( 4) of this secti01'1. ~~ section 
706 of title 5, United States Oode, an order of the Comrmuszon pur
suant to section 19(a) of this title denying registration to a clearing 
agency for which the Commission is not the appropriate regulatory 
agency or pursuant to section 19 (b) of this title disapproving a pro
posed rule change by mch a clearing agency shall be de~med to be r:n 
order of the appropriate regulatory agency for such eleanng agency ~n
sofar as mch order was entered by reason of a determinati01'1. by such 
appropriate regulatory agency pursuant to section 19(a) (13) (C) or 
19(b) (4) (C) of this title that. such registration_ 0'1' propos~d. rule 
change would be inconsistent wdh the safeguardzng of secuntws or 
funds.". 

SEc. 131. Section 138 of the Securities Ewchange Act of 1934 (15 
V.S.C. 78bb) is amended as follows: 

(1) Subsection (b) thereof is amended to read as foll~s: . . 
" (b) Nothing in this title shall be construed to modzfy ewut~?1'!! law 

with regard to the binding eff~ct {J) on any mem;ber of or partwzpant 
in any self-regulatory .orgr:nzzatwn of a_ny actwn taken. by the au
thorities of such orgam~zatwn to .s~ttle dupu_t~s between ds merrykers 
or participants, (~) on any rwunwzpal securztws dealer 0'1' rwunwzpal 
securities broker of any action taken pursuant to a procedure esta?
lished by the Municipal Securities Rulemaking Board to settle du
putes between municipal securities dealers and rwunicipal securities 
brokers, or (3) of any action described in paragraph (1) or (~) on 
any person who has agreed to be bound thereby.". 

(13) The section is furthe1' amended by adding at the end thereof 
the following new S1tbsections: . 

"(c) The stay, setting aside, or modification pursuant to sectzon 
19(e) of this title of any disciplinary sanction imposed bY, a self-";egu
latory organization or a me~ber thereof, person assoe:uz.ted w~th a 
member, or participant therezn, shall not af[ect the validzty or force 
of any action taken as a result of such sanctzon by the self-regulatory 
orgamization prior to such stay, setting aside, or modificati01'1.: Pro
?Jided. That such action is not inconsistent with the pr(YI)isions of this 
title 0'1' the rules or regulations thereunder. The rights of amy person 
actitng itn good faith which arise out of any such action shall not be 
affected itn amy way by such stay, setting aside, or modification. 
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" (d) No State or political subdivision thereof shall impose a111!J tam 
on any change in beneficial or record ownership of securities effected 
through the facilities of a registered clearing agency o·r registered 
transfer agent or any nominee thereof or custodian therefor or upon 
the delivery or transfer of securities to or through or receipt from 
such agency or agent or any nominee thereof or OU8todian therefor, 
unless such. change in beneficial or record ownership or such transfer 
or delivery or receipt would otheT'Wise be tamable by suah State or 
political subdivision if the facilities of such registered clearing agency, 
1•egistered transfer agent, or any nominee thereof or OU8todian therefor 
were not physically located in the taming State or political subdivision. 
No State or political subdivision thereof shall impose any tam on 
securities which are deposited in or retained by a registered cleaTing 
agency, registered transfer agent, or any nominee thereof or OU8todian 
therefor, unless such securities would otherwise be tamable by suah 
State or political subdi1.'ision if the facilities of suah registered clear
ing agency, registered transfer agent, or any nominee thereof or OU8-
todian therefor were not physically located in the taming State or 
political subdivision. 

" (e) ( 1) No person using the mails, or amy 1neans or instru1nentality 
of interstate com1nerce, in the eaJereise of invest1nent discretion with 
respect to an account shall be dee1ned to have acted unlawfully or to · 
have breached a fiduciary duty under State or Federal law unless 
eaJpressly provided to the contrary by a law enacted by the Congress 
or any State subsequent to the date of emaat1nent of the Securities Acts 
Amendments in 1975 solely by reason of his having caused the ac
count to pay a 1nember of an eaJchange, broker, or dealer an amount 
of commission for effecting a securities transaction in eaJcess of the 
amount of commission another 1nember of an eaJchange, broker, or 
dealer would have charged for effecting that transaction, if such per
son determined in good faith that such amount of commission was 
reasonable in relation to the value of the brokerage and research serv
ices provided by such 1nember, broker, or dealer, viewed in terms of 
either that particular transaction or his overall responsibilities with 
respect to the accounts as to whiah he eaJereises investment discretion. 
This subsection is eaJcliusive and plenary insofar as conduct is covered 
by the foregoing, unless otheT'lOise eaJpressly provided by contract: 
Provided, however, That nothing in this subsection shall be construed 
to impair or limit the power of the Commission 'IJIIUler any other pro
vision of this title or otheT'Wise. 

" ( ~) A person eaJereising invest1nent discretion with respect to am 
account shall make suah disclosure of his policies and practices with 
respect to commissions that will be paid for effecting securities transac· 
tions, at suah ti1nes and in suah manner, as the appropriate regulatmy 
agency, by rule, may prescribe as necessary or appropriate in the 
public interest or for the protection of investors. 

"(3) For purposes of this subsection a person provides brokerage 
and research services insofar as he-

" (A ) furnishes advice, either direotl!y or through publications 
or writings, as to the value of securities, the advisability of in
vesting in, purchasing, or selling securities, and the availability 
of securities or purchasers or sellers of securities; 
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"(B) furnishes analyses and reports concerning is8'1!'ers, indus
tries, securities, economic factors and trends, portfolw strategy, 
and the performance of accounts; or . . 

" (C) effects securities transactions and perf0r'm8 funatwns 2n
aidental thereto ( suah as clearance, settle1nent, and ~to:Jy) or 
required in conneotion therewith by rules of the Com_mwswn or a 
self-regulatory organization of which sy.wh P_er"Son w a ?nem?er 
or person associated with a 1nember or 2n whwh 8UGh person u a 
participant.". 

SEo. ~~. Section 31 of the Securities EaJchange Act of 1934 (15 
U.S.C. 78ee) is a1nended to read as follows: 

"TRANSACTION FEES 

"SEo. 31. Every national securities eaJchange shall pay .to the Com
mission on or before March 15 of each calendar year a fee 2n an amount 
equal to one three-h'IJIIUlredths of 1 per centum of the aggregate dollar 
amount of the sales of securities (other than bonds, d~bentures, lf~ 
other evidences of indebtedness) transacted on suah nat;onal ~ecunt;es 
eaJchange during each preceding calendar year to whwh thu sect'U!n 
applies. Every registered broker and dealer shall pay to. the Commu
sion on or before March 15 of each calendar year a fee man amwunt 
equal to one three-hundredths _of 1 per.centwm of the af{gregate do.ll~r 
amount of the sales of secuntws regutered on a national secunt2es 
eaJchange (other than bonds, debentures, and other evidences of in
debtedness) transacted by suah broker or dealer otheT'Wise tha"}' on 
such an eaJchange during each preceding calendar year: Provided, 
however That no pay1nent shall be required for any calendar year in 
which s~h pay1nent would be less than one h'IJIIUlred dollars. The Com
mission, by rule, may eaJempt any sale of s.ecuritf:es 0: any class of. sa.les 
of securities from artty fee imposed by thu sectwn, 2f th;e (/ommwswn 
finds that suah eaJemption is consistent with the publw 2nterest, the 
equal regulation of markets and brokers and dealers, and the develop
?nent of a national market system .. ". 

SEo. ~3. Section 3~ of the Securities EaJchange Act of 1934 (15 
U.S.C. 78ff) is amended as fol'0ws: • . 

( 1) Subsection (a) thereof 2s amended by 2nsert2ng after the phrase 
"section 15 of this title" the following: ':or .by any self-regula:tory 
organization in connection with an applwat~on for "!"embersh2p or 
participation therein or to become assomated w2th a 1nember 
thereof,". 

(93) Subsection (c) thereofisdeleted. 
SEO. 934. The Securities EaJchange Act of 1934 (15 u.~.c. 78a et se.q.)' 

is amended by adding at the end thereof the follow2ng new sectwn: 

"AUTHORIZATION OF APPROPRIATIONS 

"SEo. 35. There are hereby authorized to be appropriated to carry 
out the functions, powers, and dut'fes of the Commission not to eaJceed 
$51 000 000 for the fiscal year end2ng June 30, 1976 and not to eaJceed 
$5s:ooo:ooo for the fiscal year em.ding September 30, 1977. !for fiscal 
years succeeding the 1977 fiscal year, there may be appropnated such 
sums as the Congress may hereafter authorize by law.". 
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SEc. ~5. The Act erntitled "An Act w (CUtlwrize the Securities (.fJfl,(/, 
Ewchange Cowmissi<Yn w delegate certain fwnction8" approved 
August ~0, 196~ (15 U.S.C. 78d-1(b) ), is amended 08 follows: 
. (1) The last se:"~ce of subsection (a) of the first section thereof 
'iS amended by striking the ph-rase "amy mle, regulation or (N'der pur
suant to section 19(b)" and inuJerting in lieu thereof da;ny mle pur
suant to section 19 (c) ". 

(~) Subsection (b) of th.e first section thereof is amended to read as 
follows: 

" ( ~) ~ ith respe.ct to the de~egati?n of any of its functions, as 
pro"?~ded .~n subse~twn (a) of thM sectwn, the Commission shall retain 
a dMcretwn:ary nff.ht. t~ review the. a~tion of an!/ such division of 
the CommMswn, zndw~dual Cowm~ss~oner, heanng ewaminer, em
ployee, or emploY_ee board, upon its own initiative or upon petition 
of a party to or ~ntervenor in such action, within such time and in 
such manner as the Commission, by mle, shall prescribe: Provided, 
howe"!er, That. the vote of one member of the Commission shall be 
sufficwnt tq bnng any such action before the Cowmission for review: 
An~ promded further, That a person or party shall be entitled to 
revzew by the Cowmis~ion if he or: it is adversely affected by action 
at a de~egated level wh1;0h (1) denzes any request for action pursuant 
to sectwn 8(a) or sec.twn 8(c) of the Securities Act of 1933 or the 
first ~entence of sect~on _1'12 ( ~) of the. Securities Ewchange Act of 
1934, ('B) S'U.'fP_ends tradzng ~n a secunty pursuant to section 1~(k) 
of thfJ .Secuntzes Ew~h.ange Act of 1934; or (3) is pursuant to any 
p;ovuwn of th Secunt~es Ewchange Act of 1934 in a case of adjudica
t~~, as defined in section 551 of title 5, United States Code, not re
qu~red by. that Act to. be determined on the record after notice and 
opportun~ty for heanng ( ewcept to the ewtent there is involved a 
matter described in section 554(a) (1) through (6) of title 5 Urnited 
States Code).". ' 

SEc. ~6. Section 9(c) of the Securities Investor Protection Act of 
1970 (15 U.S.C. 78iii(c)) is amended to read as follows: 

"(c) INSPECTION~.-The self-regulf!tory organization of which a 
member of SIPC 'iS a member shall mspect or ewamine such member 
for compliance with applicable financial responsibility mles ewcept 
that if a mffmb.er of SIPC is q- rr:ember of more than one sel/regula
tory organ~zatwn, tf:e Commtss~on, pursuant w section 17(d) of the 
1934 Act, ~hall des~gnate ~ o{ such self-regulatory organizations 
08. respons'!,ble for the ewam~natwn of such member for compliance 
~th applwable financial responsibility mles.". 

SEc .. ~7. (a) Section ~4 of the Securities Act of 1933 (15 U.S.C. 
77w) 'iS am~nded by changing the figure "5,000" to "10,000". 

(b) Sectwn 3~(a) of the Securitie.s Ewchange Act of 1934 (15 
U.S.C. 78/f (a) ) M UJmended by chang~ng the phrase "or imprisoned 
not more than two years" to read "or imprisoned not more than +:noe 
years". t"u 

(c) Section ~9 o~ the Public Utility Holding Company Act of 1935 
(15 U.S.C. 79z-3) u amended by changing the phra8e "or imprisoned 
not more than two years" to read "or imprisoned not more than five 
years". 

(d) B_ection 3~5 of the Trust Indenture Act of 1939 (15 U.S.C. 
77yyy) 1s amended by changing the figwre "$5,000" to "$10,000". 
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(e) Section 49 of the Investment Company Act of 1940 (15 U.S.C. 
80{};-48) is amended by changing the phrase "or imprisoned not more 
than two years" to read "or imprisoned not more than five years" . 

(f) Section '1217 of the Investment Advisers Act of 1940 (15 U.S.C. 
80b-17) is amended by changing the phrase "i;mpri.8oned for not more 
than two years" to read "imprisoned for not more than five years". 

SEc. ~8. The Investment Compamy Act of 1940 (15 U.S.C. 80a-15) 
is ametnded as follows: 

(1) Section 15 thereof is amended by addifng at the end thereof 
the following new subsection: 

"(f) (1) An investment adviser, or a corporate trustee performing 
the function8 of an investment adviser, of a registered investment 
company or an affiliated person of 8UCh investment adviser or corpor
ate trustee may receive any amount or benefit in connection with a 
sale of securities of, or a sale of any other ifnterest in, 8UCh investmernt 
adviser or corporate tmstee which results in an 08signment of an 
investment advisory contract with 8UCh company or the change in 
control of or identity of such corporate trustee, if-

" (A) for a period of three years after the time of such action, 
at least 75 per centum of the members of the board of directors of 
such registered company or such corporate trustee (or successor 
thereto, by reorganization or otherwise) are not ( i) interested 
persons of the investment adviser of such company or such cor
porate trustee, or ( ii) interested persons of the predecessor invest
ment adviser or such corporate trustee; and 

"(B) there is not imposed an unfair burden on such company 
08 a result of such transaction or any ewpress or implied terms, 
conditions, or understandings applicable thereto. 

"('B) (A) For the purpose of paragraph (1) (A) of this subsection, 
interested persons of a corporate trustee shall be determined in accord
ance with section ~(a) (19) (B): Provided, That no person shall be 
deemed to be an interested person of a corporate trustee solely by 
reason of ( v) his being a member of its board of directors or advisory 
board or ( ii) his membership in the immediate family of any person 
specified in clause ( i) of this subparagraph. 

"(B) For the purpose of paragraph (1) (B) of this subsection, an 
unfair burden on a registered investment company includes any 
anangement, during the two-year period after the date on which any 
such transaction occurs, whereby the investment adviser or corporate 
trustee or predecessor or successor investment advisers or corporate 
trustee or any interested person of any such adviser or any such cor
porate tmstee receives or is entitled to receive any compensation 
directly or indirectly ( i) from any person in connection with the pur
chase or sale of securities or other property to, from, or on behalf of 
such company, other than bona fide ordinary compensation as princi
pal under'Writer for such company, or ( ii) from such company or its 
security holders for other than bona fide investment advisory or other 
services. 

"(3) lf-
"(A) an assignment of an investment advisory contract with a 

registered investment company results in a successor investment 
adviser to such company, or if there is a change in control of or 
identity of a corporate trustee of a registered investment com-
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pany, and such adviser or t1'U8tee is then an investment adviser or 
corporate t1'U8tee with respect to other assets substantially greater 
in, amount than the amount of assets of such company, or 

'(B) as a result of a merger of, or a sale of substantially all 
the assets by, a registered investment company with or to another 
registered investment company with assets substantiall;y greater 
in amount, a transaction occurs which would be subject to para
graph (1) (A) of this subsection, 

81f0h ~iscrepan~. in size of assets shall be considered by the Oommis
szon 2n determzn:ung whether or to what ewtent an application under 
section 6(c) for ewemption from the provisions of paragraph (1) (A) 
should be granted. 

"(4) J!ara;grap~ (1) (A) of. this subsection shal~ not apply to a 
transactzon zn whwh a controllvng block of outstandzng votzng securi
ties of an investment adviser to a registered investment company or of 
a corporate t1'U8tee performing the functions of an investmemt adviser 
to a registered investment company is-

" (A) dis.tribu,t~d to. the public a;n.d in which there is, in fact, 
no change 2n the idemity of the persons who control such invest
ment adviser or eorporate t1'U8tee, or 

"(B) tr01n8ferred to the investment adviser or the eorporate 
t1'U8tee, or an affiliated person or persons of suoh investment ad
viser or eorporate t1'U8tee, or is transferred from the investmemt 
adviser or corporate t1'U8tee to an affiliated person or persons of 
the investment adviser or corporate t1'U8tee: Provided, That ( i) 
each transferee (other than sueh adviser or t1'U8tee) is a natural 
person and ( ii) the transferees (other than such adviser or t1'U8tee) 
owned in the aggregate more than 135 per eentutm of 8U(Jh voting 
semtff'ities for a period of at least sim months prior to 8U(Jh tranfer.''. 

( 93) Section 15 (c) thereof is amended by adding at the end thereof 
a new sentence as follows: "It shall be u'nlawful for the directors of a 
registered investment company, in connection with their evaltuation of 
the terms of any eontract whereby a person undertakes regularl;y to 
serve or aet as investment adviser of sueh company, to take into ac
count the purehase price or other eonsideration any person may have 
paid in e01'/II'IMJtion withJ. a transaction of the type referred to in para
graph (1), (3), or (4) of subseetion (f).". 

(3) Seetion16 thereof is a:rnemded as follows: 
(A) in the first sentence of subsection (b) by striking out "The 

provisions of subsection (a) of this seetion" and inserting in lieu 
thereof "The foregoing provisions of this seetion"; 

(B) by redesignating subsection (b) as subsection (c) , striking 
out "this subseetion (b)" therein, and inserting in lieu thereof 
"this subsection (e)"; and 

( 0) by adding after subseetion (a) thereof the following new 
subsection: · 

" (b) Any vacancy on the board of direetors of a registered invest
ment company whieh oecurs in eonnection with eomplianee with sec
~ion 15(!) (1) (A) and whieh must be filled by a person who is not an 
znterested person of either party to a transaetion subject to section 
15(!) (1) (A) shall be filled only by a person (1) who has been selected 
and proposed for eleetion by a majority of the directors of sueh com-
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pany who are not sueh interested persons, and (93) who has been eleeted 
by the holders of the outstanding vot~ng ser:urit~s of sueh company, 
eweept that in the ease of the death, dzsqualifieat'ton, or bl()'l'ID, fide res
ignation of a direetor seleeted and eleeted pwrsuant to e"lauses (1) 
and (93) of this subsection (b), the vacancy created thereby may be 
filled as provided in susbection (a).". 

(4) Section 13(b), 15(d), 18(i)1 and 393(a) t~reof,are ~~ruf:ed 
by striking out the phrases "subseetwn (b) of sectwn 16 and sect~n 
16(b)" wherever they occur and inserting in lieu thereof "sectwn 
16(c)". 

(5) Section 10(e) thereof is a'W!nded. to r~ad as follows: . 
" (e) If by reason of th-e death, duqual'tfiea:twn, or bfYJ'Ia fide reszg"!'-"

tion of any director or directors, the reguzre~nts of the for_egmng 
provisions of this section or of section 15(/) (1) zn respect of dzr~ctors 
shall not be met by a registered investment eomJXl!YI!Jjl the operatwn of 
such provision shall be suspended as to sueh regzstered company-

" (1) for a period of thirty days if the vacancy or vacanmes may 
be filled by action of the board of directors; . 

"(93) for a period of siwty days if a vote of stockholders u re-
quired to fill the vacancy or vacancies; or . . . 

"(3) for 8U(Jh longer period as the Oommzsszon may prescrzbe, 
by rules and regulations upon its own motion qr by o:rder upon 
application as not inconsistent with the proteetzon of znvestors.". 

( 6) Section 9' thereof is amended by adding at the end thereof the 
following new subsection: 

"(d) For the purposes of subsections (a) through (c) of this sec
tion the term 'investment adviser' includes a corporate or other t1'U8tee 

' . f . f . t tad. " performzng the unctwns o. an znves men vuer. . . 
(7) Section 36 thereof u further amended by add2ng at the end 

thereof the following new subsection: 
"(d) For the purposes of subsections (a) through (c) of this sec

tion the term 'investment adviser' includes a corporate or other trus
tee ~erforming the functions of an investment adviser.". 

SEC. 939. The Investment Advisers Act of 1940 (15 u.s.a. BOb) is 
amended as follows: 

(1) Subsection (c) of section 9303 thereof is a.mended to read as 
follows: 

"( c )(1) An investment adviser, or any person who presently con
templates becoming an investment adviser, may be registered by fil
ing with the 0 ommisison an application for regist;ation iln 8U(Jh form 
and containing such of the following informatwn and documen~s 
as the Commission, by rule, may prescribe a;s nece~sa.ry or appropn
ate in the public interest or for the protectwn of 2nvestors: 

"(A) the name and form o~ organization und~r whic_h the in
vestment adviser engages or 2mends to engage 2n buszness; the 
name of the State or other. sovereign po'll!er unde: wh~ch S?Jfh 
investment adviser is organzzed; the locatzon of hu or zts pnn
eipal business office and branch offices, if any; the names and 
addresses of his or its partners, offieers, dir~tors, and pers?nB 
performing similar functions or, if 8U(Jh an znvestment ad~uer 
be an individual, of such individual; and the number of hu or 
its employees; 
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" (B) the edtueation, the bu.siness a;ffiliations for the past ten 
y~ars, and the l?"'esenp lnDsiness affiliations of such investment ad
m,ser and_ of h_w .or ~ts parpners, otficers, directors, and persons 
perfo'f"rrrJJ,ng s~m~lar fwrwtwns and of a1'11!J controlling person 
thereof; 
. "(C) the nature of the business of such investment advi8er 
~neludzng the manner of giving advice and rendering analyse~ 
or reports; 

"(D) a balance sheet certified by an independent public ac
counta":t. and ot.her financial statements (which shall, as the 
CommUJs~onspeeifies, be certified)· 

"(E) thf3 nature and scope of the authority of sueh investment 
advwer 11nth respect to clients' funds and accounts · 
. "(F) the basis or bases upon which such in~estment advi8er 

UJ compensated; 
. "(G) 'l!'hether s;ueh investment advi8er, or any person asso
mat~ 'llnth ~ueh ~nvestment advi8er, is subject to any disquali
fieat~on. whwh w_ould . be a basis. for denial, suspension, or 
revOlza~~on of registr_atwn of 8Ueh ~nvestment advi8er under the 
provtSwns of subsectzon (e) of thi8 section; and 
. "(H) a staterr:ent as t<? w·het~r the principal business of such 
znvestmenp advzser aonswts or UJ to consi8t of acting as invest
ment adv~er and a statement as to whether a substantial part 
of the bus_zne~s of such inves~ adviser, consi8ts or i8 to consi8t 
~f rende;tn[! znvestment supervwory services. 

. (2) w~thz~ f<?rty-five days of the date of the fililng of such ap
plwatzon (or w~thin such longer period as to which the applicant 
consents) the Commi8sionshall---

" (A) by order grant such regi8tration · or 
"(B) . t' d' ' ~ns ~tu_te procee zngs to .determine whether regi8tration 

should be den~etf. Such proc~ed~ng~ shall include notice of the 
rtrounds for denial under consideratwn and opportunity for hear
zng and shall be e_oncluded withi"! o~ hundred twenty days of 
the dat~ of the filzng of the applwatwn for regi8tration. At the 
coneluswn of such proce.eding_s the Commi8sion, by order, shall 
gran~ or deny such. regwtratwn. The Commission may emtend 
~he. tzme for concluszon of such proceedings for up to ninety days 
if ~t finds good cause for sueh emtension and publi8hes its rea
sm:s for so finding or for 8Ueh longer period as to which the ap
plzcant consents. 

The Commission shall grant such regi8tration if the Commi8sion finds 
that the requirements of this section are sati8fied. The Commission 
~hall deny s11;0h regi8trr.:tion if it does not make such a finding or if 
zt finds. that if the apP_lwant were so registered, its regi8tration would 
be s'!"bJect to suspenszon or revocation under subsection (e) of thi8 
sectwn.". 

(2) Subsection (e) of section 203 thereof, i8 amended to read as 
follows: 

" (e) The Commi8sion, by order, shall censwre place lilmitations 
on the activities, functions, or operations of, suspe:UZ for a period not 

81 

emceeding twelve months, or revoke the registration of any investment 
advi8er if it finds, on the record after notice and opportunity for hear
ing, that such censure, placing of limitations, suspension, or revoca
tion i8 in the public interest and that such investment adviser, or any 
person associated with such investment advi8er, whether prior to or 
subsequent to becoming so associated--

"(1) has willfully made or caused to be made in any applica
tion for regi8tration or report required to be filed with the Com
mi8sion under thi8 title, or in any proceeding before the Oom
mi8sion with respect to regi8tration, any statement which was at 
the time and in the light of the circumstances under which it was 
made false or mi8leading with respect to any material fact, or 
has omitted to state in any such application or report any material 
fact which i8 required to be stated therein. 

"(2) has been convicted withiln ten years preceding the filing 
of any application for regi8tration or at any time thereafter of 
any felony or misdemeanor which the Oommi8aion finds-

" (A) involves the purchase or sale of any security, the 
taking of a false oath, the making of a false report, bribery, 
perjury, burglary, or conspiracy to commit any such offense; 

" (B) arises out of the conduct of the business of a broker, 
dealer, municipal securities dealer, investment advi8er, bank, 
insurance company, or fiduciary; 

" ( 0) involves the larceny, theft, robbery, emtortion, for
gery, counterfeiting, fraudulent concealment, embezzlement, 
fraudulent conversion, or mi8appropriation of funds or secu
rities; or 

"(D) involves the violation of section 152, 1341, 1342, or 
131,3 or chapter 25 or 47 of title 18, United States Oode. 

"(3) i8 permanently or temporarily enjoined by order, judg
ment, or decree of any cmtrt of competent jurisdiction from acting 
as an investment advi8er, underwritm·, broker, dealer, or ·munici
pal securities dealer, or as an affiliated person or employee of a111JJ 
investment company, bank, or insurance company, or from en
gaging in or conti:nuing any conduct or practice in connection with 
any such activity, or in connection with the purchase or sale of 
any security. 

"(4) has willfully v~olated any provi8ion of lhe Securities 
Act of 1933, the Securities Emchange Act of 1934, the Investment 
Company Act of 191,0, thi8 title, or the rules or regulations under 
any such statutes or any rule of the Municrtpal Securities Rulei
mak.ing Board, or is unable to comply with any such provi8ion. 

" ( 5) has willfully aided, abeted, counseled, commanded, in
duced, or procured the violati011. by any other person of a111JJ provi
sion of the Securities Act of 1933, the Securities Emchange Act of 
1934, the Investment Company Act of 191,0, thi8 title, the rules 
or regulations under any of such statutes, or the rules of the Mu
nicipal Sem.trities Rulemaking Board, or has failed reasonably to 
supervi8e, with a view to preventing violations of the provi8ions 
of such statutes, rules, and regulations, another person who com-

52-605 0- 75 - 6 
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m_i~s such a violation, if such other person is subject to his super
v'lBwn. For the pu~poses of this paragraph (5) no person shall be 
deemed to have fa'ded reasonably to supervise any person if-

"(A) there.have been established procedures, a~ a sys
tem for apply~ng such procedures, which would reasonably be 
expected to prevent and detect, insofar as practicable any 
such violation by such other person and ' 

" (B) . sue~ pe~son has reasonably discharged the duties 
and obhgatwns mcum_bent upon him by reason of such pro
cedures and system w~thout reasonable cause to believe that 

" suo~ proc~dures and system were not being complied with. 
(6) 'l8 subJ~Ct to an orde; of t~e Com'"!'ission entered pursu

arr:t to subseatwn (f) of thu sectwn barnng or suspending the 
nght of such person to be associated with an investment adviser 
which ord~r is in effect with respect to such person.". 

(3) Subsectwn (f) of section '203 thereof is amended to read as 
follows: 

"(f) T~ .O.ommission, by order, shall ce>nsure or place limitations 
on the .act~v~t~s of any persqn associated or seeking to become associ
ated w~th am mvestment advuer, or suspend for a period not exceeding 
~welve months or ba::r (Jfny such person from beirng associated with an 
~nvestment ad~iser, if the. Commission finds, on the record after notice 
and oppf'rtwmty for: h~armg, that. su_ch ce>nsure, plaairng of limitations, 
suspe'fi;'JWn, or bar; u ~n the publw ~nterest and that such person has 
comm~tted or om~tted (Jfny act or omission enumerated itn paragraph 
(1), (4),.or (5) of.subs~ction (e) ofthissectionorhasbeenconvicted 
of any offense spemfied m paragraph (2) of said subsection (e) withirn 
t~n year~ of t.h~ commencement of the proceedings under this subsec
t~on, or u en.wmed from any action, conduct or practice specified in 
paragraph (3) of said subsection (e). It shall be unlawful for any per
son alf to whqm such an order suspending or barring him from being 
assomated w~th. am inv~stment. adviser is in effect willfully to become, 
or to be, asso~ted w~th. an ~nvestment adviser without the consent 
o{ the Comm~swn, and ~t shall be unlawful for amy investment ad
VUfer to_ pe7"11'!'~t such a person to become, or remain, a person associated 
w~t~ h~m w~thou~ the consent of the Commission, if such investment 
advuer knew, or m the exM"eise of reasonable care should have known 
of such order.". ' ' 
. (4) Section '203 thereof is further amended by striking out subsec

t~on (g) ~hereof and redesignatirng subsections (h) ~ ( i) thereof 
as subsectW'fi'S (g) and (h) , respectively. 

,\ 5) Seetwn '204 ~hereof is amended to read as follows: 
S-ee. '204. Every mvestme~ adviser who makes use of the mails or 

of. amy 1f!R'ans.or mst;wmentahty of irnterstate commerce iJn connection 
w~th. htS or ~ts bumness as an investment adviser (other than one 
spemf!ca?ly exempted from registration pur8U(Jfnt to section '203 (b) 
o(f thd tdle) '·shall ~e and keep for prescribed periods such records 

1
;J;l)efonef d .1fl{ sect:_on 3{a) (37) of the Securities Exchamge Act of 

'~- , U'fln?Sn sucn copws thereof, ~ make ~ disseminate such 
reports as the Commission, by nile, may prescribe as necessary or 
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appropriate itn the public interest or for the protection of investors. 
All records (as so defined) of such investment advisers are subject 
at any time, or from time to time, to such reasonable periodic, special, 
or other examirnations by representatives of the Commission as the 
Commission deems necessary or appropriate itn the public interest 
or for the protection of investors.". _ 

SEc. 30. Section 4 of the Securities Act of 1933 (15 U.S.C. 77(d)) 
is amended by adding at the end thereof the following new paragraph:. 

" ( 5) (A) Transactions i;nvolving offers or sales of one or more prom
issory notes directly secured by a first lien on a single parcel of real 
estate upon which is located a dwelling or other residential or commer
cial structure, and participation interests 1~n such notes-

" ( i) where such securities are originated by a savings and loan 
association, savings bank, commercial bank, or similar banl.,"ing. 
institution which is supervised and examined by a Federal or 
State authority, and are offered and sold subject to the following 
conditions : 

" (a) the minimum aggregate sales price per purchaser shall 
not be less than$250,000; 

"(b) the purchaser shall pay cash either at the time of the 
sale 101' within sixty days thereof," a 'lUi 

" (c) each purchaser shall buy for his own account only," or 
" ( ii) where such securities are originated by a mortgagee ap

proved by the Secretary of Housing and Urban Development pur
suant to sectiom 203 arul '211 of the National Housing Act, a'IUi 
are offered 'Or sold subject to the three conditions specified itn 
subparagraph (A) ( i) to any institution described in such sub
paragraph or to any insurance company subject to the super
vision of the insurance commissioner: or any agency or officer per
forming like function, of any State or territory' of the United 
States or the District of Columbia, or the Federal Home Loan 
Mortgage Corporation, the Federal National Mortgage Associa
tion, or the Government National Mortgage Association. 

"(B) Transactions between any of the entities described in sub
paragraph (A) (i) or (A) (ii) hereof involving non-assignable con
tracts to buy or sell the foregoing securities which are to be completed 
'UYt~thin two years, where the seller of the foregoing securities pursuant 
to any such contract is one of the parties described in subparagraph 
(A) ( i) or (A) ( ii) who may originate such securities and the pur
chaser of such securities pursuant to any such contract is any imtitu
tion described in subparagraph (A) ( i) or any insurance eompamy 
described in subparagraph (A) (ii), the Federal Home Loan Mort
gage Corporation, Federal National Mortgage Association, or the 
Government National Mortgage Association and where the foregoing 
securities are sub.feet to the three eonditiom for sale set forth in sub
paragraphs (A) (i) (a) throuqh (c). 

" (C) The exemption provided by subparagraphs (A) and (B) 
hereof shall not apply to resales of the securities acquired pursuant 
thereto, unless each of the conditions for sale contained in subpara
graphs (A) (i) (a) through (c) are satisfied.". 
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SEc. 31. (a) This Act shall become effective on the date of its enact
ment ewcept as Mreinafter provided. The amendments made by this 
Act to sections 3(a) (Jf!), 6 (a) through (d), 11A(b), Jo(a); loA, 
16B(a), 17A (b) arnd (c), and 19(g) of the Secwrities Ewchange Act 
of 1934 shall become effective one hundred eight days after the date 
of enactment of this Act, and the amend!ments made by this Act to 
section 31 of the Securities Ewchmnge Act of 1934 shall become effec
tive on January 1, 1976. Neither the provisions of section 3(a) (3), 
6(b) (2), or 6(c) (1) of the Securities Ewchange Act of 1934 (as 
amended by this Act) nor any rule or regulation thereunder shall 
apply so as to deprive any person of membership in any national secu
rities ewchange (or its successor) of which such person was, on the 
~ate of enac~me"!t of this Act, a member 07' a member firm as defined 
zn the constttutwn of such ewchange, or so as to deny membership 
in any such ewchange (or its successor) to any natural person who 18 
07' become_s associated with such member or member firm. 

(b) If zt appears to the Commission at any time within one year 'Of 
the effective date of any amendment made by this Act to the Securities 
Ewchange Act of 1934 that the orgamization or rules of any national 
securities ewchange or registered securities association registered with 
t~ Commission on the date of enactrru>;n~ of this Act do not comply 
wzth such Act as amended, the Commwszon shall so notify such ew
change or association in writing, specifying the respects in which the 
ewchange or associations is not in compliance with such Act. On and 
after the one hundred eightieth day following the date of receipt of 
such notice by a national securities ewchange or registered securities 
association, the Commission, without regard to the provision-s of 
section 19(h) of the Securities Ewchange Act of 1934, as amended 
by this Act, is authorized by order, to 8U8pend the registration of 
any such ewchange or association or impose limitations on the activi
ties, functions, and operations of any such ewchange or association, 
if the Commission finds, after notice and opportunity for hearing, 
that the organization or rules of such ewchange or association do not 
comply with such Aet. Any such suspension or limitation shall con
tinue in effect until the Commission, by order, declares that such ew
change or association is in compliance with such requirements. 

And the House agree to the same. 
That the Senate recede from its disagreement to the amendment 

of the House to the title of the 'Senate bill and agree to the same with 
an amendment as follows : 

In lieu of the matter proposed to be inserted by the amendment of 
the House to the title of the Senate bill, insert the following: "An Act 
to amend the Securities Exchange Act of 1934 to remove barriers 
to competition, to foster the development of a national securities 
market system and a national clearance and settlement system, to 
make uniform the Securities and Exchange Commission's authority 
over self-regulatory organizations, to provide for the regulation of 
brokers, dealers and banks trading in municipal securities, to facili
tate the collection and public dissemination of information concern-
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ing the holdings of and transactions in securities by institutional in
vestment managers, and for other purposes." 

And the House agree to the same. 
HARLEY 0. STAGGERS, 
JOHN E. Moss, 
LIONEL vAN DEERLIN, 
W. S. (Bn..L) STUCKEY, Jr., 
Bos EcKHARDT, 
JOHN Y. McCoLLISTER, 
JAMES T. BROYHILL, 

Managers on the Part of the House. 
Wn..LIAM PROXMIRE, 
lliRRisoN A. Wn..LIAMs,Jr., 
THOMAS J. MciNTYRE, 
JoHN ToWER, 
EDWARD w. BROOKE, 

Managers on the Part of the Senate. 



JOINT EXPLANATORY STATEMENT OF THE COMMITTEE 
OF CONFERENCE 

The managers on the part o.f the House and Senate at the 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, submit the following joint statement to 
the House and the Senate in explanation of the effect of the action 
a.greed upon by the managers and recommended in the accompanying 
conference report : 

The House amendment to the text of the bill struck out all of the 
Senate bill after the enacting clause and inserted a substitute text. 

The Senate recedes from its disagreement to the amendment of the 
House with an amendment which is a substitute for the Senate bill and 
the House amendment. The differences between the Senate bill, the 
House amendment, and the substitute agreed to in conference are 
noted below, except for clerical corrections, conforming changes made 
necessary by agreements reached by the conferees, and minor drafting 
and clarifying changes. 
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INTRODUCTION 

The securities markets of the United States are an important na
tional asset. Under the system of Federal regulation established in 
the 1930's, these markets have flourished. They have provided a means 
for millions of Americans to share in the profits of. our free enterprise 
system and have facilitated the raising of capital by new and growing 
businesses. 

Growth and success, however, have brought problems in the wake. 
Unfortunately, the statutory and regulatory structure has not kept 
up with economic and technological changes or with shifts in public 
investment patterns. The result have been operational breakdowns and 
economic distortions which have impaired public confidence in the 
securities markets and have at times posed threats to the viability of 
our entire equity investment system. 

Against this background, four years ago the Congress began the 
most searching reexamination of the competitive, statutory, and 
economic issues facing the securities markets, the securities industry, 
and, of course, public investors, since the 1930's. This legislation is the 
culmination of that effort. As such, it is designed to remedy past prob
lems and regulatory and self-regulatory deficiencies. It is perhaps more 
important, m the conferees' view, that this legislation insure inves
tors-both in this country and abroad-that our securities markets 
will remain vigorous and efficient in the years ahead. 

The securities markets of the United States are indispensable to the 
growth and health of this country's and the world's economy. In order 
to raise the enormous sums of investment capital that will be needed 
in the years ahead and to assure that that capital is properly allocated 
among competing uses, these markets must continue to operate fairly 
and efficiently. The increasing tempo and magnitude of the changes 
that are occurring in our domestic and international economy make it 
clear that the securities markets are due to be tested as never before. 
Unless these markets adapt and respond to the demands placed upon 
them, there is a danger that America will lose ground as an interna
tional financial center and that the economic, financial and commer
cial interests of the Nation will suffer. 

The rapid attainment of a national market system as envisaged by 
this bill is important, therefore, not simply to provide greater investor 
protection and bolster sagging investor confidence but also to assure 
that the country maintains a strong, effective and efficient capital rais
ing and capital allocating system in the years ahead. 

The basic goals of the Exchange Act remain salutatory and unchal
len~ed : To provide fair and honest mechanisms for the pricing of se
cunties, to assure that dealing in securities is fair and without undue 
preferences or advantages among investors, to ensure that securities 
can be purchased and sold at economically efficient transaction costs, 
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and to provide, to the: m3;xil!lum ~egree practicable, markets that are 
open .a~d orderly. This bill IS an Important step in assuring that the 
securities markets and the regulation ef the securities industrv remain 
~trong and .capable of fostering these fundamental goals under chang
Ing economic and technological conditions. 

A NATIONAL MARKET SYSTEM FOR SECURITIES 

1. Objectime~ of a national 'l'JUJ,Tket system and SEC authority 
After settm~ f?rth Congressional findings concerning the im or

tance. ~f estabhshmg a national market system for trading qualffied 

0curit~es., both the Senate bill and the House amendment required the 
ommisswn to take affirmative action toward the creation of such a 

system. 
. The House amendment directed the Commission to establish a na
tw~al market sy-stem for transactions in securities and, further, pre
scribed ~he basic ele:ments of the system. These elements included a 
transactional reportmg sys~em, a c?mposite quotation system, and a 
system of rules .and re~~atwns designed to provide fair competition 
between compet_1tor~ withm .the system. 

The Senate bill did not. dir~ct the Commission to create the national 
mark~t system. Instead, It d.Irected the Commission to facilitate the 
e~tabhshm~nt of the SJ:'Ste~ m accordance with enumerated Congres
SIOI_lal findmgs al_ld Ob]eC~Ives. The. s.e~ate bill relied on an approach 
desig~~d ~o provid~ m~x~mum flexibility to the Commission and the 
securit~es mdustry m givmg specific content to the general concept of 
the natwnal market system. 

. ~he conference substitute adopts, with minor revisions the pro
vis~ons of the Senate bill. It is the intent of the conferee~ that the 
natwnal market system evolve through the interplay of competitive 
forces as unnecessary regulatory restrictions are removed. The con
ferees e~pect, however, in tho~e situations where competition may not 
be sufi!.c~ent, such as t.he creatwn ?f a composite quotation system or a 
consolidated transacho~a~ repprti_ng system, the Commission will use 
~he powers g-ranted t<? It m this !:nil to act promptly and effectively to 
~nsure that the ess~ntial mechams~s of an integ-rated secoudary trad
mg system are put mto plac~ as rapidly as possible . 
. The House ::tmendment directed the SEC to prescribe rules provid
mg for the fair and reasonable allocation of the costs associated with 
the ~evelopm.ent and operation of a national market system. The Sen
ate hill C?nta~ned no comparable provision. The House receded to the 
Senate, smce It was gen.erally felt. by the conferees that the provisions 
of the conference substitute providmg for the equitable allocation of 
dues, fees, and other charges levied by self-regulatory organizations 
would adequately resolve this matter. 
.T~e Senate b~ll specifically referred to the possibility of subsystems 

Withm the na~10nal. market system. The conferees determined that 
such ~ference IS desirable. Although the studies and hearings on which 
the bill~ ~re ha:sed w.ere concerned almost exclusively with common 
stocks, It IS the ~~tentwn ~f _both Houses that all securities, other than 
~xempted secunties, be ehgibl~ to be qualified for trading in the na
tional market system. The umque characteristics of other securities 

' 
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however, may require treatment different from that for listed common 
stocks. For example, it ~as not bee~ determined whet~e! a transac
tional reporting .sy.stem IS appropnate fo"!-' ~~bt securitl~. Accord
ingly the ComiDission should have the flexibility of estabhshmg sub
syste~s within the nationa:l ma;rket system whi<;-~ are tt?lored to the 
characteristics of the particular types of secunties wh1ch are to be 
traded in each subsystem. 
93. Oommwnicatwn among and di8seminaticn of information about 

seeurities 'l'JUJ,Tkets 
Since communications systems, particularly those designed to P!O

vide automated dissemination of last sale and quotation mformatwn 
with respect to securities, will form the heart of the national market 
system, they were addressed in each of the bills in confe~ence. In 
both the Senate bill and House amendment, the SEC was g~ven per
vasive rulemaking power to regulate securities communicatio1_1s sys
tems, e.g., securities information processors, thus bringing directly
under the SEC's jurisdiction all organizations engaged in the busi
ness of collecting, processing, or publishing information relating to 
quotations for and transactions in securities. . 

The Senate bill required securities information processors whiCh 
act as exclusive pr?ces~rs to register. with the 9ommissio_n an~ pro
vided the CommiSSIOn with the authority to reqmre the reg~stratwn of 
other categories of secur~ties inform.ation processors. The r.eference 
to exclusive processors did not constitute a mandate for a smgle se
curities information processor at any stage in the processing of quo
tation or transactional data, but merely recognized that where a self
regulatory organization or organizations utilize an exclusive processor, 
that processor takes on certain of the characteristics of a public utility 
and should be regulated accordingly. 

The Senate bill gave the SEC administrative authority to regulate 
and oversee the activities of registered securities information proces
sors. For example, the Commission was authorized to censure or place 
limitations on the activities, functions, or operations of any registered 
securities information processor, or to suspend or revoke its registra
tion for violations of the Securities Exchange Act or the rules or 
regulations thereunder. In addition, the Commission was authorized 
to review and set aside any exclusionary action by a registered secu
rities information processor. The House amendment contained no 
comparable provisions. The House receded to the Senate. 

Finally, the Senate bill and the House amendment required the 
Commission to assure that equal regulation, within the national market 
system, is achieved. Under the House amendment, the Commission was 
directed to promulgate rules and regulations applicable to specialists, 
market makers and certain other dealers who perform similar func
tions to assure that competition occurs within the context of equal 
regulatory requirements. Equal regulation was defined in competi
tive terms and would have been applicable onl~ to dealers. 

The Senate bill also defined "equal regulation ' in competitive terms, 
but made it applicable generally to the regulation of the trading mar
kets and the conduct of the securities industry. Equal regulation was 
applied in broader areas in the Senate bill, directing the Commission to 
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assu~e equal r~~lation not only of dealers, but also of all markets for 
ql!~hfied securities, exc~ange members, and brokers. The Senate pro
VISIO~ ~as agreed UJ?O~ m conference with a modification to make clear 
~hat It I~ the CommiSSIOn, subject to appropriate judicial review that 
IS ~o d~Ide whether any regulatory disparity is not necessary or appro
priate m furtherance of .th~ purposes ~f the Exchange Act. The con
ferees expect that Cm;nm~ss10n ~Ill a_c~ m. these areas in an expeditious 
mam_ter to rem?-ye unJustified disparities m regulation as may result in 
unfair competitive advantages. 

3. Elimination of unneaessary regulatory restriations 
. Bot~ the Sen~te.bill.and the Ho.use amendment contained provisions 

d~r~ctmg the ehmmat10n ?f restnctive rules and practices which pro
hib!t br?k~rs fr?m searchmg out the best price for their customers or 
whiCh hmit or Impede market making activities as inconsistent with 
the d.evelopment of a national market system. 

With, reSJ?~Ct to excha.nge rules which limit or condition a 
m~mber s abihty to transmit business or any other exchange or other
w~se. tha.n on .an exchange, the House bill specifically required their 
ehmmat10n after September 1, 1975, unless specifically reviewed and 
a!!p~oved by the Com!llission. Upon review of such rules, the Com
~ISSion would be :r:e9mred to find that ( 1) any limitation or condition 
Imposed on th~ abihty of an exchange or association member to select 
ahl?ng .compet~ng markets was consistent with such member's agency 
o Igatwn to hi~ customer and (2) the restriction was otherwise neces
sary to accomph~h t~e purposes of the Exchange Act. 
T~e Senate hill. ~Id not attempt to eliminate specific enumerated 

barrie~ ~ competitiOn: Rath~r, t~e Senat~ bill charged the SEC with 
an exphcit .a~d perva~IVe obligatiOn to eliminate all present and fu
ture competitive restramts that could not be justified by the purposes of 
the Exchange Act: ~he Commission was directed to remove existing 
~ur:dens on competitiOn and to refrain from imposing, or permitting to 
. e fimposed, any new regulatory burden "not necessary or appropriate 
m. ~rtherance ?f the purposes" of the Exchange Act. Thus, the Com
miSSIOn was obhg!lte~ to review existing and proposed rules of the self
regulatory orgamzat10ns an~ to aJ;>rogate any present rule, or to dis
approve any proposed. rule. Imposmg a competitive restraint neither 
nb9ess~ry n<;>r !-tPPropriate m furtherance of a legitimate regulatory 
o. J~ctive. SI~ularly, the Commission was empowered to review dis
Ciplmary ac~wn~ of the sel!-regulatory organizations and to set aside 
any such acti~n ~t found to ~mpose a burden on competition determined 
by the CommiSSIOn to be nmther necessary nor appropriate in further
ance of t~e purposes of t~e Exchange Act. Further, the Commission 
was reqmred to ~valuate Its o~n regulatory proposals in light of the 
fundame1_1t~l natiOnal economic .Policy of furthering competition and 
was prohiJ;>I~ed from promulgatmg any rule which Imposed a burden 
o~ competitiOn not necessary or apl?ropriate to achieve the purposes 
of the ~x~hange Act. The Co~mission's responsibility under the 
~enate bll~ IS to bala_n~e the perceived anticompetitive effects of a regu-
atory. po~ICY or d~ciswn (whether its own or that of a self-regulatory 

orgamzat10n) agamst the purposes of the Exchange Act that are ad
vanced thereby and the costs of doing so. 

The conference substitute accepts the Senate provisions with respect 
to competitive standards.~ sp.ec~fic provis~~n is adde?,. however, con
cerning exchange rules whiCh hm1t or condition the abihty of members 
to effect transactions in securities otherwise than on such exchanges. 
The Commission is directed to review such rules de novo in light of 
the specific competitive standards added by the Securities Acts 
Amendments of 1975 and, on or before the 90th day following the date 
of enactment of the Securities Acts Amendments of 1975, to (1) report 
to the Congress the results of its review, including the effects on compe
tition of such rules, and (2) commence a proceedingif such rules do 
not meet these requirements in accordance with the provisions of new 
section 19 (c) of the Exchange Act. Such proceeding must be concluded 
within 90 days of the date of its commencement. Should there be an 
appeal from any rule issued by the Commission at the conclusion of 
such proceeding, the court of appeals is directed to expedite any such 
appeal. 
-~·Regulation of market makers 

The Senate bill amended section 11 (b) of the Exchange Act, con
cerning the Commission's broad powers over exchange specialists, 
to delete the existing negative obligation on specialist trading. 
The amendments to section 11 (b) also made clear that the Commission 
may limit the activity of a specialist to that of a broker or dealer. The 
House amendment contained no comparable provisions. The House 
agreed to the Senate provisions. 

The Senate bill and the House amendment both give the Commission 
authority to regulate the activities of market makers other than spe
cialists. The Senate bill in addition gave the Commission the author
ity to prohibit a securities firm from acting as both broker and dealer 
in the same security. The House agreed to the Senate provision. 

5. Unlisted trading privileges 
The Senate bill contained provisions permitting an exchange to com

mence trading in securities which are not listed on any exchange. 
Standards are provided to guide the Commission in considering appli
cations for the extension of so-called unlisted trading privileges, 
including the public trading activity in the security, the impact on the 
extension on the existing markets for the security and on competition, 
and the progress that has been made toward the development of a 
national market system. The House amendment contained no com~ 
parable provisions. The House accepted the Senate provision with an 
amendment to make clear that unlisted trading privileges may not be 
granted if the effect would be to restrict rather than to increase 
competition. 
6. Third market trading 

The Senate bill and House amendment contained provisions aug
menting the Commission's general rulemaking powers to deal with any 
serious disruptions in the markets for listed securities caused by the 
trading of such securities otherwise than on a national securities ex
change, e.g., in the third market. These provisions are generally 
referred to as "failsafe powers," reflecting the expectation that they 
are provisions which may only be used as regulatory powers of last 
resort. 
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The Senate bill directed the SEC to take all steps within its power to 
corr~ct any ad~e~se effect on the fairness or orderliness of the markets 
for hsted se~urities caused by third market trading. The SEC was fur
tl~er authorized, af~er a hearing at which i~terested persons are pro
vide.d the opport~mty to .mak.e or.al presenta.ti.ons, and upon prescribed 
findmgs, to confine tradmg m hsted secunties to national securities 
exchanges. The findings ':ere first, that no rule of any exchange (other 
than an excha!lge rule fairly and reasonably prescribing the sequence 
for the executiOn of orders or adopted pursuant to a Commission rule 
under the ~x~hange Act) unreasonably impaired the ability of any 
dealer to soh cit or effect transactions for his own account · and second 
that no exchange rule unreasonably restricted competition among 
deal~r~. generally or between any class of dealers and registered 
specialists. 
. Under th~ ~ouse amendment, the SEC's authority included the abil
I~y to proh~bit any br~ker or dea~e_r from purchasing or selling any 
hste~ security o!l. a natiOnal securities exchange or otherwise than on 
a J?-atwnal securities exchange. In addition, the House amendment re
qmr~d. the Commissi.on. to exercise its authority on the record, thus 
req~Iri~g the CommiSSion to afford a full opportunity for cross ex
a~I~atwn and the presentation of evidence. Furthermore, the Com
miSSIOn wou~d have had to find that (1) existing Commission rules 
are not suffic~ent to assure the protection of investors and the mainte
nance of a ~air and orderly ~arket and (2) the protection of investors 
and the mamtenance of a fair and orderly market may not be assured 
through other lawful means. 

The confer.ence substitute reflects a blending of the provisions of 
the Senate bill ~nd the House amendment. Thus, the Commisssion 
would ~e aut_honzed to act only after an "on the record" proceeding 
as provJded m the House amendment. The Commission's authority 
howeve~·, wol!ld extend only .to tradi~g otherwise than on an exchange; 
ar provide~ I.n the Senate bill. And m order to exercise its authority b lehCohmmSisswn ~ould be required to make the findings contained ii~ 
ot t e enate bill and the House amendment. 

'l. Governance of the natio1ud market system 
dT_he Senate b!ll expressly authorized the Commission to (1) create 

a VIsory ~o~~Ittees p_ursuant to the Federal Advisory Committee 
Act to assist It m carry~ng out its mandate to establish a national mar
ket ~y~tem, .(2) aut~orize or req~ire self-regulatory organizations to 
a~t JOmtly m plannmg, developmg, operatmg or regulating the na
tiOnal mark~t system or facilities of that system, and ( 3) study the 
n~ed to modi~y t}.te ~cheme of self-re~lation. The House amendment 
dfd ~t~ contam su~ular general provisions authorizing the formation 
0 a VIsory committees. The House agreed to the Senate provisions 
. The Senate bil~ al~o authorized the establishment of a new self
Iegula~ory orgamzab~n., the National Market System Council, and 
areslnbed the compositiO~ of the Council, as well as its authority to 

eve op and govern the natiOnal market system. 
The rouse amendm~nt did not establish or authorize the establish

d-en\ 0d \new governmg b?dy. T_he Commission was authorized and 
Irec e ' owever, to appomt a fifteen-member advisory committee, 
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called the National Market Board to perform three functions with 
respect to the national market system. The Board would have been 
emJ.>owered to ( 1) advise the Commission as to the development of the 
natiOnal market system; (2) furnish the Cc;>mmission with its ~iews 
on significant regulatory pr~posals filed ~~th the ~E9 by natiOnal 
secunties exchanges and registered securities assoCiatiOns ; and ( 3) 
conduct a feasibility study of the need for a new self-ergu~atory body, 
entitled a National Market Regulatory Board, to admmister the na
tional market system, and report to the Congress its recommendations. 
The Commission was authorized to allocate the Board up to $300,000 
for this purpose. 

The Senate receded to the House on the establishment of a new self-
regulatory organization and accepted the House provisions on the 
National Market Board with two amendments. First, the $300,000 au
thorization is eliminated. The Commission has in the past had the 
benefit of a number of advisory committee and none has had specific 
budget authorizations. Since the National Market Board will act in 
an advisory capacity, the conferees saw no reason for a separate 
budget authorization for this Board. The Commission may make avail
able to the advisory committee such of its staff as it deems appropriate. 

Second, the provision that the Board may have a majority of its 
members from the securities industry was amended to provide that a 
majority shall be from that industry. The provision specifically re
quires geographic dispersion among the appointees to the Board. In 
addition, the conferees expect that in making appointments the Com
mission will select persons from different segments of the industry. 

In choosing nonindustry members to the Board, the conferees again 
expect adequate representation to be given, to the maximum extent 
practicable, to investors, both small and large, issuers, vendors, anq 
other persons who will be affected by the national market system. 

SELF-REGULATION AND SEC OVERSIGHT 

1. Ooneept of ewehange membership 
Both the Senate bill and the House amendment required exchanges 

to admit to membership any registered broker or dealer meeting appli
cable capital and competency requirements. However, the authority 
of an exchange to continue to limit the number of its members was 
treated in different ways. 

The Senate bill expressly authorized exchanges, by rule, to limit the 
number of its members, subject to the SEC's ability to abrogate or 
amend any such limitation as it deemed necessary or appropriate in the 
public interest, for the protection of investors, to insure the fair 
administration of the exchange, or otherwise in furtherance of the 
purposes of the Exchange Act. 

The House amendment expressly prohibited exchanges from lim
iting the number of memberships, thu15 requiring "open membership". 
The House amendment provided that with respect to exchanges reg
istered with the Commission on the date of enactment of the bill, 
the open membership provisions would not take effect until January 1, 
1978, or one year later if the Commission found that the provisions 
could not be equitably and reasonably implemented by the earlier date. 

52-605 0 - 75 - 7 
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The Commission was required to notify the Congress no later than 
June 30, 1977, whether those provisions could be equitably and reason
ably implemented by January 1, 1978. 

The substitute agreed to in conference gives qualified authority to 
a national securities exchange to limit both the number of members 
in absolute terms and the number of persons who may directly use its 
facilities without the services of another person acting as broker, 
subject to the following conditions. First, exchanges would not be 
permitted to decrease the number of members or the number of mem
bers and designated representatives permitted to effect transactions on 
the floor belo·w the number in effect on May 1, 1975, or the date of its 
registration, whichever is later. 

Second, in accordance with the Commission's authority to amend 
any rule of a national securities exchange, the conference substitute 
expressly empowers the SEC to require an exchange to increase (but 
not to decrease) the number of its members and the number of members 
and designated representatives permitted on the floor or to remove 
~ntirely any limitations in the event it determines that such provisions 
Impose burdens on competition not necessary or appropriate in fur
therance of the purposes of the Exchange Act. 
2. Public representatives on the board of directors 

Both the Senate bill and the House amendment made substantial 
?hang:es in the pr~wisions of the Exchange Act dealing with the reg
IstratiOn, regula~10n and responsibilities of national securities ex
changes and registered securities associations. Among its provisions, 
the House amendment required that the board of directors of ex
changes and associations include public representatives and further 
requ~red an exchaJ?-ge or association to appropriate for the use of the 
pubhc representatives reasonable sums to employ staff independent 
of the staff of the exchange or association. The Senate bill left these 
matters to the discretion of the exchange or association. 

The Senate receded to the House with an amendment that the board 
of directors of an exchange or association must contain at least one 
in_dividual who is not a broker, dealer, member, or person associated 
with a broker, dealer, or member. There is no requirement however 
as in the House amendment, for exchanges and associations to provid~ 
reasonable funds for a separate staff for such public representatives. 

The conferees are aware that some exchanges, notably the New York 
an~ A!llerican stock exchanges, have structured their boards to balance 
thmr mdustry representatives with public governors. The conferees 
do no!, by their decision to require only one or more public repre
sentatives on exchange boards, repudiate a balanced board concept nor 
do the conferees suggest that existing exchanges should redud the 
number of such governors for which provision has already been made. 
3. Criteria for registration of securities associations 

Since 1938, the ~xchange Act has provided for the registration of 
more. th!ln one nat10~al securities association. To date, only one such 
associatiOn-the N at10nal Association of Securities Dealers Inc-
has registered with the SEC. ' · 

. ~he House amendment changed ex_is~ing law by elil!linating the pro
VISIOns of the Exchange Act authonzmg the Commission to approve 
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the registration of an association which is forme~ to regulate b~o~ers 
and dealers engaging in a particular type_ of busmess or locate m a 

articular geographic area. The Senate bill made no. s_uch chaJ?-g~. 
p Under the conference substitute, a registered s~cunties association 
would be permitted to deny membership to registe~ed broke_rs a~d 
dealers who are not engaged in particular types of bus~n~ss specified m 
the association's rules. An association would be prohib1ted, however, 
from denying membership to a registered br?ker and deale_r by ~eason 
of his being engaged in other lines of b~smess not sp~Ified m the 
rules of the association or because of any miXture of specified an~ n~m
specified busines~. ~hus, the substitute has the advantage of permittm~ 
specialized associatiOns of broker and dealers to be formed an_d re~ 
istered with the SEC, but assures tha~ eli~i~ility for membership will 
not be determined in an arbitrary or discnmmatory ~anner. If such a 
specialized association is formed, t~e conferees beheve the SEC has 
ample authority under amended sectwn 17( d) an.d .1~(g) (2) and e~se
where to tailor the association's statutory responsibilities to Its special-
ized objectives. 
4. Oomonission review of proposed 1"''J.le changes by self-regulatory 

organizations . 
Both the Senate bill and the House amendm~n~ revise;d the pro

cedures in the Exchange Act applica.ble to 9om_misswn review of pro-
posed rule changes by self-regulatory o~ga;mzati<?ns: . , 

The Senate hill required the CommiSSion,. w1thm thirty-five days 
of the date of publication of notice of a filmg of a pro~osed self
regulatory rule change, or wit~in a longer period of up to ;mn~ty days 
or for any other penod to which a self-regulatory orgamzatwn ~on
sented, either to approve the propo_sed rule ~h~nge ~pon presc~Ibed 
standards or institute further specified admmistratlve proceedmgs. 
Such further proceedings must have been concluded and the pro:posed 
rule change approved or disapproved ~ithin one hu_ndred a?d eighty 
days although extensions of this penod are permitted. Fmally, no 
proposed rule cha~ge coul~ h~ve been ~pproved within less. t~an 
thirty days followmg pubhcatwn of notice, unless the CommiSSion 
found O'OOd cause and published its reasons. 
Und~r the Senate bill, no proposed self-regulatory rule change cou~d 

have become effective without prior SEC approval. However, certam 
self-regulatory rule changes were expressly per!llitted to take ef!ect 
upon filing with the Commission if they (1) cons!It~ted a stated pohcy, 
practice or interpretation with respect to an existmg rule, (2) estab
lished or changed a fee or <;>ther charge compose~ l;>Y the. self-regulatory 
organization, or ( 3) a pphed s~lely to the ad!J?-I~Istratwn o~ the orga
nization or other matters whiCh the CommiSSIOn determmed to be 
consiste~t with the public interest. Finally, the Senate bill authorized 
the Commission to declare proposed self-regulatory rule changes effec
tive summarily if such action is determined to be necessary for the 
protection of investors or the maintenance of fair and orderly markets. 

Affirmative Commission action with respect to proposed self-regula· 
tory changes was not required under the House amendment. Rather, 
the House amendment permitted proposed rule cha~ges to l;>eco!lle 
effective automatically on the forty-fifth day followmg pubhcatwn 
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of notice by the Commission, unless the Commission, by order, dis
approved such proposal as inconsistent with the purposes of the Ex
change Act or otherwise inconsistent with the public interest. In 
additwn, the Commission was authorized to extend the public com
ment period for up to one hundred and thirty days. The Commission 
was authorized to exempt from the public comment requirement (but 
not from the public notice requirement) and to accelerate the effec
tiveness of any proposed rule change, or any class thereof, on specified 
findings. Proposed rule changes which became effective upon filing 
with the Commission included only stated policies and practices re
lating to organization, membership and procedures. 

The House receded to the Senate in these matters. 
5. Judicial review 

Both the House amendment and Senate bills provided special pro
cedures for direct review of certain Commission actions in the Federal 
courts of appeal. The judicial review provisions of the Senate bill 
applied to Commission rules promulgated under specific sections of the 
Exchange Act which related to the operation or regulation of the na
tional market system, a national clearing system, or the SEC's over
sight of the self-regulatory organizations. The House amendment made 
direct court of appeal review procedure available only in circum
stances where the Commission abrogated, altered or supplemented 
the rules of a self-regulatory organization. The House agreed to the 
Senate provision. 

The Senate bill required a petition for court of appeals review to 
be filed within 60 days of the time the Commission promulgated the 
rule for which review is sought. The House amendment required the 
petition to be filed within 120 days. The House receded to the Senate. 
It is clear under the provisions agreed to that after the prescribed time 
period, rights to judicial review would continue to be governed as they 
are at present by any other available legal remedies. 

In expanding the scope of direct judicial review of SEC decisions, 
the conferees are cognizant of the potential conflict with collateral 
antitrust attacks on actions by self-regulatory organizations. For ex
ample, a self-regulatory organization's rule, after approval by the 
SEC, is reviewable in a court of appeals under the standard of the 
Exchange Act, i.e., whether it imposes a burden on competition which 
is neither necessary nor appropriate in furtherance of the purposes 
of the Exchange Act. The Court in such a case wou'ld be required to 
assess the justification for the balance the Commission has struck 
between the preceived anticompetitive effects of the regulatory policy 
at issue and the purposes of the Exchange Act that would be advanced 
thereby and the costs of doing so. The same self-regu·latory rule, how
ever, could also be challenged in a Federal district court under the anti
trust laws where a somewhat different standard might be applied. 

The conferees are confident that the courts can avoid actual con
flicts by a flexible use of existing precedents. The Congress will 
watch closely the implementation of these statutory provisions by 
the courts, and in particular will await the decision of the Supreme 
Court in G07'don v. New York Stock E[l}ehange which involves the 
relationship of self-regulatory actions to the antitrust laws. If the 
courts cannot appropriately reconcile regulatory and competitive fac-
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tors in the stock markets under current procedures, the:.: th~ Congre~s 
will certainly undertake the consideration of further legislatiOn on this 
subject. 

REGULATION OF THE MUNICIPAL SECURITIES INDUSTRY; MUNICIPAL 
SECURITIES RULEMAKING BoARD 

The Senate bill extended the basic coverage of the Securities Ex
change Act of 19'34 to provide a comprehensive patter~ for the re~s
tration and regulation of securities firms and ba:.:~s w~~ch under:w:Ite 
and trade securities issued by States an~ mum?Ipalities. Mun~mpal 
securities dealers were required to register with the Commission 
and comply with rules concerning just and equitable principles of 
trade and other matters prescribed by a new self-regulatory organiza
tion, the Municipal Secu~ti~~ Rulemaking B?ard, establish~d by the 
bill and delegated responsibility for formulatmg rules r:elatmg. to the 
activities of all municipal securities dealers. The exemptiOn for Issuers 
of municipal securities from the basic regulatory requirements of the 
Federal securities laws was continued. 

The House amendment contained no similar provision. The House 
receded to the Senate with an amendment errlargirrg the size of the 
Municipal Securities Rulemaking Board from nine members, as pro
vided in the Senate bill, to fifteen. Changes in the procedures for the 
registration of municipal securities dealers were also made to conform 
to the broker and dealer registration provisions contained in the 
House amendment to which the Senate receded. 

Under the provisions of the conference substitute, brokers and 
dealers trading exclusively in municipal securities would for the first 
time be required to register under section 15 of the Exchange Act. 
Unless their business is exclusively intrastate brokers and dealers as 
opposed to banks, must register .m:ider. secti?n 15 rather than ~ew sec
tion 15 (B). As a result of their registrati.o~, such firms will au.to
matically became members of the Securities Investor ProtectiOn 
Corporation ("SIPC") and subject to SIPC assessments. The con
ferees believe such firms should come under SIPC for two 
basic reasons. First, .the fun~amental policy underlying the .~ecu:i
ties Investor ProtectiOn Act IS that all members of the securities In
dustry should contribute to the fund protecting public customers. 
Indeed, firms doing an exclusively municipal business gene~ally carry 
accounts of public customers and such customers are subJect to the 
same risks as are customers dealing in other types of securities. Second, 
the SIPC assessment levied against brokers and dealers conducting a 
o-eneral securities business is calculated on the basis of their total busi
~ess including their dealings in municipal securities. To exempt firms 
doi~g an exclusively municipal business from SIPC would give such 
firms an unjustifiable competitive advantage over other firms. 

The conferees are aware that the entire question of who should be 
subject to SIPC assessments will be raised in connection with consid
eration of the Securities Investor Protection Act Amendments of 
1975. At that time, it will be appropriate to consider the justification 
for the existing exceptions as well as .whet~er: it is appropriate to p~o
vide new exemptions for firms domg limited types of securities 
business. 
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SEC ENFORCEMENT PoWERS 

1. SEC injwrwtive aotiuns 
Section 21 (e) o:f the Exchange Act authorizes the SEC to seek 

injunctive relief in the Federal courts in appropriate cases to protect 
the public interest :from securities laws violations. This section was 
amended by the Senate bill in several respects, two o:f which require 
special mention. Section 21 (e) was amended ( i) by adding the words 
"has engaged" to the present statutory language "is engaged or is 
about to engaged in * * * a violation," and ( ii) by changing the present 
statuory phrase "proper" showing to "such" showing. The House 
amendment contained no similar provision. 

The c~n:fer~n~e substitute does not make the; noted Senate proposed 
?ha~ges m existmg law. ~he.Senate lan~age IS dropped without pre
JUdice, the conferees behevmg that existmg law does not require 
clarification in these respects. 
2. Consolidation of SEC enforcement actions 

Both. the Senate bill and House amendment contained provisions 
exem.Ptmg SEC enforcement actions :from the multidistrict panel 
provisions o:f section 1407 o:f title 28, United States Code. The House 
amendment, and the conference substitute, refer to enforcement ac
tions ":for equitable relief". 

CLEARING AGENCIES, SECURITIES DEPOSITORIES, AND TRANSFER AGENTS 

1. General provisions 
The Senate bill and the House amendment amended the Securities 

Exc?ange A_c~ to est~blish a sys_tem :for effective regulation and cen
t.rahzed deCiswnmakmg extendmg to every :facet of the securities 
ha~dli~g process in t~e United States-clearing agencies, securities de
positories, corporate Issuers, and transfer agents. 

To assure the development of a modern, nationwide system for the 
safe and efficient handling of securities transactions in a manner which 
best ~erves the financial community and the investing public, the Sen
ate bill and the House amendment directed the Commission to facili
tate the establishment of the system and centralized in the Commission 
the au~hority and responsibility to regulate, coordinate and direct the 
operatiOns of all persons involved in the securities handling process. 

A central difference between the Senate bill and the House amend
ment concerned the authority and the responsibility o:f the bank regu
latory age~cies. Although ~ach bill established a basic regulatory pat· 
tern m whiCh the CommiSSIOn had general rulemaking and policy over
si_ght ~espons~bility for all clearing agencies and transfer agents, the 
bills differe~ m allocating authority and responsibility to the Federal 
bank agenCies. 

The House receded to the Senate in these areas with the following 
two amendments. 

First, with respect to the allocation of examination and inspection 
authority, the Senate bill limited the Commission's authority to ex
~mine entities for which it is not the appropriate regulatory agency, 
I.e., which are banks, in accordance with specified conditions. Examina-
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tion by the Commission (other than _pursuant. to section 2~ of the E~
change Act) of registered bank clearmg agencies was permitted only ~:f 
the Commission found that the examination was germane to an appli
cation :for registration of a proposed rule change, or the promulgating 
o:f a Commission rule, and necessary or appropriate for the proper pe~
formance of the Commission's responsibilities under this title. Exami
nations were limited to matters pertinent to such application, rule 
change or rulemaking. The conference substitute deletes the enum~ra
tion o:f circumstances in which the SEC may conduct such examma
tions. Primary responsibility :for the conduct of such examinations 
would continue to rest with the appropriate bank regulatory agency. 
The conference substitute retains the provisions of the Senate bill 
which would, however, require the Commission to give prior notice 
to and consult with the appropriate regulatory agency concerning the 
feasibility and desirability of coordinating, to the maximum extent 
practicable, any Commission examination with any examination, pro
posed or planned, by the bank agency. 

Second, with respect to the establishment of recordkeeping and re
porting requirements for transfer agents organized as banks, or their 
subsidiaries, the Senate bill authorized the appropriate regulatory 
agencies to set the standards. The authority to set minimum reporting 
and recordkeeping standards for all other transfer agents rested with 
the Commission. The House amendment authorized the bank regula
tory agencies to impose recordkeeping requirements :for bank transfer 
agents which are in addition to those required by the SEC, provided 
the authority is exercised in a manner consistent with the rules of the 
Commission. 

The conference substitute makes clear that both the Commission and 
the bank regulatory agencies would have authority to prescribe rules 
with respect to the maintenance of books and records and the making 
and dissemination of reports by transfer agents which are banks. 

2. Lost, stolen, and counterfeit securities 
The Senate bill and the House amendment contained provisions au

thorizing the Commission to require all persons involved in the hand
ling of securities transactions to ( 1) report information about missing, 
lost, counterfeit or stolen securities, (2) authenticate securities used 
in certain financial transactions, and ( 3) be fingerprinted and to sub
mit such fingerprints to the Attorney General of the United States 
for identification and appropriate processing. 

The requirement in the Senate bill applied to any insured bank or 
member of the Federal Reserve System. The House amendment con
tains no comparable provision. The House receded to the Senate. 

The Senate bill expressly authorized the Commission to enter into 
un agreement to use the facilities of the National Crime Information 
Center to receive, store and disseminate information about missing, 
lost, counterfeit, or stolen securities and directed the Commission to 
encourage the insurance industry to require their insured to report 
promptly instances of missing, lost, counterfeit or stolen securities. 
The House amendment contained no comparable provisions. The House 
receded to the Senate. 
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. In. exercising its rulemaking authority with respect to the duty to 
mqmre as to lost, stolen or counterfeit securities the Commission is 
expected to focus on those instances where the circumstances are or 
appear t.o be. susJ?icious and where, in the exercise of good judgment, 
ap:propriate mqmry should be made. The Commission should carefully 
weigh the benefits of mandating inquiry in any :5pecific situation 
agai~st th~ costs and effect on efficient busmess practices and take into 
consideratiOn the need to avoid requirements which may affect the 
~eg3:l status .of a bona fide purchaser in a manner which would un
Justifiably disrupt the course of normal commercial transactions. 
Wit~ ~espec.t to Section 17 (f) ( 4), the conferees expect that the 

9ommiSSI?n will carefully co~sider the appropriateness of delegating 
Its.aut_honty under the subsectiOn to the bank regulatory agencies. The 
obJective of the paragraph is to assure that the maintenance of rec
?rds with respec~ to lost and st.olen securities and fingerprints is kept 
I~ the f?OSt efficient. an? effective manner, and, as may be consistent 
with this overall obJective, the conferees believe that the Commission 
should consider whether banks should be required to make their filings 
with their normal regulatory agencies. 

REGISTRATION AND REGULATION OF BROKERS AND DEALERS 

1. Registration procedures; iMpections 
T~e .House amendment with respect to the broker-dealer registration 

PI:ov.ISIOns of the Exchange Act required affirmative action by the Com
missiOn before a broker or dealer's registration becomes effective. Thus 
the f.Iou~e amendment J?r?vided that within 45 days of the filing of th~ 
api?hcati.on, the C?mmissiOn shall either issue an order granting such 
reg~stratwn or institute appropriate administrative action to determine 
whether the application should be denied. The Commission was re
quired. to conch~de ~uch administrative action within 120 days and 
reach Its determmatwn, but the Commission could have extended that 
~ime for an. additional ninety days if it found good cause for extend
mg the periOd. The Senate bill contained no comparable provisions. 
The Senate receded to the House. 
. The House ~me~dment require~ that within six months of the grant
mg of an apph.catiOn.for reg~stratwn the qo~mission, or a self-regula
tory orgamzation designated by t?-e CommiSSIOn, conduct an inspection 
of a broker or dealer to determme whether such broker or dealer is 
operating in conformity with t~e provision of the Securities Exchange 
Act and the rules and regulatiOns thereunder. Also the Commission 
was authorized ~o delay such inspection for a period not to exceed 6 
mon~h~ for specified classes. The Senate bill contained no comparable 
proviSions. The Senate receded to the House. 
B. Uniform capital rules• 

The House amendment directed the Commission to promulgate rules 
no later than September 1~ 1975, establishing minimum capital require
ments for all brokers and dealers. The Commission would of course 
have its authority. under amended secti~n 23 to classify b'rokers and 
dealers and prescnbe greater, lesser, or different requirements for dif
ferent classes. The Senate bill contained no such directive. The Senate 
receded to the House. 
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3. Commission authority to prescribe mir:ifmum training, ewperierrwe, 
and competence standards for all regUJtered brokers and dealers· 

The House amendment granted the Commissi<?n the autho;ri!Y ~o pre
scribe uniforms standards for persons engaged m ~he securities mdus
try, and to require partners, officer:S a~d s~pervi~ory emp~oyees, or 
specified classes ~hereof, to p~ss e~ammatwns mcludmg questiOns rela~
ing to bookkeepmg, accountmg, mternal control ~>Ver cash and securi
ties, proper supervision of employees, proper mamtenance of records, 
and other similar matters. 

The Senate bill contained no comparable provision. The Senate re-
ceded to the House. 
.q.. Financial statements of brokers and dealers . . . . 

The Senate bill contained a provision authonzm~ the Commission, 
by rule to prescribe the form and content of financial statements filed 
pursua~t to the Exchange Act and the principles and standards to be 
used in the preparation of such statements .. The House. amen?ment 
also gave the Commission rulemaking authority to prescnbe umform
ity in accounting procedures and systems for broke~s and d.ealers. The 
conference substitute adopts the Senate for~ulatwn, ~hiCh encom
passes the uniform system of account authority found m the House 
amendment. 

REGULATION OF TRADING BY MEMBERS OF A NATIONAL SOOURITIES 
ExcHANGE 

The Senate bill and the House amendment contained provisions 
regulating trading by mem~ers of nati?~al securities exchanges. E~ch 
prohibited members of national securities excha~ges from effectmg 
transactions on their respective exchanges for their own accounts, the 
account of any affiliated or associated person, or for a managed 
account. · d 

In several respects, however, the approach of the Senate bill ~n 
House amendment differed in providing exceptions from t?-e foreg?mg 
general prohibitions on members' trading. Th~ Senate bill contamed 
a provision which specifically exempted proprietary exc~ange trans
actions effected by a member. The House amendment contamed no com
parable exemption for proprietary accounts: T~e conferenc~ sub
stitute provides that an exchange me~?~r primarily enga~ed m ~he 
securities business and related activities, as defined m section 
3(c) (2) of the Investment Company Act of 1940, may <:<>ntinue to 
effect transactions on the exchange for Its own account subJect to such 
rules as the SEC may prescribe to assure that, as a mini~um, members' 
trading is not inconsistent with the maintenance of fair and .orderly 
markets and yields priority, parity and precedence to transactiOns for 
public customers. . 

Section 11 (a) prohibits an exchange. member from effect~ng any 
transaction for the account of an associated person. Accordmgly, a 
member firm would be prohibited from effecting any transaction for 
the account of a parent or sister corporation, regardless of the eco
nomic interests of the parent or sister corporation in the account. For 
example, a parent of a member firm would be prohibited from main-
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taining an omnibus account with the member even though it effects 
thr~:mgh that account only trades for public customers. The conferees 
believe, however, that members' trading for accounts of associated 
persons may. under. prol?er circumstances be consistent with the pur
poses of this sectwn If such persons have no economic interest 
m such a?counts. The S~C therefore should give careful consideration 
to grantmg an exemption from the blanket prohibition of section 
11 (a) to members' trading for all accounts carried in the name of an 
~ssociated person but !n which no !-1-ssociated person has an economic 
mterest and over whiCh no associated person exercises investment 
discretion. 

In addition, while both the Senate bill and the House amendment 
exempted affiliated individual accounts from the provisions re
quiring the separation of money management and brokerage the 
House amendment authorized the SEC to exempt from the ge~eral 
prohibition transactions by a member for a managed account of a per
son. (other than an affiliate) with respect to which a member or an 
affi~Iated person performed only certain enumerated functions and 
whiCh are effected pur~uant to sta?dards prescribed by the SEC to 
assur~ that the t_ransactwns a_re reviewed by a person with investment 
expenence who IS not an affiliate of the member. The Senate bill con
taine~ no comparable exemption. The House receded to the Senate. 

While these ne.w.provision~ would give the Commission authority to 
regulate or prohibit transactiOns by members which are in addition to 
those banned under the statute, the Commission would not have the au
thority to prohibi.t any transaction on any national securities exchange 
by a member for: Its own account,, the account of an associated person, 
or an acc~mnt. with respec~ to w!'nch the member or an associated per
son exercises mvestment discretiOn simply because of the type of busi
ness done or the type, amount, or mix of transactions effected on such 
exchange by such member_, associated person, or account. Most partic
ularly, the co~fe:e.es cautwn that any Commission action which had 
the effect of limitmg exchange membership to firms with an 80-20 
business mix such as is contained in SEC Rule 19b-2 would violate 
both tl?-e ~etter and the spirit of the Exchange Act. Any' attempt by the 
CommiSSIOn to use th~ authority in amended section 11 (a) to allow 
member firms. exemptwns from .the statutory prohibitions unrelated 
to t~e mark~t Impact o~ the specific transactions at issue would be in
con.sistent W:Ith, and a viOlation of, Congres~i~nal intent. Accordingly, 
while the bill ma~es clear that .the CommissiOn has authority to ex
ell_lpt any transactiOns of any kmd from the prohibitions if it deter
mmes such exemption is not inconsistent with the protection of in
':estors and .the public inter~st, it mak~s equally clear that such exemp
tive authonty can be exerCised only m a manner consistent with the 
~urpo~es of the general prohibition and these expressions of Congres
siOnal mtent. 

The phase-in provisions of the prohibition in the Senate bill and 
House amendment also differed. The Senate bill allowed two successive 
twelve-mont~ periods following the date of enactment. During the first 
of ~hese perwds, exchange members were permitted to effect trans
actiOns for the account of an associated person, or an account with 
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respect to which it or an affiliate exercised investment dis<;retion to ~he 
extent of 20 per centum of their total exchange transactiOns. D~rmg 
the second twelve month period, exchange members were permit~ed 
to effect 10 per centum of their ~~siness with s~ch accounts. Followm.g 
this two-year period, the proVIsions of the bill become fully. appli
cable The House amendment provided a three-year grace penod for 
exch~nge members who were members prior to January 16, 19J'~· . 

The conference substitute provides that the statutory prohibitions 
on the combination of brokerage and money management would not 
apply for three years to trading by exchange members who were mem
bers on May 1, 1975. During this g:ace period ~xchange ~emb~rs 
would be permitted to continue prevwusly established relatiOnships 
with managed accounts as well as t<? establish new ones. Th~ Commis
sion would continue to have authonty to regulate s~ch t~admg by e~
change members as it d.eems n~cessary or approp_ria~ m ~he public 
interest for the protection of mvestors, or to mai~tam fair .and or
derly ~arkets during this perio.d. But it would be mapJ?rOI?ria!-e and 
inconsistent with the CongressiOnal purposes, for an InstitutiOn to 
acquire an exchange membership during this peri~ solely ~or the pur
pose of using that membership to effect transactiOns. for Its own ac
count. The Commission has ample power under sectiOn ll(a) (2) to 
insure that this does not occur. 

The conferees believe that the Department of Labor and ~he In
ternal Revenue Service in administering the Employee Retirement 
Income Security Act ("ERISA"), should provide an exemption .from 
the prohibited transactions provi~ions of that statu~e to permit se
curities firms to continue to provide brokerage serviCes to .accounts 
with respect to which they exercise investment discretion until May ~' 
1978. Such an exemption would conform that statute and the prov~
sions of this bill, thus permitting securities fi_rm.s to phase out this 
combination of businesses in an orderly way. Similarly, the confer~ 
hope that the Department of Labo_r and t~e Internal ~~venue ServiCe 
will, to the maximum degree consistent With .the poliCies o~ ~RISA, 
conform the prohibitions in that statute apl?l~cable to sec~r~ties fir~s 
and municipal securities dealers to the provisions and poliCies of th1s 
bill. 

CoMMISSION RATES 

Both the Senate bill and the House amendment contained pro
visions concerning the Commission's authority to reinstate fixed com-
mission rates. . 

The House amendment codified a rule adopted by the SEC whi<;h 
required the elimination of fixed minimum commission r~tes for public 
customers on May 1, 1975, and for intra-member transactiOns on ¥ay 1, 
1976. Moreover the House amendment authorized the Commission, 
until October 1 '1976 to continue, establish or reestablish fixed rates of 
commission fo; tra~actions involving amounts of up to $300,000, :pro
vided the SEC determined the public interest so required the contmu
ation establishment or re-establishment of fixed rates. After Octo
ber 1: 1976 fixed ra~s could only be continued, established or reestab
lished by ~rder of the Commission after a hearing on the record and 
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determination by the Commission that the fixed rate is ( 1) reasonable 
and (2) required to accomplish the purposes of the Exchange Act and 
to ~su~ the m~inten_ance of fair a!l~ orderly markets in securities, 
tak~ng mto consideratiOn the competitive effects of fixed rates weighed 
against the competitive effects of other lawful action the Commission 
is authorized to take under the Exchange Act. 

The Senate bill left intact the existing provisions of the Exchange 
Act and the Commission's authority to control the level and extent of 
fixed rates of commission imposed on transactions effected on a national 
securities exchange, but provided that if the Commission permitted 
fixed rates after November 1, 1976 it must (1) find that the rates are 
reasonable in relation to the cost of providing the service for which 
such fees are charged and (2) publish the standards employed in 
adjudging reasonableness. 

The conference substitute prohibits fixed commission rates on and 
after the date of enactment of the Securities .A:cts Amendments of 1975 
except that rates charged by members acting as brokers on the floor of 
an exchange for other members or as an odd-lot dealer mav be fixed 
until May 1, 1976. Under the conference substitute the SEC mav 
re~mpose fixed rates prior to November 1, 1976, by ~le, if the Coni
mission finds that such fixed rates are in the public interest. After 
November 1, 1976, the Commission may allow the continuance or the 
reimposition o_f fixed _rates only after a procedure comparable to that 
provided for m Section 18 of the Federal Trade Commission Act, 
15 U.S.C. 58, which is more formal than normal notice and comment 
rulemaking under Section 553 of title 5 U.S.C. but less formal than 
"on the record" procedure under Section 556 and 557 of title 5 U.S.C. 
In addition the Commission would be required to make the findings 
contained in both the Senate bill and the House amendment. 

Both_ the Senate bill and the House amendment contained provisions 
protectmg money managers against a claim they have breached their 
fiduciary responsibilities solely because they have caused a managed 
account to pay more than the lowest available price for execution and 
research serviCes. Although the two provisions were nearly identical, 
the Senate version more clearly preempted both statutory and com
mon law. The House receded to the Senate on this point. 

The conferees analyze~ the P<?ssibili~y that the fiduciary provision 
woul~ be ass~rted as a shield ~ehmd which the give-ups and reciprocal 
practices whiCh were so notoriOus durino- the late 1960's could be rein
stituted. The conferees believe the new la~guage would not permit such 
a result. The provision agreed to provide that a money manager may 
pay a broker or dealer an amount of commission, for that broker or 
dealer's ~xec.uting ~ transaction, if the money manager determines that 
the serviC_e~ It recmves from ~hat. broker or dealer justify the payment. 
The provisions have no applicatiOn whatsoever to a situation in which 
payment is made by a money manager to one broker or dealer for serv
Ices rendered ~y another broker or dealer. The give-up was a regret
table. c_hapter m t~e history o~ t~~ securities industry and the limited 
~efimt10n of fi~u~Iary responsibility added to the law by this bill will 
m no way permit Its return. 
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DISCLOSURE BY INSTITUTIONAL INVESTORS 

The Senate bill and the House amendment ~ontain~ pr~visions re
quiring institutional investm-:nt mana_gers which exer:Cised mve~t!llent 
discretiOn over accounts holdmg certam levels of speclf~.ed sec~nties to 
make periodic. pub~ic ~i~l<:~sures of significant portfolio ~oldmgs and 
transactions. For JUriSdiCtiOnal purposes, the Sen~~;te biJI use4 as a 
point of reference equity securities of a class described m sectiOn 13 
(d) (1) of the Excha~ge Act. The House .amendm~n~ computed the 
jurisdictional level with reference to eqmty secunties. The House 
receded to the Senate. . . · f 

The Senate bill authorized the Comi~nss~on ~o de~ermme the re
quency of reports :required to be filed by mstitut10nal mvestl!l~nt man
agers who satisfied the jurisd~ctional tests, but stated expliCitly that 
the Commission could not reqmre reports less frequently than annu~lly, 
or more frequently than quart~rl~. ~he Hou~ amendmen~ contamed 
no qualifications on the CommiSSIOn s authority to prescnbe the fre-
quency of reports. The ~ouse receded ~o the Senate. . . 

The Senate bill contamed an exceptiOn to the re;port.mg regmrements 
insofar as investment discretion is exercised outside the Umted States 
with respect to accounts held outside the United States, unless ot~er
wise provided by the Commi'ssion. The House amend~ent contamed 
no such exception. The Senate receded to ~he _House wit_h the under
standing that the Commissi?n c~ul.d exerms~ Its exemptiv~ power. to 
accomplish the same results If this IS determmed to be consistent with 
the purposes of this section. 

MISCELLANEOUS 

1. Uniform cri.minal penalties under the Federal Securities !'aws 
The House amendment contained provision~ to ~ake umfo_rm the 

criminal penalties which may be imposed for violabo~ of the ~IX stat
utes administered by the Commission. The Senate bill contamed no 
comparable provisions. The Senate receded to the House. 
13. Registrati,on prm)isions of the Investment L}-dvisers Act of 1940 

Various provisions of the Investment Advisers Act of 1~4.0 were 
amended by the House amendment to conform those provisiOns to 
similar provisions in the .Exchange Act,_ as amended. No comparable 
provisions are contained m the Senate bill. The Senate receded to the 
House. 
3. Annual ·reports . . . 

The House amendment required the Commission to mclud~ I~ Its 
annual reports to Congress information detailing the. Oom~I~Ion's 
administration of the Freedom of Information Act, .m addition. to 
information concerning the effects its rules and regulatiOns are havmg 
on the viability of small brokers and dealers, its attempts to reduce 
any unnecessary reporting burde~ on such ~r:oke:s and dealers, and 
its efforts to help to assure the contmuedyartimpatwn of small broke_rs 
and dealers in the United States securities markets. The Senate bill 
contained no comparable provisions. The Senate receded to the House. 
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4. Transaction fees 
Section 31 of the Exchange Act requires every national securities 

exchange to pay annually a fee based on the aggregate dollar amount of 
the sales of securities, other than government securities, transacted on 
such exchange during the calendar year. Both the Senate bill and the 
House amendment extended the payment of the fee to transactions in 
listed securities which occur in the over-the-counter market. However, 
the House amendment also raised the fee from one penny per five 
hundred dollars to one penny per one hundred dollars. The substitute 
agreed to in conference raised the fee to one penny per three hundred 
dollars but excluded all debt securities from the calculation of the fee. 
/J. Oapital Requirements 

The House amendment revised section 8 of the Exchange Act to 
eliminate a subsection relating to financial responsibility requirements 
which were found to be duplicative and potentially in conflict with 
provisions of section 15(c) (3) of that Act. The Senate, whose bill did 
not contain comparable provisions, receded to the House. 
6. Regulation of lending of customers' securities 

The House amendment authorized the Commission to promulgate 
rules concerning the lending by brokers and dealers of securities car
ried for the account of their customers. The Senate bill had no com
parable provision. The Senate receded to the House. 
7. Exemptions from the Securities Act of 1933 

The Senate bill provided a limited exemption from the registration 
provisions of the Securities Act of 1933 for transactions involving the 
offer or sale of certain mortgages and participation interests in such 
mortgages. The House amendment contained no comparable provision. 
The House receded to the Senate. 

8. Study of securities activities of persons who are not brokers or 
dealers 

The House amendment authorized the Commission to conduct a 
study of the securities activities of persons excluded from the defini
tions of "broker" and "dealer" contained in the Exchange Act to 
determine the extent of such persons' securities-related actiVIties. Spe
cifically, the Commission was directed to study the desirability of 
greater uniformity of regulation, the effects of such activities on the 
process of raising and allocating capital, and the propriety of con
tinuing the exclusion from the definitions of "broker" and "dealer" 
from the standpoint of the administration of the Exchange Act. The 
results of the study, including any recommendations for legislation, 
must be reported to the Congress, on or before December 31, 1976. The 
Senate bill contained no similar provision. 

The conference substitute authorizes and directs the Commission 
to make a study of the extent to which such persons maintain accounts 
on behalf of public customers for buying and selling J?Ublicly traded 
securities and whether such exclusions from the definitiOn of "broker" 
and "dealer" are consistent with the protection of investors and the 
other purposes of the Exchange Act. The provisions of this section 
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direct the Commission to studY. the ad~uacy ~f ~~e regulation o~ l!llch 
persons insofar as they engage ill secunties actiVIties. These proVIs~ons 
do not authorize the Commission to study or make recoiD.IJ?-endatio~ 
with respect to whether these activities a~e or shou~d remam.pernus
sible under the Banking Act of 1933. This. matter IS th~ subJect o.f a 
plannedinvestigation by the Senate Committee on Banking, Housmg 
and Urban Affairs. 
9. SEO budget authorizations 

The House amendment added a new section to the Exchange Act 
authorizing SEC appropriations for fiscal years 1976, 1977 and. 1978 
in the amounts of $54,000,000, $62,600,000 and $71,200,000, resp~ctlvely. 
For fiscal years after 1978, only such sums could be ~ppropr~ated as 
were subsequently authorized by law. The Senate bill contailled no 
comparable provision. . . . 

The conference substitute authorizes SEC appropriations ill the 
amount of $51,000,000 for fiscal year 1976 and $55,000,000 for fiscal 
year 1977. 
10. Conformity 'With the Exchange Act . 

The House amendment provided a procedure by whiC~ the _Com
mission could, for a limited peri.od_of t!ID:e, suspen~ the registratiOn. of 
an exchange or registered assoCiatiOn If Its rules did ~ot ~omply with 
the provisions o~ the ~xchange A~t, as amende~ ~y th~s bill, such sus
pension to contillue ill effect until the Comm~ss~on I~ued an or~er 
declaring that the rules of the e:x:change ?r association did compl:y ~Ith 
such requirements. The Senate bill contailled no comparable proviSions. 
The Senate receded to the House. This provision, however, d?~ not 
limit the Commission to suspendin~ ~n exchange's or assocmtw~'s 
registration if an exchange or assoCiatiOn _ru.le does not comply With 
applicable requirements. Rather, the Commi~Ion may, sh?uld It choose, 
institute a proceeding pursuant to new sectiOn 19 (c) With respect to 
the rule or rules in question. 
11. Arbitration proceedings 

The Senate bill amended section 28 of the Securities Exchange Act 
of 1934 with respect to arbitration proceedings between self-regulat?ry 
organizations and the~r. participants, members, or persons ~eahng 
with members or J?artiCipants. The House amendment contailled no 
comparable provisiOn. The House receded to ~he Senate. It W!!-S the 
clear understanding of the conferees that this amendment did not 
change existing law, as articulated in lfilko v. Sw_an, 346 Y:S· 4~7 
( 1953), concerning the effect of arbitra:twn J?roceedillg proVISions. I!l 
agreements entered into by persons dealillg with members and partici-
pants of self-re~latory organization~. . 

The Senate bill provided the followillg title : 
"An Act to amend the Securities Exchange Act of 1934, and for 

other purposes." 
The House amended the title. 
The substitute title agreed to in conference is as follows: 
An Act to amend the Securities Exchange Act of 193~ to remove 

barriers to competition, to foster the development of a natiOnal secur-
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ities market system and a national clearance and settlement system, 
to make uniform the Securities and Exchange Commission's author
ity over self-regulatory organizations, to provide for the regulation 
of brokers, dealers and bankS'trading in municipal securities, to facili
tate the collection and public dissemination of information concerning 
the holdings of and transactions in securities by institutional invest
ment managers, and for other purposes. 
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