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CERTIFICATE OF INCORPORATION
OF

NATIONAL ASSOCIATION OF SECURITIES DEALERS, INC.

First. The name of the Corporation is National Association of
Sceurities Dealers, Ine.

Second. Its principal office in the State of Delaware is located
at No. 100 West 10th Street, in the City of Wilmington, County
of New Castle. The name and address of its resident agent is the
Corporation Trust Company, No. 100 West 10th Street, Wilming-
ton, Delaware.

Third. The nature of the business or objects or purposes to be
transacted, promoted or carried on are:

(1) To promote through cooperative effort the investment bank-
ing and securities business, to standardize its principles and prac-
tices, to promote therein high standards of eommercial honor, and
to encourage and promote among members observance of Federal
and State securities laws;

(2) To provide a medium through which its membership may
be enabled to confer, consult, and cooperate with governmental and
other agencies in the solution of problems affecting investors, the
publie, and the investment banking and securities business;

(3) To adopt, administer and enforce rules of fair practice and
rules to prevent fraudulent and manipulative acts and practices,
and in general to promote just and equitable principles of trade for
the protection of investors;

(4) To promote self-discipline among members, and to investi-
gate and adjust grievances between the public and members and
between members;

(5) To establish, and to register with the Securities and Ex-
change Commission as, a national securities association pursuant
to Seetion 15A of the Securities Exchange Act of 1934, as amended,
and thereby to provide a medium for effectuating the purposes of
said section;
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(6) To transact business and to purchase, hold, own, Jegse
mortgage, sell and convey any and all property, real and Sl
necessary, convenient, or useful for the purposes of the
tion in any part of the United States of America;

personal,
Corpora-

(7) In general, to carry on any other operation or business in
connection with the foregoing and to have and exercise all the
powers conferred by {he laws of Delaware upon eorporations
formed under the act hereinafter referred o, and to do any and
all of the things hereinbefore set forth to the same extent as
natural persons might or eould do.

The objeets and purposes speeified in the foregoing clauses shall,
except where otherwise expressed, be in nowise limited or re.
stricted by reference to, or inference from, the terms of any other
clause in this certificate of incorporation, but the objects and pur-
poses speeified in cach of the foregoing clauses of this article shall
he regarded as independent objeets and purposes.

Fourth. This Corporation shall be a membership corporation
and shall have no capital stoek. The Corporation is not organized
and shall not be conducted for profit, and no part of its net reve-
nues or earnings shall inure to the benefit of any individual, sub-
seriber, econtributor, or member.

The conditions, method of admission, qualifications and classifica-
tions of membership, the limitations, rights, powers and duties of
members, the dues, assessments, and contributions of members, the
method of expulsion from and termination of membership, limit-
ations upon or qualifications of voting power, and all other mat-
ters pertaining to the membership and the conduct, management
and control of the husiness, property and affairs of the Corporation
shall be as provided from time to time in the by-laws of the Cor-

poration.
Fifth. 'The names and places of residence of each of the incor-
porators are as follows:

Name Residence
Alfred Jervis Wilmington, Del.
(. 8. Peabbles Wilmington, Del.
W. T. Ilobsen Wilmington, Del.

Sixth. The Corporation shall have perpetual existence,

Seventh. The private property of the members shall not be sub-
jeet to the payment of eorporate debis to any extent whatever,
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Eighth, The Corporation shall be managed by a Board of
Governors of such number and having such qualifications, powers
and duties as shall be provided from time to time in the hy-laws of
the Corporation. The Board of Governors shall be the govern-
ing body of the Corporation. The by-laws may also provide for
such assistants to them, and such officers, agents and employees
as may be deemed necessary to administer the affairs of the Cor-
poration.

The Board of Governors shall be nominated from among the
members of the Corporation and elected in such manner as shall
be set forth in the by-laws.

In furtherance and not in limitation of (he powers granted by
statute, the Board of Governors is expressly authorized unless the
by-laws otherwise provide:

To make, alter or repeal the by-laws of the Corporation;

To authorize and eause to be executed mortgages and liens upon
the real and personal property of the Corporation;

By resolution or resolutions, passed by a majority of the Board
of Governors, to designate one or more standing committees, cach
committee to consist of such membership and to have such powers
and duties and have such name or names as may be provided in
the by-laws or the resolution or resolutions. The by-laws may
provide for an executive committee and for such other committees
as may be from time to time deemed advisable and such committees
shall be appointed or eleected in such manner and shall have such
membership powers and duties as shall be from time to time pro-
vided by resolution of the Board of Governors or in the by-laws of
the Corporation.

The Corporation may, in its by-laws, confer powers upon its
Board of Governors in addition to the foregoing and in addition to
the powers and authorities expressly conferred upon them by the
statute.

Ninth. Both members and the Board of Governors shall have
power, if the by-laws so provide, to hold their meetings and to
have one or more offices within or without the State of Delaware
and to keep the books of the Corporation (subject to the pro-
visions of the statutes), outside the State of Delaware at such
places as may be from time to time designated by the Board of
Governors,

Tenth. The Corporation reserves the right to amend, alter,
change, or repeal any provision contained in this certificate of in-
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corporation, in the manner now or hereafter preseribed by statute,

and all rights eonferred upon members herein are granted subject
to this reservation.

We, The Undersigned, being each of the original incorporators
hereinbefore named for the purpose of forming a corporation to
operate both within and without the State of Declaware, and in
pursuanee of the General Corporation Law of the State of Dela-
ware, being Chapter 65 of the Revised Code of Delaware, and the
acts amendatory thereof and supplemental thereto, do make and
file this certificate, hereby declaring and certifying that the faets
herein stated are true, and aeeordingly have hereunto set our
hands and seals this first day of September, 1936,

In the presence of ALFRED JERVIS (SEAL)

C. S. Peassres  (SeAL)
W. T. Hosson (SEaL)
Incorporators.

ITerserT 1. LATTER.

BY-LAWS
OF

NATIONAL ASSOCIATION OF SECURITIES DEALERS, INC.

ArTmicLE I
Membership

Section 1. Any broker or dealer authorized to transact and

whose regular course of business consists in actually transaeting
any branch of the investment banking or securities business in the
United States, under the laws of any State and/or the lawg of the
United States, shall be eligible to membership in the Corporation,

except such brokers or dealers as are excluded pursnant to Seetion
2 of this Article,

Section 2. No broker or dealer, except with the approval or at
the direction of the Securities and Exchange Commission (here-
inafter referred to as the Commission), in cases in which the Com-
mission finds it appropriate in the public interest so to approve
or direct pursuant to Section 15A(b) (4) of the Securities Ex-
change Act of 1934, as amended, (hereinafter referred to as the
Act), shall be admitted to or continued in membership in the Cor-
poration if (1) such broker or dealer, whether prior or subsequent
to becoming such, or (2) any partner, officer, director, or branch
manager of such broker or dealer (or any person occupying a
similar status or performing similar functions), or any person
directly or indirectly controlling or controlled by such broker or
dealer, whether prior or subsequent to beecoming such, (A) has been
and is suspended or expelled from a securities association
{ whether national or affiliated) registered pursuant to Section 15A
of the Aect, or from a national securities exchange, registered pur-
suant to Section 6 of the Act, for violation of any rule of such
association or exchange which prohibits any aet or transaction
constituting conduet inconsistent with just and equitable prin-
ciples of trade, or requires any act the omission of which con-
stitutes conduct inconsistent with just and equitable principles of
trade, or (B) is subject to an order of the Commission denying
or revoking his registration pursuant to Section 15 of the Act, or
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expelling or suspending him from membership in a registered
securities association or a national seeurities exchange, or (C) by
his conduet while employed by, acting for, or direetly or indireetly
controlling or controlled by, a broker or dealer, was a cause of (m-v
suspension, expulsion, or order of the character deseribed in
Clauses (A) or (B), which is in effeet with respect to sueh broker
or dealer.

Seelion 3. When used in these by-laws, unless the context other-
wise requires:

(a) The term “‘broker’ means any individual, corporation,
parinership, association, joint stock company, business frust, unin-
corporated organization or other legal entity engaged in the busi-
ness of effeeting transactions in securities for the account of others,
but does not inelude a bank.

(b) The term “‘dealer’’ means any individual, eorporation,
partnership, association, joint stock company, business frust, unin-
corporated organization or other legal entity engaged in the busi-
ness of buying and selling securities for lis own account, through
a broker or otherwise, but does not include a bank, or any person
insofar as he buys or sells securities for his own account, either in-
dividually or in some fiduciary eapacity, but not as a part of a
regnlar business.

(¢) The term “investment banking or securities business” means
the business, earried on by a broker or dealer, of underwriting or
distributing issucs of securities, or of purchasing securities and
offering the same for sale as a dealer therein, or of purchasing and
selling securities upon the order and for the aceount of others;
provided, however, that the term ‘‘investment banking or securi-
ties business’ shall not inelude transactions on regularly organized
exchanges, hut such term shall include all business relating to such
transactions to the extent that sueh business is not conducted by
a member of tuch exchange, or by any person or organization hav-
ing the privilege of any such exchange for itself or any of its part-
ners or exeeutive officers.

(d) 'The term ““member’ means ecither any broker or dealer ad-
mitted to membership in the Corporation or any officer or partner
of such a member or, as provided in Section 5 of this Article, the

executive representative of such a member or the substitute for
stich a representative,

t

Seetion 4. (a) Application for membership in the Corporation,
properly signed by the applicant, shall be made to the Board of
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Governors, on the form to be preseribed by the Board, and shall
contain :

(1) An acceptance of and an agreement to abide by, comply
with, and adlere to, all the provisions, conditions, and cove-
nants of the certificate of incorporation, the by-laws, the rules
and regulations of the Corporation as they are or may from
time to time be adopted, changed or amended, and all rulings,
orders, directions and decisions of, and penalties imposed by,
the Doard of Governors or any duly authorized committee;
provided however, that such an agreement shall not be eon-
strued as a waiver by the applicant of any right to appeal as
provided in the Act;

(2) An agreement to pay such dues, assessments, and other
charges in the manner and amount as shall from time to time
be fixed by the Board of Governors pursuant to these by-laws;

(3) An agreement that ncither the Corporation, nor any
officer or employee thereof, nor any member of the Board of
Governors or of any Distriet or other Committee, shall be liable,
except for wilful malfeasance, to the applicant or to any mem-
ber of the Corporation or to any other person, for any action
taken by such officer or member of the Board of Governors or
of any District or other Committee in his official capacity, or
by any employee of the Corporation while acting within the
scope of his employment or under instruction of any officer,
board, or committee of the Corporation, in connection with the
administration or enforcement of any of the provisions of the
by-laws, any of the rules and regulations as they are or may
from time to time be adopted, changed or amended, or any rul-
ing, ovder, direction, decision of, or penalty imposed by, the
Board of Governors or any duly authorized committee.

(4) Such other reasonable information with respect to the
applicant as the Board of Governors may require.

(b) Any application received by the Board of Governors shall
be referred to the District Committee of the district in which the
applicant has his principal place of business, and if a majority of
the members of such District Comunittee are satisfied that the appli-
cant is qualified for membership pursuant to the provisions of this
Article, it shall approve the applicant’s admission to membership
and promptly notify the Secretary of the Corporation.

(e) If a majority of the members of such District Committee
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are not satisfied that the applicant is qualified for membership
under any provision of this Article, the applicant shall, as promptly
as possible, be notified of and be given an opportunity to be heard
upon the specific grounds of disqualification which are under con-
sideration. If a hearing is had, a record shall be kept, and if a ma-
jority of the members of such District Committee, after hearing,
determine that the applicant is not qualified for membership, they
shall make a recommendation accordingly, setting forth the speeifie
grounds upon which such recommendation is based, and shall
forthwith forward such recommendation and the record to the
Board of Governors.

(d) If the Board of Governors, after appropriate notice and
opportunity for hearing, and upon consideration of the recommen-
dation and record of the District Committee and suech other evi-
dence as it may develop, determines that the applicant is not quali-
fied for membership, it shall render a written decision disapproving
his admission to membership, and shall set forth therein the specific
grounds upon which such disapproval is based; otherwise, the
Board of Governors shall approve the applicant’s admission to
membership. The Board of Governors shall promptly notify the
District Committee of any action taken, and the District Committee
in turn shall promptly notify the applicant.

(e) Any applicant for membership in the Corporation whose ap-
plication is disapproved by the Board of Governors as hereinabove
provided may make application for review of such action to the
Commission in accordance with the provisions of Section 15A
of the Act.

(f) Every applicant whose admission to membership is approved

by any District Committee or the Board of Governors shall sign
the by-laws of the Corporation, provided that the signature of any
such applicant may be affixed to an instrument incorporating by-
laws by reference, and upon paying the dues, assessments and other
charges provided for, shall become a member of the Corporation.
Section 5. Each member shall appoint and certify to the Secre-
tary of the Corporation an “executive representative” who shall
represent, vote and act for the member in all the affairs of the
Corporation, except that other executives of a member may hold
office in the Corporation, serve on the Board of Governors or Com-
mittees of the Corporation, or otherwise take part in the affairs of
the Corporation. A member may change its executive representa-
tive at will upon giving written notice thereof to the Seeretary,
or may, when necessary, appoint by written notice to the Secre-
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tary, a substitute for its executive representative. An executive
representative of a member or a substitute shall preferably be an
executive officer of the member, if a corporation, a partner in case
of a partnership, and the member himself if an individual, but he
may be an employee of the member, if given authority to act for the
member in the course of the Corporation’s activities.

Section 6. The Secretary of the Corporation shall keep a cur-
rently accurate and complete membership roll, containing the
name and address of each member and the name and address of the
exeeutive representative of each member. Tn any case where a mem-
bership has been terminated, such fact shall be recorded, together
with the date on which the membership cecased. The membership
roll of the Corporation shall at all times be available to all mem-
bers of the Corporation, to all governmental authorities, and to
the general publie.

Section 7. Resignations of members must be in writing and
addressed to the Board of Governors, which shall immediately
notify the appropriate District Committee. Any member may re-
sign from the Corporation at any time. Such resignation shall not
take effect until fifteen days after receipt thereof by the Board of
Governors and until all indebtedness due the Corporation from
such member shall have been paid in full and so long as any com-
plaint or action is pending against the member. The Board of
iovernors, however, may in its discretion declare a resignation ef-
fective at any time.

Seetion 8. No member of the Corporation may transfer his
membership or any right arising therefrom; except that the con-
solidation, merger, change of name, or reorganization of any ecor-
poration which is a member of the Corporation, or any change in
the name or membership of a partnership which is a member of
the Corporation, shall not be deemed to constitute a transfer, ex-
cept as otherwise herein provided. All rights of a member in the
Corporation or in its property shall cease upon the termination of
his membership. In the case of an individual member, his member-
ship shall forthwith cease upon his death. In the case of the liqui-
dation or winding up of a corporation or partnership which is a
member of the Corporation, its membership shall forthwith cease
unless the Board of Governors consents to an extension of such
membership to a successor organization. The membership of any
partnership shall not terminate by reason of the death or with-
drawal of any partner, the addition of any new partner, or any
change of mame; provided, however, that the new partnership
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formed therchy shall continue in the investment banking or sccuri-
ties husiness and shall possess the qualifications required for mem-
bership in the Corporation. The consolidation or reorganization
or merger or change of name of any corporate member shall not
terminate the membership of such corporate member; provided,
however, that the new corporation formed thereby shall eontinue in
the investment banking or securities business and shall possess
the qualifications required for membership in the Corporation. The
Board of Governors, however, shall have the right {o require any
suceessor firm or firms, whether corporations or partnerships, to
sign or execute the by-laws, or otherwise confirm their member-
ship in the Corporation, pursuant to such rules and regulations as
it may from {ime to time preseribe.

Section 9. Withdrawal from the investment banking or securi-
ties business for any cause shall terminate the membership of any
member. Suech termination of membership, however, shall not take
effect until fifteen days after the date of such withdrawal and until
all indebtedness due the Corporation from such member shall have
been paid in full and so long as any complaint or action is pending
against the member. The Board of Governors, however, may de-
clare such termination effective at any time.

Section 10. Each branch office of a member of the Corporation
shall register with, and be listed upon the membership roll of, the
Corporation, and shall pay such dues, assessments and other
charges as shall be fixed from time to time by the Board of
Governors pursuant to Article II1I hereof.

Seclion 11. A registered branch office of a member of the Cor-
poration shall entitle such member to one vote on all matters per-
taining solely to the distriet in which such registered branch office
is located (including the election of members to the Board of
Governors from such distriet); provided, however, that if any
member of the Corporation shall have more than one registered
branch office in a district, or its prineipal office and one or more
registered branch offices in a district, such member shall be en-
titled to only one vote in such district.

Seetion 12. The term ‘““branch office’” as used in Section 10
of this Article, 1s defined to be an office which is located in the
United States but in some city other than that in which the mem-
ber has its prineipal place of business, which occupies quarters

entirely separate from, and not jointly with, an office conducting
any other business, which is owned or controlled by the member,
which does a business substantially similar to that of the member,
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and which is managed by a resident executive or partner of the
member. The term “branch oftice,” as used in Section 10 of this
Article, shall also include a corporate subsidiary of a member which
is loeated in the United States, but has its principal place of busi-
ness in some city other than that in which the parent member has
its principal place of business, which occupies guarters entirely
separate from, and not jointly with, an office conducting any other
business, which is owned or controlled by the member, and which
does a business substantially similar to that of the member.

Section 13. A District Committee may classify any branch or
corporate subsidiary of a member not meeting the requirements of
Section 12 of this Article as a ‘‘branch office’” if sueh Committee is
satisfied that the requirements of Section 12 of this Article are sub-
stantially met, and that the business of said branech or subsidiary
in the district is of sufficient importance to justify such a classifica-
tion.

ArticLe 11
Affiliates

Section 1. Any association of brokers or dealers, registered with
the Commission as an affiliated securities association under the pro-
visions of Section 15A of the Act, may become an affiliate of the
Corporation as hereinafter provided in this Article.

Section 2. Application for admission as an affiliate shall be
made to the Board of Governors in writing, in such form as the
Board of Governors may preseribe, and shall contain a certified
copy of the application to the Commission for registration as an
affiliated securities association, a certified copy of the order of the
Commission granting such registration, and such other reasonable
information.as the Board of Governors may require.

Section 3. No applicant may become an affiliate of the Corpora-
tion unless it agrees:

(a) That it will elassify its members, for purposes of levying
dues and assessments, on the same basis as that applicable to mem-
bers of the Corporation and that the amount of dues or assess-
ments-payable by each of its members for any given period, based
on such classification, shall not be lower than that payable by a
member of the Corporation in the same class for the comparable
period; provided, however, that if by reason of the special type
of business condueted by members of an applicant, the foregoing
agreement is impracticable of application to such applicant, such
applicant shall agree that it will fix and levy dues or assessments



14

payable by its members on some other basis, to be agreed npon by
the applicant and the Board of Governors of the Corporation,
which shall be fair and equitable in view of the dues and assess-
ments payable by members of the Corporation.

(b) That it will pay the Corporation annually, in the form of
dues or otherwise, for services to be rendered by the Corporation
to the applicant, the amount to be agreed upon by the applicant
and the Board of Governors of the Corporation annually in ad-
vance, and that should the applicant and the Corporation be un-
able to reach an agreement as to an appropriate amount, the appli-
cant will consent to the submission of the controversy to the Com-
mission for arbitration, and that if submitted, it will abide by the
Commission's decision thereon;

(e) That, after affiliation, it will at all times keep its charter,
by-laws, rules of fair practice and code of procedure so integrated
with the corresponding charter, by-laws, rules of fair practice and
code of procedure of the Corporation as not to confliet in any
way therewith; and

(d) That the Board of Governors, in accordance with the pro-
visions of Section 6 of this Article, may at any time suspend or
cancel its affiliation with the Corporation.

Secetion 4. No applicant may become an affiliate of the Corpora-
tion unless it appears to the Board of Governors:

(a) That such applicant is so organized and is of such a charae-
ter as to be able to comply with and carry out its purposes, and
those of the Corporation and of Section 15A of the Act; and

(b) That the charter, by-laws, rules of fair practice and code of
procedure of the applicant are so integrated with the corresponding
charter, by-laws, rules of fair practice and code of procedure of the
Corporation as not to conflict in any way therewith.

Section 5. 1f it appears to the Board of Governors that the
foregoing requirements of this Article are met by the applicant,
it shall approve such applicant’s admission as an affiliate; other-
wise, after appropriate notice and opportunity for hearing, it
shall disapprove such application in writing and shall set forth
therein the speecifie grounds upon which such disapproval is based.

Section 6. The Board of Governors may at any time suspend
or cancel the afliliation of an afiiliate with the Corporation if the
Board of Governors finds that the affiliate has ceased to be of such
a character as to be able to or has failed to carry out its purposes
or the purposes of Section 15A of the Aet, or has failed to carry
out any of the conditions of affiliation. In any proceeding, how-
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ever, under this Seetion to determine whether the affiliation of an
affiliate should be suspended or canceled, specific charges shall be
brought ; sueh affiliate shall be notified of, and be given an oppor-
tunity to defend against, such charges; a record shall be kept; and
any determination that the affiliation of an affiliate shall be sus-
pended or canceled shall be in writing and shall set forth therein
the specific grounds upon which such determination is based. Such
suspension or expulsion shall take effect upon the 60th day after
the filing with the Commission of notice thereof and a copy of
the record of the proceedings before the Board of Governors, un-
less within thirty days after such filing sueh suspension or can-
celation is disapproved by the Commission.

Section 7. The Board of Governors shall, if it deems such action
to be in the interest of efficient and economical administration and
desirable in carrying out the purposes of Section 15A of the Act,
recommend appropriate changes in the by-laws to exclude the ter-
ritory covered by an affiliated association from the geographical
area covered by the Corporation.

ArmicLE III
Dues, Assessments and Other Charges

Section 1. The Board of Governors annually, shall prepare an
estimate of the funds necessary to defray reasonable expenses of
administration in earrying on the work of the Corporation for
the ensuing fiscal year, and on the basis of such estimate, and not
less than thirty days prior to the beginning of such fiscal year,
shall fix and levy the amount of admission fees, dues, assessments
and other charges to be paid by members of the Corporation for
such fiscal year, which said fees, dues, assessments and other
charges shall be called and payable as determined by the Board
of Governors from time-to time; provided, however, that such
admission fees, dues, assessments and other charges shall be equit-
ably allocated among members. For the purpose of fixing the
amount of such admission fees, dues, assessments and other charges
equitably, membership in the Corporation is hereby divided into
classes in accordance with Schedule A appended hereto. The
Board of Governors may from time to time make such changes in
Schedule A as it deems necessary or appropriate to assure equit-
able alloecation of dues among members. No such change in
Schedule A need be submitted to the membership for approval to
become effective, as would otherwise be required by Article IX
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liereof, but a copy of any such proposed change shall be filed with
the Commission in accordance with Section 15A of the Act and
unless it is disapproved by the Commission as therein provided, it
shall become effective as at such time as the Board of Governors
may prescribe. No member of the Corporation shall be or beeome
liable to pay any fees, dues, assessments or other charges in any
fiscal year in an amount greater than that so fixed by the Board of
Governors in advanee for that year, or in an amount greater than
that levied against members of the same class for that year.

Section 2. The Board of Governors may suspend or cancel the
membership of any member in arrvears in the payment of any dues,
assessments or other eharges. Any member whose membership shall
be suspended or canceled by reason of sueh non-payment of dues,
assessments or other charges, shall cease to have any rights as a
member of the Corporation and shall not be entitled to recover back
any admission fee or dues theretofore paid and shall forfeit all
rights in and to any properties of the Corporation and all rights as
a member thereof.

Seetion 3. Any membership suspended or canceled under this
Article may be reinstated by the Board of Governors upon such
terms and conditions as it shall deem just; provided, however,
that any applicant for reinstatement shall possess the qualifications
required for membership in the Corporation.

Scetion 4. As soon as practicable after the annual levy pro-
vided for in Seetion 1 of this Artiele, the Seeretary of the Corpora-
tion shall prepare and send to cach Distriet Chairman a list of the
members of the Corporation, which list shall disclose the dues-
paying classification of each member, and such lists shall be avail-
able to inspection by any member of the Corporation during busi-
ness hours at the office of any such Chairman or at the main office
of the Corporation.

ArticLe IV

Organization and Adwministration

Seetion 1. Ior the purpese of adminijstration, the several states
of the United States are hereby divided into fourteen districts, the
boundaries of which are set forth in Schedule B, appended hereto.

Seetion 2. The management and administration of the affairs of
the Corporation shall be vested in a Board of Governors, which
shall be eomposed of twenty-one members, to be elected as herein-
after provided. The Board of Governors shall be the governing
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body and, except as provided by the by-laws, shall be vested with
the powers necessary for the management and administration of
the affairs of the Corporation, and for the promotion of the Cor-
poration’s welfare, objects and purposes. In the exercise of such
powers, the Board of Governors may adopt for submission to the
membership, as hereinafter provided, such by-laws, rules and regu-
lations, make such interpretations, issue such orders and diree-
tions, and make such decisions as it deems necessary or appro-
priate; and it may preseribe maximum penalties for violations of
the provisions of the by-laws, the rules and regulations of the Cor-
poration, for neglect or refusal to comply with orders, directions
and decisions of the Board of Governors or of any District or
other Committee, or for violation of any rule or regulation adopted
by any District Committee, as provided in Section 2 of Artiele
VII hereof.

Section 3. The several districts shall be represented on the
Board of Governors as follows:

(a) Two members of the Board of Governors shall be elected
from and by the members of the Corporation having places of
business in District No. 2;

(b) Three members of the Board of Governors shall be elected
from and by the members of the Corporation having places of
business in District No. 8;

(e) Five members of the Board of Governors shall be elected
from and by the members of the Corporation having places of
business in Distriet No. 13;

(d) One member of the Board of Governors shall be elected from
and by the members of the Corporation having places of business
in each of the remaining districts not referred to in paragraphs
(a), (b), and (e) of this Section.

(e) The Board of Governors shall, from time to time, consider
the fairness of the representation of the various distriets on the
Board of Governors, and whenever it finds any unfairness in such
representation to exist, it shall recommend apprqpri-ate changes in
the by-laws to assure fair representation of all districts. .

Section 4. Each regularly elected member of the Board -01
Governors, except as otherwise herein provided, shall hold office
for a term of three years, and until his successor is elected and
qualified, or until his death, resignation or removal.

Section 5. The office of a retiring member of the Board of
Governors shall be filled by the election of a member from the same
distriet as that of the retiring member.
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Section 6. Members of the Board of Governors shall be cleeted
as follows:

(a) At least sixty days prior to the expiration of the term of
office of any member of the Board of Governors, the Secretary of
the Corporation shall eause notice thercof to be given to the chair-
man of the appropriate District Committee as provided in Section
5 of this Article. Said chairman shall therenpon notify the
nominating committee appointed for or eleeted by such distriet
pursuant o the provisions of Sections 12(a) and 13 of this Article
and sneh nominating committee shall proceed at once to nominate
a candidate from such distriet for the office of each such member
of the Board of Governors whose term is to expire. Nominating
committees in nominating candidates for the office of member of the
Board of Governors shall endeavor, as nearly as practicable, to
secure appropriate and fair representation on the Board of Gov-
ernors of all classes and types of firms engaged in the invest-
ment banking and securities business; and, except in the case of
the first elections to be held under these by-laws as hereby amended,
no nominating committee shall nominate an incumbent member of
the Board of Governors to suceeed himself unless it first takes ap-
propriate action (by a written ballot of the entire membership
within the distriet) to aseertain that such nomination is acceptable
to a majority of the members in the district. Each candidate
nominated by the nominating committee shall be ecertified to the
Distriet Committee within fifteen days from the date of appoint-
ment of the nominating committee, and within five days thereafter
a copy of such certification shall be sent by the District Committee
to cach member of the Corporation having a place of business in
the distriet.  Such candidate shall be designated the ‘‘regular
candidate.”

(b) Ten per cent or more of the members of the Corporation
having places of business in the district may nominate an addi-
tional candidate for the office of any member whose term is to ex-
pire, if notice thereof in writing, signed by the required number
of members, is filed with the District Committee within twenty
days from the date of the notice of the action taken by the nominat-
ing committee. If no additional candidate or candidates are nomi-
nated within such twenty-day period, the candidate or candidates
nominated by the nominaling committee shall be considered duly
elected, and the District Committee shall certify the election to the
Board of Governors.
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(e) If any additional ecandidate or candidates are nominated, as
provided in paragraph (b) of this Section, the District Committee
shall forthwith cause the names of the regular candidate for any
contested office and of all other candidates for such office to be
placed upon a ballot, which shall be sent to all members of the
Corporation having places of business in the district. Each member
of the Corporation having its principal place of business in the dis-
trict shall be entitled to one vote, and each member having one or
more registered branch offices in the district shall be entitled to vote
as provided in Section 11 of Article I. The Distriect Committee
may fix the date before which ballots must be returned to be
counted, provided such date is prior to that upon which the retir-
ing member’s term of office expires. All ballots shall be opened
by such officer or employee of the District Committee as its chair-
man may designate, and in the presence of a representative of each
of the candidates if such representation is requested in writing
by any candidate voted upon.  The candidate for each office to be
filled receiving the largest number of votes cast shall be declared
elected to membership on the Board of Governors, and certifica-
tion thereof shall be made forthwith to the Board of Governors.
In the event of a tie, there shall be a run-off election. In all elee-
tions held under this Section, voting shall be by secret mail ballot,
the procedure for which shall be preseribed by the Board of Gov-
ernors.

Section 7. (a) All vacancies in the Board of Governors other
than those caused by the expiration of a Governor’s term of office,
shall be filled as follows:

(1) If the unexpired term of the Governor causing the vacancy
is for less than six months, such vacancy shall be filled by appoint-
ment, by the District Committee of the district represented by
the Governor causing such vacancy, of some member of the Cor-
poration having a place of business in the same district.

(2) If the unexpired term of the Governor causing the vacancy
is for six months or more, such vacancy shall be filled by election
which shall be conducted as nearly as practicable in accordance
with the provisions of Section 6 of this Article.

(b) Notwithstanding the foregoing provisions of this Section,
all vacancies caused by resignations of Governors to take effect
within four months after registration of the Corporation as a na-
tional securities association under Seetion 15A of the Act, shall be
filled by elections which shall be conducted as nearly_as pr::acticablo
in aceordance with the provisions of Section 6 of this Article.
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Section 8. Meetings of the Board of Governors shall be held at
sueh times and places, upon such notice, and in accordanece with
such procedure as the Board of Governors in its diseretion may
determine. A quorum of the Board of Governors shall consist of
eleven members, and any action taken by a majority at any meet-
ing at which a quorum is present, except as hercin otherwise pro-
vided, shall constitute the action of the Board. Action of the Board
of Governors may be taken by mail or telegraphic vote, in which
case any action taken by a majority of the Board of Governors
shall constitute the action of the Board.

Seetion 9. The Corporation shall maintain sueh offices as the
Board of (Governors may from time to time deem neeessary or
appropriate.

Neclion 10. For the purpose of effectuating a maximum degree
of local administration of the affairs of the Corporation, each of
the fourteen distriets ereated under Seetion 1 of this Article shall
cleet a Distriet Commitiee, as hereinafter provided. Each such
Distriet Committee shall determine the number of its members so
to be elected, but in no event shall any Distriet Committee consist
of more than twelve members,

Section 11. Iach regularly elected member of a Distriet Com-
mittee shall hold office for a term of three years, and until his sue-
cessor is elected and qualified, or until his death, resignation or
removal; provided. however, that members of the first Distriet
Commititees elected under these by-laws, as hereby amended, shall
hold office, for the following terms: Immediately upon the mem-
hers of each such Distriect Committee taking office, they shall
classify themselves by lot or otherwise, and as near one-third
thereof as possible shall hold office until January 16, 1941, as near
one-third thereof as possible shall hold office until January 16,
1942, and the remaining members thereof shall hold office until
January 16, 1943. Members of Distriet Committees regularly
clected thercafter shall be elected for a full term of three years.

Seetion 1.2. Members of the District Committees shall be elected
as follows:

(a) At least sixty days prior to the expiration of the term of office
of any member of any Distriet Committee, the Secretary of the
Corporation shall cause notice thereof to be given to the Chairman
of the appropriate District Committee. Said Chairman, with the

approval of a majority of the members of suech District Committee,
shall appoint a nominating committee of five members (who shall
he members of the Corporation having places of business in the dis-
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triet, but not members of the Distriet Committee), which shall pro-
ceed at once o nominate a candidate from their district for the
office of each member of the District Committee whose term is to
expire or for cach new office created by the Distriet Committee pur-
suant to Seetion 10 of this Article. In the case, however, of the first
gencral election to be held under these by-laws, as hereby amended,
the nominating committee shall be chosen as provided in Section 13
of this Article. Nominating committees in nominating candidates
for the office of member of the District Committee shall endeavor,
as nearly as practicable, to secure appropriate and fair repre-
sentation on the District Committee of the various sections of the
district and of all classes and types of firms engaged in the invest-
ment banking or securities business within such district; and, ex-
cept in the case of the first elections to be held under these by-laws,
as hereby amended, no nominating committee shall nominate an
incumbent member of the District Committee to succeed himself
unless it first takes appropriate action (by a written ballot of
the entire membership within the district) to ascertain that such
nomination is acceptable to a majority of the members in the
district. Each candidate nominated by the nominating committee
shall be certified to the District Committee within fifteen days from
the date of appointment of the nominating committee, and within
five days thereafter a copy of such certification shall be sent by the
District Committee o each member of the Corporation having a
place of business in the district. Such candidate shall be desig-
nated the ‘‘regular candidate.’’ _
(b) Ten per cent or more of the members of t}:}e Corporatm_n
having places of business in the district may nominate an addi-
tional candidate for the office of any member whose term 1s to ex-
pire or for any new office created by the District Committee pur-
suant to Section 10 of this Article, if notice thereof in writing,
signed by the required number of members, is filed with the Dis-
trict Committee within twenty days from the date of the notice of
the action taken by the nominating committee. If no additional
candidate or candidates are nominated within such twenty-day
period, then the candidate or candidates nominated by the nomi-
nating committee shall be considered duly elected and the District
Committee shall certify the election to the Board of Govern?rs.
(e) If any additional candidate or cand-idates are no.mmated,
as provided in paragraph (b) of this Section, the District (_)'om-
mittee shall forthwith cause the names of the regular candidate

for any contested office and of all other candidates for such office
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to be placed upon a ballot, which ghall be sent to all members of
the Corporation having places of business in the distriet. Kach
member of the Corporation having its prineipal place of business
in the distriet shall be entitled to one vote, and each membher
liaving one or more registered branch offices in the distriet shall
be entitled 1o vote as provided in Seetion 11 of Article I. The
District Committee may fix the date before which ballots must be
returned to be counted, provided such date is prior to that upon
which the retiring member’s term of office expires. All ballots
shall be opened by such officer or employce of the Distriet Com-
mittee as its chairman may designate, and in the presence of a
representative of each of the candidates if such representation ig re-
quested in writing by any candidate voted upon. The eandidate
for each office to be filled receiving the largest number of votes
cast shall be declared eleeted to membership on the Distriet Com-
mittee, and certification thereof shall be made forthwith to the
Board of Governors. In the event of a tie, there shall be a run-off
election, In all elections held under this Section, voting shall be
by secret mail ballot, the procedure for which shall be preseribed
by the Board of Governors.

Section 13. The nominating committees for the first general
election to be held under these by-laws, as hereby amended, shall be
elected as follows,

(a) At least ninety days prior to the expiration of the term of
office of any member of any Distriet Committee, the Secretary of
the Corporation shall eause notice thereof to be given to the
Chairman of the appropriate Distriet Committee. Said Chairman,
with the approval of a majority of the members of such District
Committee, shall nominate five members of the Corporation hav-
ing places of business in the distriet, other than members of the
District Committee, as candidates for membership on the nomi-
nating committee. District Chairmen, in so nominating candidates
for membership n such nominating commitiees shall endeavor,
as nearly as practicable, to secure appropriate and fair representa-
tion on such nominating eommittees of the various sections of the
distriet and of all classes and types of firms engaged in the invest-
ment banking and securities business within such distriet. Notice
of the candidates so nominated shall be sent forthwith by the
District Committee to each member of the Corporation having a
place of business within the distriet. Such candidates shall be
designated the ‘‘regular candidates.”’

(b) Five per cent or more of the members of the Corporation
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having places of business in the district may nominate an addi-
tional candidate for membership on such nominating committee,
if notice thereof in writing, signed by the required number of
members, is filed with the Distriet Committee within fifteen days
from the date of the notice of the nomination of the regular candi-
dates. If no additional candidate or candidates are nominated
within such fiftcen-day period, the candidates nominated by the
District Committee shall be considered duly elected.

(e) If any additional candidate or candidates are nominated, as
provided in paragraph (b) of this Section, the District Committee
shall forthwith eause the names of the five regular candidates and
all other candidates to be placed upon a ballot, which shall be
sent to all members of the Corporation having places of business in
the district. Each member of the Corporation having its prin-
cipal place of business in the district shall be entitled to vote for
five of such candidates, and each member having a registered
braneh office in the distriet shall be entitled to vote for five of such
candidates; provided, however, that if any member of the Cor-
poration shall have more than one registered branch office in the
district or its principal office and one or more registered branch
offices in the distriet, such member shall be entitled to vote for only
five of such candidates in such district. The Distriet Committee
may fix the date before which ballots must be returned to be
counted, provided such date is prior to sixty days before the re-
tiring member’s term of office expires. All ballots shall be opened
by such officer or employee of the Distriet Committee as its Chair-
man may designate and in the presence of a representative of each
of the candidates if such representation is requested in writing by
any candidate voted upon. The five candidates receiving the
highest number of votes cast shall be declared elected and shall
coustitute the members of the initial nominating committee. The
District Committee, by a majority vote, may cast the deciding
vote in the event of a tie. In all elections held under this Section,
voting shall be by secret mail ballot, the procedure for which shall
be preseribed by the Board of Governors.

Section 14. All vacancies in any District Committee other than
those eaused by the expiration of a member’s term of office, shall
be filled as follows:

(a) If the unexpired term of the member causing the vacancy
is for less than six months, such vacancy shall be filled by ap-
pointment by the remaining members of the Distriect Committee
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af some member of the Comporation having a place of business jn
the same distriet.

(b) 1f the unexpired term of the member causing the vacancy
is for six months or more, such vacancy shall be filled by election,
which shall be conductied as nearly as practicable in accordance
with the provisions of Section 12 of this Article.

Section 15. Meetings of each District Committee shall be held
at such times and places, upon such notice, and in accordance with
such procedure as each Distriet Committee in its diseretion may
determine. A quorum of a Distriet Committee shall consist of g
majority of its members, and any action taken by a majority at any
meeting at which a gquorum is present, except as otherwise pro-
vided 1 the by-laws, shall eonstitute the aetion of the Commiitee.
Action by a District Committee may be taken by mail or tele-
graphie vote, in which case any action taken by a majority of the
Committee shall constitute the action of the Committee.

Section 16, Fellowing the annual election of members of the
Distriet Committees pursuant to Section 12 of this article, each Dis-
trict Committee shall eleet from its members a chairman and sueh
other officers as it deems necessary for the proper performance
of its duties under these by-laws, and shall prescribe their powers
and duties.

Neetion 17, The chairmen of the several Distriet Commitiees,
elected pursuant to Section 16 of this Article, shall eonstitute an
Advisory Council to the Board of Governors, and as such shall be
advised of and entitled to attend all meetings of the Board of
Governors bul shall not there be entitled to vote.

Seetion 18, Funds to meet the regular expenses of each Dis-
trict Committee, elected pursuant to Section 12 of this Article,
shall be provided by the Board of (Governors out of funds col-
lected by it under the provisions of Article III hereof, and all
such expenses shall be subject to the approval of the Board of
Governors. ‘

Seetion 19. The fourteen District Committees shall act as the
agencies of the Corporation for the administration of its affairs
i their respective distriets and as such shall have such powers and
duties as are provided in the by-laws or from time to time delegated
by the Board of Governors.

Section 20. District Committees shall endeavor, in suech manner
or through such media us they deem appropriate, to educate mem-
bers and other dealers in their respective districts as to the objects,
purposes and work of the Corporation in order to foster their
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interest and friendly cooperation. District Committees shall con-
sider the practical operation of all provisions of the certificate of
ineorporation, by-laws, rules of fair practice and code of procedure
of the Corporation and shall report to the Seeretary any which do
not work satisfactorily in their respective districts.

ARrTICLE V

Officers and Employees

Section 1. As soon as practicable after the election of the mem-
bers to the initial Board of Governors elected under these by-laws,
as hereby amended, and thereafter annually following the election
of members to the Board of Governors, the Board of Governors shall
elect from its members a Chairman, one or more Vice Chairmen, a
Treasurer, and such other officers as it shall deem necessary or
advisable, to serve until the next annual election and until their
suceessors are chosen and qualify. The officers so elected shall
have such powers and duties as may be determined from time to
time by the Board of Governors. The Board of Governors, by
affirmative vote of eleven members, may remove any such officer at
any time.

Section 2. As soon as practicable after the election of the mem-
bers to the initial Board of Governors elected under these by-
laws, as hereby amended, and thereafter whenever the term of any
such officer is about to expire, or in the event of a vacancy, the
Board of Governors may elect a chief executive officer and such
other executive or administrative officers as it shall deem neces-
sary or advisable, whose terms of oftice shall be at the pleasure
of the Board of Governors, and of the officers so elected, one shall
perform the usnal duties of a secretary of a corporation. All such
officers shall have such titles, such powers and duties, and shall
be entitled to such compensation as shall be determined from time
to time by the Board of Governors, and in addition shall perform
the usual duties of such officers of a corporation. The Board of
Governors, by affirmative vote of eleven members, may remove
any such officer at any time.

Section 3. In case of the absence or inability to act of the
chief executive officer, or in case of a vacaney in such office, or
pending the appointment of the first such officer as pl'ovi(}ed in
Seetion 2 of this Article, the Board of Governors may appoint its
Chairman or such other person as it may designate to act as such
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officer pro tem, who shall assume all the funetions and discharge
all the duties of such chief excentive oﬁ'!('cr. The Board of Gov-
ernors may fix the eompensation of such officer pro tem.

Section 4. The Board of Governors may retain or authorize
the employment of counsel, with such powers, titles, duties and
authority as it shall deem necessary or advisable.

Seetion 5. The Board of Governors may employ or authorize the
employment and preseribe the powers and duties of such an ad-
ministrative stafl’ as it deems necessary or advisable. The employ-
ment and compensation of such administrative staff of the Cor-
poration shall be at the pleasure of the Board of Governors,

Scetion 6. Baeh Distriet Committee, subjeet to the approval of
the Board of Governors, may employ a distriet secretary and such
other employees as it deems necessary or advisable for the proper
administration of the affairs of the Corporation within its distriet.
The compensation of such seeretary and other employees shall be
subjeet to the approval of the Board of Governors. Distriet Com-
mittees shall fix the powers and duties of suech employees. District
Committees may dismiss such employees at pleasure.

Seetion 7. No member of the Board of Governors, except when
acting as the ehief executive officer pro tem as provided in Section
3 of this Article, or of any Distriet or of any other Committee shall
be entitled to receive any eompensation from the Corporation, but
all members of the Board of Governors, of the Advisory Council,
of the Distriet Committees, and of all other committees appointed
either by the Board of Governors or by any District Committee,
shall be entitled to reimbursement for reasonable out-of-pocket ex-
penses ineurred in eonneetion with the business of the Corporation.

ArtricLe VI

Committees

Section 1. The Board of Governors may appoint such standing
and other committees as it deems necessary or desirable, and it
shall fix their powers, duties and terms of office.

Scetion 2. Each Distriet Committee, in the exercise of its
powers and performance of its duties as provided in the by-laws,
may, except as otherwise herein provided, appoint such standing
or other commitices as it deems necessary or desirable, and shall
fix their powers, duties and terms of office.

Secetion 3, Bach Distriet Committee annually shall appoint from
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among ifs members or members of the Corporation having places
of business within the distriet, a District Business Conduet Com-
mittee of not more than twelve members, at least one member of
which shall be a member of the Distriect Committee. Each such
committee shall function as the Business Conduet Committee of
the Corporation in such distriet in accordance with the by-laws,
rules of fair practice, and code of procedure for handling trade
practice complaints. Each Distriect Committee may also annually
appoint such Local Business Conduet Committees as it deems
necessary or appropriate and, wherever possible, at least one
member of each such Local Business Conduct Committee shall be
a member of the Distriet Business Conduct Committee. Each such
I.ocal Business Conduet Committee shall function as a sub-com-
mittee of the District Business Conduct Committee in accordance
with the by-laws, the rules of fair practice, and the code of pro-
cedure for handling trade practice complaints. .

Section 4. Any member of any committee appointed pursuant
o Section 2 or Section 3 of this Article may be removed from
office, after appropriate notice and opportunity for hearing, by
the District Committee appointing sueh member or by the Board
of Governors for failure to enforce the rules of the Corpdration,
for wilful abuse of his authority, or for failure in the perform-
ance of his duties as prescribed by the District Committee or
the Board of Governors.

Section 5. By resolution passed by a majority of the Board of
(lovernors, there may be created an Executive Committee, con-
sisting of five or more members of the Board, which Committee
shall have and may exercise such of the powers of the Board in
the management of the business and affairs of the Corporation
in the interim between meetings of the Board of Governors as
may be delegated to it from time to time by the Board; provided,
however, that any action of a diseiplinary nature by an Execu-
tive Committee created hereunder, which affects the business or
standing of any member of the Corporation, shall become bind-
ing only after approval by the Board of Governors. Each Execu-
tive Committee created hereunder shall keep minutes of its
meetings and shall report its proceedings to the Board of Gov-
ornors at each meeting thereof.
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ArticLe VII
Rules of Fair Practice

Seetion 1. To promote and enforee just and equitable prin-
ciples of trade and business, to maintain high standards of com-
mereial honor and integrity among members of the Corporation,
lo collaborate with governmental and other ageneies in the pro-
motion of lair practices and the elimination of fraud, and in gen-
eral to carry out the purposes of the Corporation and of Section
15A of the Act, the Board of Governors is hereby authorized to
adopt for submission to the members of the Corporation such
rules of Tair practice and such amendments thereto as it may,
from time to time, deem nceessary or appropriate. The Board
ol Governors, upon the adoption of any such rules of fair practice
or amendments thereto, shall forthwith cause copies thereof to
be sent to caeh member of the Corporation to be voted
upon. If any such rules of fair practice or amendments thereto
are approved by a majority of the members voting, pro-
vided, however, that a majority of all members of the Corpora-
tion have voted, within thirty days after the date of submission
to the membership, and are not disapproved by the Commission
as provided in Section 15A of the Aet, they shall become effec-
tive rules of fair practice of the Corporation as at such date as
the Board of Governors may preseribe. In any case, however,
where the Board of Governors finds an emergency to exist, such
rules of fair practice or amendments thereto, if adopted by a
two-thirds vote of the Board of Governors and not disapproved
by the Commission pursuant to Seetion 15A of the Act, may be-
come cffective as at such time as the Board of Governors may
preseribe, without submission {o the members for a vote as here-
mabove required; provided, however, that no such rule of fair
practice or amendment shall be effective for more than sixty days
or the duration of the emergency as declared by the Board of
Governors, whichever is the less. The Board of Governors is
hereby authorized, subject to the provisions of the by-laws and
ol Section 15A of the Aet, to administer, enforce, suspend, or
cancel any rules of fair practice adopted hereunder.

Scction 2. Subject to the approval of the Board of Governors
and the provisions of Seetion 15A of the Act, each District Com-
mittee may adopt such supplemental local rules of fair practice
and sueh amendments thereto as it may from time to time deem
necessary or appropriate; provided, hiowever, that such rules of
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fair practice and amendments thereto shall be designed to effect
the same purposes and shall be subject to the same provisions
with respeet to approval by members having places of business
within the district as are provided in Section 1 of this Article,
with respect to rules of fair practice applicable to all members.
The Board of Governors, subject to the provisions of Seetion 15A
of the Act, may at any time suspend or cancel any such local
rules of fair practice or any portion of any such local rules so
adopted and approved. Any District Committee, subject to the
approval of the Board of Governers and the provisions of Section
I5A of the Act, may at any time suspend or cancel any local
rules of fair practice or any portion of any such local rules
adopted by it pursuant to this Section.

Section 3. The Board of Governors, in the administration and
enforcement of any rules of fair practice adopted under Sections
1 and 2 of this Article, shall have power:

(a) To make and issue interpretations of all rules of fair prae-
tice adopted thereunder;

(b) To presecribe such procedure for the presentation, hearing
and adjudication of complaints between or against members of
the Corporation as it deems necessary or appropriaie; provided,
however, that in any such procedure Distriet Business Conduet
Committees shall have original jurisdiction in the hearing of all
complaints, whether filed by a District Business Conduct Com-
mittee or other person, and that the Board of Governors shall aet
as an appellate body;

(¢) To preseribe maximum penalties, including censure, fines,
suspension or expulsion from membership, for breach, by a mem-
ber, of any covenant with the Corporation or its members; for
violation by & member of any of the terms, conditions. eovenants,
and provisions of the by-laws, or of the rules of fair practice of
the Corporation; for failure by a member to adhere to any ruling,
order, direction or deeision of, or to pay any penalty imposed by,
the Board of Governors or any Distriet Business Conduct Com-
mittee, or for violation of any local rule of fair practice adopted
by any District Committee; provided, however, that no member
shall be disciplined unless and until the requirements of Section
4 of this Article are met.

(d) To preseribe such procedure for the arbitration of contro-
versies between members and between members and customers or
others as it shall deem necessary or appropriate.
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Section 4. In any proceeding under this Article, any aceused
member shall be given the opportunity to have a hearing, at
which hearing such member shall be entitled to be heard in per-
son and/or by counsel, and to submit any matter which he may
desire to present, and a record shall be kept of the proceedings.
In any sueh proeceding to determine whether any memher shall
be diseiplined, specific charges shall be brought; such member
shall be notified of and be given an opportunity to defend against
such charges; a record shall be kept; and any determination shall
inelude (A) a statement setting forth any aet or praetice in which
sueh member may be found to have engaged or which such mem-
ber may be found to have omitted; (I3) a statement setting forth
the specific rule or rules of the Corporation of which any sueh
ael or praetiee, or omission to aet, is deemed to be in violation;
(C) a statement whether the act or practices prohibited by such
rule or rules, or the omission of any aet required thereby, are
deemed to constitute conduet ineonsistent with just and equitable
principles of trade, and (I)) a statement selting forth the penalty
imposed.

Seetion 5. No member of the Board of Governors or of any
Listriet Business Conduet Committee or of any Local Business
Conduet Committee shall in any manner, direetly or indirectly,
participate in the determination of any complaint affecting his
interest or the inferests of any person in whom he is directly or
nmidireetly interested. In any case where such an interest is in-
volved, the particular member shall disqualify himself, or shall
be disqualified by the Chairman of any such Board or Committee.

ArricLe VIII

Limitation of Powers

Seetion 1. Under no cirecumstances shall the Board of Governors
or any officer, employee or member of the Corporation have
power:

(a) To make any donation or contribution from the funds of
the Corporation or to commit the Corporation for the payment of
any donations or eontributions for political, or charitable pur-
poses;

(b) To use the name or faeilities of the Corporation in aid of
any politieal party or candidate for any public office.

Section 2. No member shall use the name of the Corporation on
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letterheads, cireulars or other advertising matter or literature ex-
cept to the extent that may be authorized by the Board of Gover-
nors.

Section 3. No officer, employee, member of the Board of
Governors or of any District or other Committee. shall have any
power to ineur or contract any liability in exeess of the specific
authorization or appropriation made by the Board of Governors.

ArricLe 1X

Amendments

Any member of the Board of Governors by resolution, any Dis-
friet Committee by resolution, or any Lwenty-five members of the
Corporation by petition signed by such members, may propose
additions, alterations, or amendments to the by-laws. Every pro-
posed addition, alteration or amendment shall be presented in
writing to the Board of Governors and a record kept thereof.
The Board of Governors shall first pass on all proposed additions,
alteratious or amendments to the by-laws, and may adopt any
proposed addition, alteration or amendment by a majority vote
of all of its members. The Board of Governors, upon adoption
of any such addition, alteration or amendment to the by-laws,
except as provided in Section 1 of Article ITI hereof, shall forth-
with cause a copy thereof to be sent to each member of the Cor-
poration to be voted upon. If such addition, alteration or amend-
ment to the by-laws is approved by a majority of the members
voting, provided, however, that a majority of all of the members
have voted, within thirty days after the date of submission to
the membership, and are not disapproved by the Commission as
provided in Section 15A of the Act, it shall become effective as
at such date as the Board of Governors may preseribe.

ARrTIcLE X
Seal

The corporate scal shall have inseribed thereon the name of the
Corporation, the year of its organization and the words “Cor-
porate Seal, Delaware.” Said seal may be used by causing it or
a facsimile thereof to be imposed or affixed or reproduced or

otherwise.
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ArticLE X1
Checks

All ehecks or demands for money and notes of the Corporation
shall be signed by such officer or officers or such other person or
persons as the Board of Governors may from time to time desig-
nafe,

ArticLe XI1T
Fiscal Year

The fiscal year shall begin the first day of October in each year.

ArtmicLe X111
Annual Financial Statement

As soon as practicable after the end of caeh fiscal year, the
Board of Governors shall send to caeh member of the Corpora-
tion a reasonably itemized statement of receipts and cxpen(li.tm'es
of the Corporation for such preceding fiscal year.

33

.SCHEDULE “A”

Classilication of membership as provided in Section 1 of Article
I1T of the by-laws:

Class Personnel*** Assessment
| lto 3 Unit*
2 4to 6 2
3 7to 10 3
4 11 to 15 4
J 16 to 25 5]

6 26 to 35 6

7 36 to 50 7

8 51 to T 8

) 76 to 100 9

10 101 to 125 10
11 Over 125 11
#*12 (d) Occasional Underwriters 20
(e) Substantial Underwriters 30

(b) Major Underwriters 50

(a) Originators 100

Branch office dues shall be assessed annually on the basis of
$10.00 per distriet for each distriet in which a member maintains
one or more branch offices other than the distriet in which such
member’s principal office is located.

*The basic unit of assessment to be determined annually in advance by the
Board of Governors in aceordance with the by laws.

Class 1 pays the basic unit of assessment. Classes 2 to 12 pay the multiple
of the unit assessment as indicated.

**The Board of Governors shall designate the members to be placed in the
four subdivisions of Class 12. In making such designation, the Board of Gov-
ernors shall take into consideration the total amount of underwriting of all
members for the last 12-month period for which such data is conveniently
available, the relative amount of underwriting or participations in underwrit-
ing of each member for such period, the personnel of such member, and such
member’s general standing in the business. In the light of such considerations,
such designation shall be fair and equitable to all members, and the member-
ship shall be informed of the general standards or formula applied by the
Board in making such designation on or before the date of levying any assess-
ment upon the basis of sueh designation. The general standards or formula
referred to above shall include the minimum amount of underwriting or par-
ticipations in underwriting which, without taking into consideration any of
the other factors referred to above, will automatieally place a member in Class
12(d).

*#%Definition of Personnel: Each individual in an organization mnormally
devoting half or more of his business hours to such organization’s ¢‘invest-
ment banking or securities business’’ as defined in Article I, Section 3(¢) of
the by-laws, shall be counted as 1; each individual in the organization nor-
mally devoting part but less than half of his business hours to such organi-
zation’s ‘¢investment banking or securities business’’ as defined in Artiele I,
Section 3(c) of the by-laws, shall be counted as 1%. For the purpose of this
definition, the term ‘‘individual’’ includes a partner, corporate officer, or indi-

vidual proprietor.
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SCHEDULE “B”

Territorial boundaries ol the several distriels esfablished as
provided in Seetion 1 of Artiele IV, are as follows:

District
Distriet

Distriet

Distriet

Distriet

Distriet

District

Distriet

Distriet

Distriet

Distriel

Distriet
Districet

Diistriet

#1.
#2,
3,

#4.

#5.

6,
#7.

#8,

#10.

#11.

-.-J-]~)
#12.
#13.

£14.

States of Idaho, Oregon and Washington,
States of California and Nevada.

States of Arizona, Colorado, New Mexico, Utah and
Wyoming.

States of Minnesota, Montana, North Dakota and
South Dakota.

States of Kansas, Oklahoma, and the counties of
Putnam, Sullivan, Linn, Chariton, IToward, Cooper,
Monitean, Miller, Pulaski, Texas and Howell in the
State of Missouri and the remainder of said state
lving west of such counties.

State of Texas.

State of Arkansas, the eounties of Schuyler, Adair,
Macon, Randolph, Boone, Cole, Osage, Maries,
Phelps, Dent, Shannon and Oregon in the state of
Missouri and the remainder of said state lying east
of such counties; and the eounties of Meade, Breck-
enridge, Grayson, Edmonson, Warren, and Allen
in the state of Kentucky and the remainder of said
state lying west of such counties.

States ol Illinois, Indiana, Towa, Michigan, Nebraska
and Wisconsin.

. States of Alabama, Florida, Georgia, Louisiana, Mis-

sissippi, South Carolina, and Tennessee.

State of Ohio, the counties of Jefferson, Bullitt,
Hardin, Hart, Barren, and Monroe in the state of
Kentueky and the remainder of said state lying east
of sueh counties.

The District of Columbia, and the states of Mary-
land, North Carolina, Virginia and West Virginia.

States of Delaware and Pennsylvania.
States of Conneeticuf, New Jersey and New York,

States of Maine, Massachusetts, New Iampshire,
Rhode Island and Vermont.

RULES OF FAIR PRACTICE
OF

NATIONAL ASSOCIATION OF SECURITIES DEALERS, INC.

ArticLE I
Adoption and Interpretation

Section 1. The following provisions are adopted pursuant to
Article VIT of the By-Laws of the Corporation and the provi-
sions of Artiele 11T hereof are adopted as the Rules of Fair Prac-
tice of the Corporation, pursuant to Section 1 of said Article VIL

Section 2. The Rules shall become effective as provided in Sec-
tion 1 of Artiele VII of the By-Laws; provided, however, that the
provisions of Seetions 23, 24 and 25 of Artiele IIL hereof shall
not become effective until thirty days after registration of the
Corporation with the Commission as a national securities asso-
ciation.

Section 3. The Rules shall be interpreted in such manner as will
aid in effectuating the purposes and business of the Corporation,
and so as to require that all praectices in connection with the
investment banking and seeurities business shall be just, reason-
able and not unfairly discriminatory.

Section 4. The Rules shall not be construed to apply to con-
tracts made prior to the effective date of the Rules or to trans-
actions in exempted securities (as defined in Seetion 3(a) (12,
of the Act).

ArticLe 11
Definitions

Section 1. When used in the Rules and provisions hereby
adopted, unless the context otherwise requires—

(a) The term “Corporation” means National Association of
Securities Dealers, Ine., a nonprofit membership corporation or-
oanized under the laws of the State of Delaware. .

(b) The term “By-Laws"” means the By-Laws of the Corporatltfn.

(e¢) The term “member” means any individual, partnership,
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corporation or other legal entity admitted to membership in the
Corporation under the provisions of Article T of the By-Laws.

(d) The term “Rules” means the Rules of Fair Praclice as
adopted and approved pursuant to Article VII of the By-Laws,
or as the same may be hercafter amended or supplemented, as
provided in the By-Laws.

() The term “Code of Procedurc” means the Code of Pro-
cedure for Handling Trade Practice Complaints preseribed by the
Board of Governors pursuant to Artiele VIT of the By-Laws,

(f) The term “customer” shall not include a broker or dealer.

() The term “selling syndicate” means any syndicate formed
in connection with a publie offering, to distribute all or part of
an issue of securifies by sales made direetly to the publie by or
{hirough participants in sueh syndieate under an agreement which
imposes a financial commitment upon partieipants in such syndi-
cate to purchase any such securities.

(1) The term “selling group” means any group formed in eon-
nection with a public offering, to distribute all or part of an issue
of securities by sales made directly to the public by or through
members of sueh selling group, under an agreement which im-
poses no finaneial ecommitment on the members of such group to
purchase any such sccurities exeept as they may elect to do so.

(i) The term “person” shall include any natural person, part-
nership, corporation, assoeiation, or other legal entity.

(j) The term “the eompletion of the transaction” means:

(1) In the case of a customer who purchases a seeurity
through or from a member, except as provided in paragraph
(2), the time when such customer pays the member any part
of the purchase price, or, if payment is effected by a book-
keeping entry, the time when such bookkeeping entry is
made by the member for any part of the purchase price;

(2) In the case of a customer who purchases a security
{hrouch or from a member and who makes payment there-
for prior to the time when payment is requested or notifica-
tion is given that payment is due. the time when such mem-
ber delivers the security to or into the aceount of such cus-
tomer;

(3) In the case of a customer who sells a seeurity through
or to a member, except as provided in paragraph (4), if the
seeurity is not in the custody of the member at the time of
sale, the time when the securily is delivered to the member,
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11'n(l if the security is in the custody of the member at the
?lmc of sale, the time when the member transfers the seeur-
ity from the account of such customer;

(4) In the case of a customer who sells a security through
or to a member and who delivers such sceurity to such mem-
b}'r prior to the time when delivery is requested or notifica-
ton s given that delivery is due, the time when sueh member
makes payment to or into the account of such eustomer.

(k) The term “Commission” means the Securities and Ex-
, thange Commission, established pursuant to The Securities Ex-
change Act of 1934, as amended.

(I) The term “Act” means The Securitics Tixchange Act of
1934, as amended.

Section 2. Unless the context otherwise requires, or unless de-
fined in this Article, terms used in the Rules and provisions hereby
adopted, if defined in the By-Laws, shall have the meaning as
defined in the By-Laws.

ArricLe ITI

Rules of Fair Practice

1. A member, in the conduct of his business, shall observe high
standards of commereial honor and just and equitable principles
of trade.

2. In recommending to a cusiomer the purchase, sale or ex-
change of any sceurity, a member shall have reasonable grounds
for believing that the recommendation is suitable for such ecus-
tomer upon the basis of the faects, if any, disclosed by such eus-
tomer as to his other security holdings and as to his finaneial
situation and needs.

3. Charges, if any, for services performed, including misecellane-
ous serviees such as collection of moneys due for prinecipal, divi-
dends, or interest; exchange or transfer of securities; appraisals,
safe-keeping or custody of securities, and other services, shall be
reasonable and not unfairly diseriminatory between customers.

4. In “over-the-counter” transactions, whether in “listed” or
“unlisted” securities, if a member buys for his own aceount from
his customer, or sells for his own account to his enstomer, he
shall buy or sell at a price which is fair, laking into eonsidera-
tion all relevant cireunstances, including market conditions with
respeet to such security at the time of the transaction, the ex-
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pense involved, and the fact that he is entitled to a profit; and
if he acts as agent for his customer in any such transaction, he
«hall not charge his customer more than a fair commission or ger-
viee charge, taking into consideration all relevant eircumstances
inelnding market conditions with respeet to such security at the
{ime of the transaction, the expense of exceuting the order and
the value of any service he may have rendered by reason of his
experienee in and knowledge of such scceurity and the market
therefor.

5. No member shall publish or civeulate, or cause to be pub-
lished or eireulated, any notice, cireular, advertisement, news-
paper article, investment service, or communication of any kind
which purports to report any transaction as a purchase or sale
of any security unless sueh member believes that such transac-
tion was a bona fide purchase or sale of such security; or which
purports to quote the bid priee or asked price for any security,
unless such member believes that sueh quotation represents a
bona fide bid for, or offer of, such security. TIf nominal quota-
tions are used or given, they shall be elearly stated or indicated
to be only nominal quotations.

6. No member shall make an offer to buy from or sell to any
person any security at a stated price unless such member is pre-
pared 1o purchase or sell, as the ecase may be, at such price and
under such conditions as are stated at the time of such offer to
buy or sell.

7. Selling syndicate agreements or selling group agreements
shall set forth the price at which the securities are to be sold to
the publie or the formula by which such price can be ascertained,
and shall state elearly to whom and under what eircumstances
concessions, if any, may be allowed.

8. A member, when a member of a selling syndicate or a sell-
ing eroup, shall purchase securities talken in trade at a fair mar-
ket price at the time of purehase, or shall act as agent in the sale
of sueh sceurities.

9. A member who in the capacity of paying agent, transfer
agent, trustee, or in any other similar capaeity, has received in-
formation as to the ownership of seeurities, shall under no eir-
cumstances make use of suech information for the purpose of
solieiting purchases, sales or exchanges except at the request
and on behalf of the issuer.

10. No member shall, direetly, or indirectly, give, permit to be

39

given, or offer to give, anything of value to any employee, agent
or representative of another person, for the purpose of influenc-
L rewarding the act of such employee, agent, or representa-
tive in relation to the business of the employer of such employee,
principal of such agent, or the represented party, without the
prior knowledge and consent of such employer, principal, or rep-
resented party.

11. No member shall, directly or indirectly, give, permit to be
given, or offer to give, anything of value to any person for the
purpose of influencing or rewarding the action of such person
in connection with the publication or cireulation in any news-
paper, investment service, or similar publication, of any matter
which has, or is intended to have, an effect upon the market price
of any security, provided that this rule shall not be construed
to apply to matter which is clearly distinguishable as paid ad-
vertising.

12. A member at or before the completion of each transaction
with a customer shall give or send to such customer written
notifieation disclosing (1) whether such member is acting as a
broker for such customer, as a dealer for his own account, as a
broker for some other person, or as a broker for both such cus-
tomer and some other person; and (2) in any case in which such
member is acting as a broker for such customer or for both such
customer and some other person, either the name of the person
from whom the security was purchased or to whom it was sold
for such customer and the date and {ime when such transaction
took place or the fact that such information will be furnished
upon the request of such customer, and the source and amount
of any commission or other remuneration received or to be re-
ceived by such member in connection with the transaction.

13. A member controlled by, controlling, or under common con-
trol with, the issuer of any security, shall, before entering into
any contract with or for a customer for the purchase or sale of
such security, disclose to such customer the existence of such
control, and if such diselosure is not made in writing. it shall be
supplemented by the giving or sending of written disclosure at
or before the completion of the transaction.

14. A member who is acting as a broker for a customer or for
both such customer and some other person, or a member who is
acting as a dealer and who receives or has promise of receiving
a fee from a customer for advising such customer with respect
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to securities, shall, at or before the completion of any transaction
for or with such customer in any security in the primary or
seeondary distribution of which such member is participating or
is otherwise financially interested, give such customer written
notifieation of the existence of such participation or interest.

15. (a) No member shall effect with or for any customer’s
account in respeet to whieh sueh member or his agent or em-
ployce is vested with any discretionary power any transactions
of purchase or sale which are exeessive in size or frequency in
view of the financial resources and character of such aceount.

{b) No member shall effeet with or for any eustomer’s acecount
in respeet to which sueh member or his agent or employee is
vested with any diseretionary power any transaction of purchase
or sale unless immediately after effecting such transaction such
member makes a record of sueh transaction which record includes
the name of such customer, the name, amount and price of the
security, and the date and time when such transaction took place.

(¢) Lach member shall keep or preserve for at least two years
sueh reeords as such member may be required to make pursuant
to the provisions of paragraph (b) of this rule.

16. A member who is partieipating or who is otherwise finan-
cially interested in the primary or secondary distribution of any
seeurity whieh is not admitted to trading on a national securities
exchange, shall make no representation that such security is
being offered to a eustomer “at the market” or at a price related
to the market price unless such member knows or has reasonable
arounds to believe that a market for such security exists other
than that made, ercated, or controlled by sueh member, or by
any person for whom he is acting or with whom he 15 associated
in such distribution, or by any person conirolled by, controlling
or under common eontrol with sueh member,

17. (a) No member, participating or otherwise financially in-
terested in the primary or secondary distribution of any secur-
ity of any issuer, shall,

(1) pay or offer or agree to pay, directly or indirectly, to
any person any ecompensation for soliciting another to pur-
chase any seeurity of the same issuer on a national securi-
ties exchange, or for purchasing any seeurity of the same

* issuer on any such exchange for any acecount other than the
account of the member who pays or is to pay such compen-
sation; or
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‘ (2) sell, offer to sell or induee an offer to buy such seeur-
ity, or deliver such security after sale, if, in connection with
such distribution, such member has paid, or has offered or
agreed to pay, direetly or indirectly, to any person, any com-
pensation for soliciting another to purchase any security of
the same iSsuer on any national securities exehange, or for
purehasing any security of the same issuer on any such ex-
change for any aceount other than’the account of the member
who has paid or is to pay such compensation.

(b) No member, participating or otherwise financially inter-
ested in the primary or secondary distribution of any security of
any issuer, shall cause a purchase or sale of any security of the
same issuer on a national securities exchange by paying or offer-
ing or agreeing to pay, directly or indirectly, to any person any
compensation for soliciting another to purchase such security on
any such exchange, or for purchasing such security on any such
exchange for any account other than the account of the mem-
ber who pays or is to pay such ecompensation.

(¢) The provisions of this rule shall not apply in respect to
any salary paid by a member to any person regularly employed
by him whose ordinary duties inelude the solicitation or execu-
tion of brokerage orders on a national securities exchange, if
such salary represents only ordinary compensation for the dis-
charge by such person of such duties in the regular course of
his employment, and is not paid, in whole or in part, directly or
indireetly, for the inducement by such person of the purchase or
sale on a national securities exchange of any security of the
issuer of the security in the primary or secondary distribution
of whieh such member is participating or otherwise financially
interested.

18. No member shall effect any transaction in, or induce the
purchase or sale of, any security by means of any manipulative,
deceptive or other fraudulent device or contrivance.

19. (a) No member shall make improper use of a customer’s
securities or funds.

(b) No member shall lend, either to himself or to others, securi-
ties of any eustomer unless such member shall first have obtained
a separate written authorization from such customer permitting
the lending of securities held for his account by such member.

(¢) No agreement between a member and a customer authoriz-
ing the member to pledge securities ecarried for the account of
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the eustomer either alone or with other seeurities, either for the
amount dne thereon or for a greater amount, shall justify the
member in pledging more of sueh securities than is fair and
reasonable in view of the indebtedness of said customer to said
member.

20. (a) No member shall take or carry any account, or make a
transaction for any customer under any arrangement which con-
templates or provides for {he purchase of any security for the
account of the customer or for the sale of any security to the
customer, where payment for the security is to be made to the
member by the eustomer over a period of time in installments or
by a series of partial payments, unless:

(1) in the event such member acts as an agent or broker
in such transaction he shall, immediately, in the regular
course of business, make an actual purchase of the security
for the aeceount of the customer, and shall immediately, in
the regular course of business, take possession or eontrol of
such security and shall maintain possession or control thereof
so long as he remains under obligation to deliver the security
to the customer;

(2) in the event such member acts as a prineipal in sueh
transaction, he shall, at the time of such transaction own
such seeurity and shall maintain possession or eontrol thereof
so long as he remains under obligation to deliver the seeur-
ity to the eustomer;

(3) the provisions of Regulation T of the Federal Reserve
Board, if applicable to such member, are satisfied.

(b) No member, whether acting as principal or agent, shall, in
connection with any transaction referred to in this rule, make any
agreement with his customer under which suech member shall be
allowed 1o pledge or hypothecate any security involved in such
transaction for any amount in excess of the indebtedness of the
customer to sueh member,

21. A member shall keep and preserve all books, accounts, rec-
ords and correspondence with customers, made with respeet to and
in the regular eourse of his business, for a period of at least two
years,

22. (a) A member shall make available to inspection by any
bona fide regular customer, upon request, the information relative
to sueh member’s finanecial condition as disclosed in its most recent
balance sheet prepared either in accordance with such member's
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usual practice or as required by any State or Federal securilies
laws, or any rule or regulation thereunder.

(b) As used in paragraph (a) of this rule, the term ‘“customer’’
means any person who, in the regular course of such member’s
business, has cash or securities in the possession of such member.

23. No member shall offer any security or confirm any purchase
or sale of any security, from or to any person not actually engaged
in the investment banking or securities business at any priee which
shows a concession, discount, or other allowance, but shall offer
such seeurity and confirm such purchase or sale at a net dollar or
basis price.

24. Selling concessions, discounts, or other allowances, as such,
shall be allowed only as consideration for services rendered in dis-
tribution and in no avent shall be allowed to anyone other than a
broker or dealer actually engaged in the investment banking or
securities business; provided, however, that nothing in this rule
shall prevent any member from selling any security owned by him
to any person at any net price which may be fixed by him unless
prevented therefrom by agreement.

25. (a) No member shall deal with any non-member broker or
dealer except at the same prices, for the same commissions or fees,
and on the same terms and conditions as are by such member ac-
corded to the general publie.

(b) Witheut limiting the generality of the foregoing, no mem-
ber shall

(1) in any transaction with any non-member broker or dealer,
allow or grant to such non-member broker or dealer any selling
concession, discount or other allowance allowed by such member
to a member of a registered securities association and not allowed
to a member of the zeneral public;

(2) join with any non-member broker or dealer in any syndicate
or group contemplating the distribution to the public of any issue
of securities or any part thereof ; or

(3) sell any security to or buy any security from any non-mem-
ber broker or dealer except at the same price at which at the time
of such transaction such member would buy or sell such security,
as the case may be, from or to a person who is a member of the gen-
eral public not engaged in the investment banking or securities
business. )

(¢) The provisions of paragraphs (a) and (b)' of this ?ule shall
not apply to any non-member broker or dealer in a foreign coun-
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{ry who is not eligible for membership in a registered securitiey
.‘l\‘hll('i:lliﬂll, but in any transaction with any such foreign non-
member broker or dealer, where a selling coneession, discount, or
other allowanee is allowed, a member shall as a condition of guely
tranaction seeure from such foreign broker or dealer an agreement
that, in making any sales to purchasers within the United States
of seeurities aequired as a result of such transaction, he will con-
form to the provisions of paragraphs (a) and (b) of this rule to
the same extent as though he were a member of the Corporation,

(d) For the purpose of this rule, the term ‘‘non-member broker
or dealer” shall inelude any broker or dealer who makes use of
the mails or of any means or instrumentality of interstate com-
meree to effeet any fransaction in, or to induce the purchase or
sale of, any securily, otherwise than on a national securities ex-
change, who is not a member of any securities association, regis-
tered with the Commission pursuant to Seetion 15A of the Act,
except a broker or dealer who deals exclusively in commereial
paper, bankers’ acceptances or commercial bills.

(e) Nothing in this rule shall be so construed or applied as to
prevent any member of the Corporation from granting {o any other
member of any registered securities association any dealer’s dis-
count, allowanee, commission, or special terms.

ArTicLE IV
Complaints

Scetion 1. Every member of the Corporation shall keep in each
office maintained by him, in the form to be supplied by the Board
of Governors, a eopy of the Certifieate of Incorporation, By-Laws,
Rules of Fair Practice, and Code of Procedure of the Corporation,
and of all additions and amendments from time to time made
thereto, and of all interpretative rulings made by the Board of
Governors, all of which shall be available for the examination of
any customer who makes request therefor.

Seetion 2. Any person feeling aggrieved by any act, practice or
omission of any member of the Corporation, which such person
believes to be in violation of any of the Rules of Fair Practice of
the Corporation, may, on the form to be supplied by the Board of
Governors, file a complaint against sueh member in regard thereto
with any District Business Conduct Committee of the Corporation,
and any such complaint shall be handled in aceordance with the
Code of Procedure of the Corporation.

\'|®
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Section 3. Any District Business Conduet Committee which, on
information and belief, is of the opinion that any act, practice, or
omission of any member of the Corporation is in violation of any
of the Rules of Fair Practice of the Corporation, may, on the form
to be supplied by the Board of Governors, file a complaint against
such member in regard thereto with itself or with any other Dis-
triet Business Conduet Committee of the Corporation, as the neces-
sities of the complaint may require, and any such complaint shall
be handled in accordance with the Code of Procedure and in the
same manner as if it had been filed by an individual or member.

Section 4. For the purpose of any investigation or any hearing
of any complaint against any member of the Corporation, made or
held in accordance with the Code of Procedure, any local Business
Conduet Committee, any District Business Conduct Committee, or
the Board of Governors, or any duly authorized member or mem-
bers of any such Committees or Board, or any duly authorized
agent or agents of any such Committees or Board shall have the
right (1) to require such member of the Corporation to submit a
report in writing with regard to any matter involved in any such
investigation or hearing, and (2) to investigate the books, records
and accounts of any suech member of the Corporation with relation
to any matter involved in any such investigation or hearing. Any
refusal on the part of any such member of the Corporation to make
any report as required in this Section, or to permit any inspection
of books, records and accounts as may be validly called for under
this Section, shall be sufficient cause for suspending or canceling
the membership of such member in the Corporation.

Secetion 5. TFor the purpose of determining whether it should
file a compaint against any member of the Corporation pursuant
{o Section 3 of this Article, any District Business Conduct Com-
mittee, or any duly authorized Local Business Conduct Committee,
or any duly authorized member or members of any such Commit-
tees, or any duly authorized agent or agents of any such Com-
mittees, shall have the right (1) to require such member of the
Corporation to submit a report in writing with regard to any mat-
ter involved in any such investigation, and (2) to inspeet the books,
records and accounts of any such member of the Corporation with
relation to any matter involved in any such investigation. Any
refusal on the part of such member of the Corporation to mak‘e any
report as required in this Seection, or to Permit any inspection qf
books, records and accounts as may be validly called for under this
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Section, shall be sufficient cause for suspending or canceling the
membership of such member in the Corporation.

ArTioLE V
Penallies

Scction 1. Any Distriet Business Conduct Committee, or the
Board of Governors, in the administration and enforeement of the
Rules, and after complianee with the Code of Proecedure, may (1)
censure any member, (2) impose a fine not in excess of Iive ITun-
dred Dollars ($500.00) upon any member, (3) suspend the mem-
bership of any member for a definite period,.and/or (4) cancel the
membership of any member, for any violation of any of the Rules,
or for any neglect or refusal to comply with any orders, directions
or decisions issued by any Distriet Business Conduct Committee or
by the Board of Governors in the enforeement of the Rules, includ-
ing any interpretative ruling made by the Board of Governors,
as any such Committee or Board, in its diseretion, may deem to
be just; provided, however, that no such penalty imposed by any
District Business Conduet Committee shall take effect for sixty
days alter the date of the notice thereof sent to the -Complain-
ant and the Respondent, as required by the Code of Procedure;
and provided, further, that both parties to any proceeding result-
ing in a penalty shall be deemed to have assented to or to acquiesece
in the imposition of such penalty unless any party aggrieved there-
by shall have made application to the Board of Governors for
review, pursuant to the Code of Proecedure, within thirty days
alter the date of such notiee.

Neetion 2. All fines imposed pursuant to Section 1 of this Arti-
cle shall be paid to the Treasurer of the Corporation and shall be
used for general corporate purposes.

ArticLe VI
The List

The Secretary of the Corporation shall furnish every office of
every member of the Corporation a list of all members of the Cor-
poration, and shall eurrently keep every office of every member
advised, by amendments to the list, of all new members and of all
suspensions and canecelations of membership. For the purpose of
complying with Rule 25, a member shall be entitled to rely on such
list as last amended.

CODE OF PROCEDURE
FOR HANDLING TRADE PRACTICE COMPLAINTS

OF

NATIONAL ASSOCIATION OF SECURITIES DEALERS, INC.

Section 1. This Code of Procedure is preseribed for handling
trade practice complaints in regard to violations of the rules of fair
practice and the supplemental local rules of fair practice (herein-
after sometimes referred to as the ‘‘rules’’) or any amendment,
modification, interpretation, or explanation thereof, adopted pur-
suant to Article VII of the By-Laws of the Corporation.

Section 2. The fourteen District Business Conduct Committees
of the Corporation and the Board of Governors shall constitute the
bodies empowered to hear and pass upen all complaints in regard
to violations of the Rules. The District Business Conduct Com-
mittees shall have original jurisdiction in handling such complaints
and the Board of Governors shall act as an appellate and review
body, all functioning in accordance with the procedure hereinafter
set forth.

Section 3. In the ordinary course, complaints shall be heard by
the District Business Conduct Committee of the district in whieh
is located the principal office of the Respondent, unless such Re-
spondent, in writing, consents to the complaint being heard by
some other District Business Conduct Committee; provided, how-
ever, that if the aet, practice, transaction, or omission to act, which
constitutes the basis of such complaint, was effected by or through
any branch office of sneh Respondent, such complaint shall be heard
by the District Business Conduct Committee of the distriet in
whieh such branch office of the Respondent is located.

For the purpose of proceedings hereunder, the principal office
of the Respondent shall be the principal office of such Respondent
designated in his application for membership.

Section 4. All complaints shall be made in writing, on the form
to be supplied by the Board of Governors, and shall specify in
reasonable detail the nature of the charges and the rule or rules,

or any amendment, modification, interpretation or explanation
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thereof, allegedly violated. The party making the complaint shall
be termed the ‘‘Complainant,”” and the party against whom the
complaint is made shall be termed the “Respondent.” If the eom-
plaint eonsists of several matiers or items, each matter or item shall
be stated separately. All complaints must be signed by the Com-
plainant and may be directed to any Distriet Business Conduct
(‘fommittee,

Sectwn 5. If the complaint is filed with a Distriet Business
Conduet Committee of a distriet other than the distriet where the
complaint is to be heard, as provided in Seetion 3, such Commi{{oee
shall first make sueh preliminary investigation with regard 1o such
complaint as it may deem practicable and necessary, and shall then
forward the complaint, together with a report of its investigation,
il any, 1o the Distriet Business Conduet Committee entitled to hear
suceh complaint as provided in Section 3.

Scetion 6. If the complaint is filed with the Distriet Business
Conduet Committee entitled to hear sueh eomplaint, as provided in
Section 3, or if a complaint is forwarded to such Committee by
another Distriet Business Conduet Commitiee, as provided in See-
tion 5, such Committee shall, on the form to be supplied by the
Board of Governors, forthwith send notice in writing of the receipt
ol such complaint, tozether with a ecopy of such complaint, to the
Respondent, and shall require the Respondent to answer thereto.

Section 7. (a) All answers to complaints shall be in writing,
on the form to be supplied by the Board of Governors, and shall
be submitied to the Distriet Business Conduet Committee within
ten business days from the date of the notice sent to the Respon-
dent pursuant to Seetion 6, unless sueh Distriet Business Conduet
Committee, in its diserction, shall extend such ten-day period.
Such Commitiee, upon the receipt of the answer of the Respondent,
shall forthwith, on the form to be supplied by the Board of Gov-
ernors, send notice in writing of the receipt of such answer, to-
zether with a copy of such answer, to the Complainant.

(h) If no answer shall be received by such Commitiee within the
time required, such Ccmmittee shall send a seeond notice, on the
form to be supplied by the Board of Governors, to such Respon-
dent by registered mail, with return receipt requested, requiring
an answer within five business days from the date of sueh seeond
notice, or within sueh longer period as the Committee in its discre-
tion may determine, and stating that failure of the Respondent to
reply thereto within the period specified in such second notice, may
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be treated by sueh Committee as an admission of the allegations
ol" u"“ complaint. If no answer is received by such Committee
within the time required by such second notice, then the Committee
may consider the allegations of the complaint as admitted by the
RRespondent,

Section 8. Upon the filing of an answer and due notice thereof
to the Complainant, as provided in Section 7 (a), either the Com-
plainant or the Respondent may request a hearing before the Com-
mittee entitled to hear the complaint, and in case such request is
made, a hearing shall be granted, after reasonable notice to both
Complainant and Respondent. In the absence of any such request
for a hearing, however, such Committee may, in its diseretion, have
any eomplaint set down for hearing, alter reasonable notice to both
Complainant and Respondent, if it deems such action necessary or
appropriate.

Section 9. TIf a hearing is had pursuant to Section 8, both the
Complainant and the Respondent shall be entitled to be heard in
person and by counsel and to submit any relevant matter which
they may desire to present. In any such proceeding a record shall
be kept.

Section 10. If an investigation or hearing is necessary at any
place other than in the district of the Committee receiving the
complaint or in the district of the Committee entitled to hear the
complaint, as provided in Section 3, the Board of Governors, upon
the request of any District Business Conduet Committee, may re-
quire such investigation or hearing to be made or held by such
other District Business Conduct Committee in such other district
as the necessities of the particular complaint may require. Any
suech hearings shall be conducted as nearly as possible in accordance
with the procedure herein set forth for regular hearings by Dis-
trict Business Conduct Committees. Any District Business Con-
duct Committee making such an investigation or holding such a
hearing, shall prepare a report in writing of the facts adduced,
of findings based upoun such facts, and of its recommendation, but
in any case where the facts or findings are such as not to justify a
recommendation, the report may omit such recommendation.

Section 11. 1f any District Business Conduct Committee, after
hearing, or opportunity for hearing, or failure of the Respondent
to file an answer, as hereinabove provided, shall be of the opinion
that a violation as charged in the complaint has occurred, it may
impose any penalty against the member provided for in Section 1
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of Article V of the Rules, which such Committee may, in its dis-
cretion, deem to be just. Any such determination by such Com-
mittee that a member shall be diseiplined shall be in writing and
shall include (A) a statement setting forth any aet or praetice in
which such member may be found to have engaged, or which such
member may be found to have omitted, (B) a statement setting
forth the specific rule or rules of the Corporation of which any
such act of practice, or omission to act, is deemed to be in viola-
tion, (C) a statement whether the acts or practices prohibited by
such rule or rules, or the omission of any act required thereby, are
deemed to constitute conduet inconsistent with just and equitable
prineiples of trade, and (D) a statement setting forth the penalty
imposed, If such Committee, however, shall be of the opinion that
no violation, as charged in the ecomplaint, has oecurred, it shall in
writing dismiss the complaint. Both the Complainant and the
Respondent shall be promptly notified of, and be sent a copy of,
any written decision rendered hereunder.

Section 12. 1f the Respondent in his answer, or upon hearing
held as hereinabove provided, admits the violation as charged, and
if the District Business Conduet Committee handling such ecom-
plaint shall be of the opinion that the ease may properly be dis-
posed of as provided herein, such Committee may, in its diseretion,
with the consent of the Complainant, and upon such other terms
and conditions as it may deem appropriate, aceept a statement in
writing from the Respondent pledging future observance and com-
pliance, and acceptanee of such a statement by suech Committee and
compliance with sueh terms and conditions, if any, by such Respon-
dent, shall terminate the proceedings with respect to the complaint,
subject, however, to the right of review by the Board of Gover-
nors as hereinafter provided.

Seetion 13, Eaeh Distriet Business Conduet Committee shall
promptly notify the Secretary of the Corporation, on the form to
be supplied by the Board of Governors, of all complaints received,
and such officer shall doeket all complaints so reported to him in
a doeket book, which shall be known as the Complaint Dockel. Dis-
trict Business Conduet Committees, on the form to be supplied by
the Board of Governors, shall also promptly notify the Secretary
of the Corporation of the disposition of every complaint filed,
which notifieation shall also be entered in the Complaint Docket.

Section 14. If a Distriet Business Conduet Committee shall take
any disciplinary action against any member, or shall dismiss any

51

complaint, or shall aceept a statement pledging future observance
and compliance, as hereinabove provided, such action or dismissal
or acceptance of such statement shall be subject to review by the
Board of Governors on its own motion within sixty days after the
date of the notice required by Section 11 hereof or within sixty
days after the date of the acceptance of a statement under Section
12 hereof. Any such action or dismissal shall also be subject to
review upon application by any person aggrieved thereby, filed
within thirty days after the date of the notice required by Section
11 hereof. Application to the Board of Governors for review, or
the institution of review by the Board of Governors on its own
motion, shall operate as a stay of any such action or dismissal or
acceptance of a statement, until a decision is rendered by the
Board of Governors upon such review as hereinafter provided.
Section 15. (a) In any proceeding to review any disciplinary
action taken by a District Business Conduct Committee against any
member, if the Board of Governors after appropriate notice and
opportunity for hearing, upon consideration of the record before

-such District Business Conduet Committee, and of such other evi-

dence as it may deem relevant, shall (A) find that such member
has engaged in such aets or practices, or has omitted such act, as
the District Business Conduet Committee has found him to have
engaged in or omitted, and (B) shall determine that such acts or
practices or omission to act, are in violation of such rules of the
Corporation as have been designated in the determination of the
Distriect Business Conduet Committee, the Board of Governors,
shall, in writing, affirm the determination of such District Business
Conduet Committee, unless it appears to the Board of Governors
that such determination should be modified in acecordance with
clause (b) of this section. If it appears to the Board of Governors
that the evidence does not warrant the finding required in clause
(A) or if the Board of Governors shall determine that such acts or
practices as are found to have been engaged in are not prohibited
by the designated rule or rules of the Corporation, or that such act
as is found to have been omitted is not required by such designated
rule or rules, the Board of Governors shall, in writing, reverse the
action taken by such District Business Conduct Committee.

(b) In any proceeding to review any disciplinary action taken
by a Distriet Business Conduet Committee against any member,
if the Board of Governors, after appropriate notice and oppor-
tunity for hearing, upon consideration of the record before such
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Distriet Business Conduet Committee, and ol such other evidence
as it may deem relevant, finds that any disciplinary action taken
by such Distriet Business Conduet Commitiee against any member
is inadequate, excessive or oppressive, the Board of Governors
shall, in writing, inerease, reduce, modify or eancel such discipli-
nary aetion.

Section 16. In any proceeding to review the action of a District
Business Conduet Committee in dismissing any complaint against
a member, or in aceepting any statement pledging future observ-
ance and compliance, if the Board of Governors, after appropriate
notice and opportunity for liearing, upon consideration of the rec-
ord before the Distriet Business Conduet Committee and of sueh
other evidence as it may deem relevant, shall determine that {he
member should have been disciplined, it may set aside the action
taken by the Distriet Business Conduet Committee and may im-
pose any penalty upon the member provided for in Section 1 of
Article V of the Rules of Fair Practice, which the Board of Gov-
ernors may, in its diseretion, deem to be just; provided, however,
that any such determination shall include (A) a statement setting
forth any act or practice in which sueh member may be found to
have engaged, or which such member may be found to have omitted,
(3) a statement sctting forth the specifiec rule or rules of the Cor-
poration of which any such act or practice, or omission to act, is
deemed 1o be in violation, (C) a statement whether the acts or
practices prohibited by such rule or rules, or the omission of any
act required thereby, are deemed to constitute econduct inconsis-
tent with just and equitable prineiples of trade, and (D) a state-
ment setting forth the penalty imposed. If the Board of Govern-
ors, after appropriate notice and opportunity for hearing, and
upon consideration of the record before the Distriet Business Con-
duet Committee and of such other evidence as it may deem rele-
vant, shall be of the opinion that the member should not have been
diseiplined, it shall in writing affirm the action taken by the Dis-
triet Business Conduet Committee.

Seetion 17, In any proceeding to review any disciplinary action
taken by a Distriet Business Conduet Committee against any mem-
ber, or in any proceeding to review any dismissal of a complaint
or any acceptance of a statement pledging future observance and
compliance, by any Distriet Business Conduct Committee, if the
Board of Governors, upon econsideration of the record before any
such Distriet Business Conduet Committee, and of such other evi-

o
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(lelzac & it may deem relevant shall be of the opinion that such
action is necessary or appropriate, it may, in writing, remand any
such case to the appropriate District Business Conduct Commiltee
for further proceedings in aceordance with its order.

Section 18, Both the Complainant and the Respondent shall be
promptly notified of, and be sent a copy of, any written decision
rendered by the Board of Governors under Sections 15, 16 or 17
hereof.

Seelion 19. In any case where either the Complainant or the
Respondent fecls aggrieved by any disciplinary action taken or
approved by the Board of Governors against any Respondent,
either the Complainant or ihe Respondent may make application
for review to the Securities and Exchange Commission in accor-
dance with Section 15A of the Securities Exchange Act of 1934,
as amended,

Section 20. In all cases where a Distriet Business Conduet Com-
mittee aceepts a statement pledging future observance and com-
pliance, it shall be the duty of such District Business Conduct
Committee to investigate later and determine whether all terms and
conditions have been satisfied and whether compliance has been
actually effected.

Section 21. (a) In econducting any investigation regarding any
complaint or in holding any hearing in regard thereto, the Board
of Governors or any Distriet Business Conduct Committee may
act, by one or more of its members designated for the purpose by
its Chairman, but in any such event any determination shall be
submitted to the full Board or Committee for final action.

(b) Any District Business Conduct Committee may also refer
any complaint whieh it is entitled to hear under Section 3, to a
Local Business Conduct Committee in its distriet for investigation
or hearing if the District Business Conduct Committee, in its dis-
cretion, is of the opinion that such reference is appropriate in view
of the nature of the complaint, the location of the office of the Re-
spondent complained of, and the location of the members of such
Loeal Business Conduet Committee. In econdueting any investiga-
tion or hearing on any such complaint, a Loeal Business Conduct
Committee shall conform as nearly as practicable to the procedure
provided herein for District Business Conduet Committees; pro-
vided, however, that any determination of any such -Loc‘:al Bus%-
ness Conduet Committee shall be submitted to the District Busi-
ness Conduet Committee for final action.
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(e) In condueting any investigation or in holding any hearing
in regard to any complaint referred to it pursuant to sub-section
(b) of this Seetion, a Local Business Conduet Commitice may act
by one or more of its members designated for the purpose by the
Chairman of such Committee, but in any such event any determi-
nation shall be submitted to the full Commitiee for final action.

(d) District Business Conduet Commitiees and the Board of
Governors may take final action on a complaint only on a majority
vote of any such Committee or Board.

Seelion 22, No member of the Board of Governors or of any
Distriet Business Conduet Committee or of any Local Business
Conduet Committee shall in any manner, direetly or indirecily,
participate in the determination of any complaint affecting his
interest or the interests of any person.in whom he is directly or
indireetly interested. In any ecase where such an interest is in-
volved, the particular member shall disqualify himself, or shall be
disqualified by the Chairman of any sueh Board or Committce.

Neetion 23, No communication from any person or any member
addressed to any District Business Conduet (Committee with re-
speet fo or involving any grievance against any member, shall be
deemed to be a privileged communieation and any such communi-
cation may be dealt with by said Committee as it may deem just
and proper under the circumstances.

Seelion 24, All records of Local Business Conduct Committees,
of Distriet Business Conduet Committees and of the Board of Gov-
ernors, having to do with complaints, shall be opened to inspeetion
by any duly authorized agent of the Securities and Exchange Com-
mission.

Neetion 25. Nothing contained in this Code of Procedure nor in
any amendment hereto shall be construed as limiting any rule of
tair practice of the Corporation.

Secetion 26, This Code of Procedure may be altered, amended,
modified, or eanceled hy a majority vote of the Board of Govern-
ors, unless such alteration, amendment, modification, or cancelation
is disapproved by the Securities and Exchange Commission as pro-
vided in Section 15A of the Securities Exchange Aect of 1934, as
amended.
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