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For Release in HORNING Newspapers of ~edne9day. August 4. 1937 

SECURITIES AMD EXCHANGE COMMISSION 
Wash I ngton 

SECURITIES EXCHANGE ACT OF 1934 
Re le ase No. 1330 

The Securities and Exchange Co~~lssion today announced the adoption of 
a comprehensive set of rules defining practices which are manipulative, de_ 
ceptive or fraudulent in the over-the-counter markets and are therefore, in 
violation of the Securities Exchange Act of 1934, as amended. The rules 
apply to practices in the over-the-counter markets affectin~ all types of 
securities including those ..... hich are registered, unreglstered or exempted 
from regIstration on a national securities exchange. Thus, the rules are 
appllcable to those brokers and dealers, among others, who transact business 
exclusively in exempted securities, such as ~overnment. state and municipal 
bonds .. 

The rules in substance prohibit a broker or dealer from inducing the pur­
chase or sale of C'\ny security by any act, practice or course of business which 
would defraud or deceive any person.. A broker or dealer is also prohibited 
from inducing a purchase or sale by any untrue statement of a material faot or 
any omission to state a material fact, if the statement or omission is made 
with knowledge or reasonable grounds to believe that it is untrue or mislead_ 
inS. Misrepresen~a~ion as ~o the effect or meaning of registration a. broker 
or dcaler is likewise prohibited. 

Bef~re the completion of a transact lon, the broker-dealer is required to 
give or send to the customer a written confirmation ~hich disclose, the capac­
ity 1n which the broker-dealer is acting in the transaction. If he is acting 
as a broker. he must also disclose the name of the person on the other aide of 
the transaction, as well as the date and time of the transaction or state that 
these facts will be furnishp.d upon request. Further, in the case of' a broker_ 
aee transaction, the confir~ation must disclose the amount and source of all 
commissions or other remuneration received by the broker in connect1on with 
the transaction. 

The completlon of the transaction is defined to mean the time when the 
customer delivers the securlty bein~ sold or pays for the security beln~ pur_ 
chased, or when the broker-dealer Makes a bookkeeping entry showing the trans_ 
fer of the security from the customer's account or the payment by the customer 

of the purchase price. 

The Com~ission is givin~ further study to the feasibility of 3 rule re­
quiring that a broker-dealer state to his customer .,.,hethel' he is acting a.s 
broker or as dealer before making any contract of purchase or sale for or with 
the custOMer .. 

A broker-dealer 1n a relationship of control with an issuer i8 required to 
disclose to the customer the existence of such relationship before he effects 2\ 

transaction in any sec'lrtty of that issuer. This disclosure may be oral pro­
vided it is followed by written disclosure before the completion of the trans_ 
action. "'Control" is a question of fact to be determined according to the 
circumstances of each particular case .. 
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A broker who is financlally interested in the primary or secondary 
distribution of a security or a dealer having such an interest an d at 
the same time receiving a fee from the customer for giving investment 
counsel Is required to give written notice to the customer of the exist­
ence of his interest before the completion of the transaction. 

Further limitations, in addition to those just cited, are imposed 
on those brokers or dealers who trade for discretlonary accounts. These 
limitations prohibit trading which is excessive either in size or fre­
quency in view of the financial resources and character of the account. 
In trading for dlscretionary accounts, the broker-dealer Is also required 
to make a record irnmediately after effecting any transaction for such 
an account which shOUld include the name of the customer, the name, 
amount and price of the security and the date and time when the trans­
action took place. If the present record kept by a broker-denler is 
in such form as to satlsfy the requirements of the rule no additional 
record need be made. Such record must be preserved for a period of at 
least twelve months. 

When a broker or dealer is engaged in the distribution of securities 
traded exclusively over-the-counter, restrictions are placed upon his 
offerings "at the market". In such a case, he is prohibited from repre­
senting that a security not adrllitted to tradlng on a national securities 
exchange is being offered "at the market- or at a price related to the 
market price, unless he has reasonable ~rounds to believe that a market 
for the security exists other than that made, created, or controlled by 
himself or his associates. 

An important prohibition is designed to eliminate the practlce of 
stimulatlng exchan~e activity in securit.ies which are the su.bject of 
distribution. This rule prohibits any person engaged in distributing 
a security, ~hether or not he Is a brok~r or dealer, from payin~ any 
other person for soliciting ar inducing a third person to buy any secu­
rity of the sarne issuer on an exch~n~e. The rule, however, does not pro­
hibit a broker-dealer from paying a salary to a person in his own reg_ 
ular E:rnployrnent whose ordiIlory duties include the solicitation or exe­
cution of brokerage orders on an exchange so long as the payment is 
not made to induce the purchase of a specific security. 

In addition to other penalties provld~d by the Act, the violation 
of these rules occurring subsequent to their effective date will consti­
tute ~rounds for the revocation or suspension of the registratlon of a 
broker or dealer. 

The effective date of these rules is October 1, 1937 • 
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Toe Securities and Exchange Commission, deemin~ it necess~ry for the execu­
ti on o f the functions vested in it anJ necessary a nd Appropriate in the public 
inte r est and for the protection of investors so to do, pursuan t to authority 
conferred upon it by the Securities Exchan~e Act of 1934, as amended, partic­
ula~ly Sections 15(c) and 23(a} thereof, hereby adopts the fol lowing rules: 

Ru!e Mel. Definitions. 
151c) of the Act: 

As used in any rule adopted pursuant to SectI on 

(a) The terre "customer" shall not include a broker or dealer. 

Ib) The term "the completion of the transaction" means: 

(1) In the case of a customer who purchases a security through or from 
a broker or dealer, except a s provided in paragraph (2), the time 
wten such customer pays the broker or dealer any part of the pur­
chase price, or, if payment is effected by a bookkeeping entry, 
the time when such bookkeeping entry is made b y tr.e broker or 
dealer for any part of the purchase price; 

(2) In the case of a customer who purchases a security through or from 
a broker or dealer anc who makes payment therefor prior to the 
time when payment is requested or notification is given that pay­
ment is due, the time when such broker or dealer delivers the 
security to or into the account of such customer: 

(3) In the case of a customer who se lls a security through or to a 
brok~r or dealer, except as provided in paragraph (4), if the 
security is not in the custody of the broker or dealer at the tirr.e 
of sale, the time when th e security is delivered to t he broker or 
dealer, and if the security is in the custody of the b roker or 
dealer Rt the time of sale, the ~ime when the broker or dealer 
transfers the security from the account of such customer; 

(4) In the case of a customer who sells a security through or to a 
broker 01' dealer and who delivers such security to such broker or 
dealer prior to the time when delivery is reCluested or notifica­
tion is g iven that delivery is due, the ti~e when such broker or 
dealer makes payment to or into the ~ccount of such customer. 

Rule MC2. Fraud and Nisref>resentation. (a) The ~erI'l "manipulative, de­
ceptive , or other fr audulent device or contrivance", as used in Section 15{e) of 
the Act, is hereby defined to include any act, practice, or course of business 
which operates or would operate as a fraud or deceit \~pon ar.y person. 

(b) The term "manipulatlve, deceptive, or othe r fra.udulent device or con­
trivance n

, as used in Section 15{C) of the Act, is he reby d efined to include any 
untrue statement of a material fact and any omission to state a material fact 
necessary in order to make the statements made, in the light of the c ircum_ 
stanc es under which they are macie, not ~isleading, which statement or omission 
is ~ade with knowledge or reasonable grounds to be lie ve that it i s untrue or 

_ lIlisleading. 

(c) The scope of this rule shall not be limited by any specific defini­
tions of the term "manipulative , deceptive, or other fraudulent dey ice or c on­
trivance" contained in other rules adopted pursuant to Section 15(c) of the Act. 
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Rule HC3. Misrepresentation by Drokers and Dealers as to Reristration. 
The term "manipulative, de ceptive, or other fraudulent device or contriv­
ance", 3S used in Section 15(e) of the Act, 1s hereby defined to include any 
representation by a broker or dealer that· the registration of a broker or 
de~le rJ pursuant t o Section 15(b), or the failure of the Commission to de ny 
or revoke such rejistratlon, indicates in any way that the CODlmission has 
passed upon or approved the financial standing, business, or conduc~ of such 
re gistered broker or dealer or the merits of any security or any transaction 
or transactions therein. 

Rule MC4. CO'lfinnation of Tra.nsactions. The term "manipulative, de ­
ceptive, or other fraud'Jlent. device or contrivance", as used in Section 15(c) 
of the Act, is hereby defined to include any act of any broker or d eale r 
designed to effect with or for the account of a customer any transaction in, 
or to induce the purchase or sale by such customer of, any security unle3s 
such broker or dealer, at or before the completion of each such transaction, 
gives or sends to such customer written notification rlisclosing (1) whe ther 
he i s a ctinp' 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 customer and 
some other person: and (2) in any ca;e in which he is act ing as a broJ,er 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 
s.old for such customer and the date and time 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 re­
muneration received or to be received by him in con~ection with the 
transaction. 

Rule MC5. Disclosure of Control. The term "manipulative, deceptive, 
or o~her fraudulent device or contrivance" , as used in SecHon 15(c) of the 
Act, is hereby defined to include any act of any broker or dealer controlled 
by, controllin~, or under common control with,th~ issuer of any security. 
designed to effect with or for the account of a customer any transaction In, 
or t o induce the purchase or s ale b,Y such customer of. such securit)' unles s 
such broker or dealer, before entering into any contract with or for s uch 
customer for the purchase or sale of such security. discloses to such cus ­
tomer the eXistence of such control, and unless such disclosure, if not mad e 
in writln~, 1s sUpplemented by the giving or sending of written dis closure 
at, 01' be fore the completIon of the transaction. 

Rule HCe. Disclosure of Interest in Di s tributions. The term "manipu­
lative, deceptive, or oth~r fraudulent device or contrivance", as userl in 
Section 15(c) of the Act, is hereby defined to include any act of any broker 
who is acting for a customer or for both such customer and some other per­
son, or of any dealer who receive s or has ~ro~isc of receiving a fee from 
a customer for advising such customer with r e spect to securities, designed 

· to effect with or for the ilccounL of such customer any transaction in, or 
to induce the purchase or sale by such customer of, any securit.y in the 
primary or secondary distribution of which such broker or dealer is parti­
cipatina or is otherwise financially interested unless such broker or dealer, 
at or before the completion of each such trans actlon glves or sends to s uch 
custome r written notification of the existence of such participation or 
interest. 
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Ru l e He? Discr~tionary Accounts. (a) The term "manipulative, 
deceptive, or other fraudulent device or contrivance", as used in Section 
15(c} of the Act, is hereby defined to include any act of any bro~er or 
dealer designed to effect with or for any customer's occount in respect to 
which sue;l broker or dealer or his agent or employee is vested wit.h any dis ­
cret.ionary power any tran~actlons of purchase or sale which are excessive ill 
size or frequency in view of the financial res~urces and character of such 
account . 

(b) 'l'he term "manipulative, deceptlve, or other fraudulent device or 
contrivance", as used in Section 15(c) of the Act, is hereby defined to in­
clude any act of any' broker or dealer designed to effect with or for any 
customer ' s account in respect to which such broker or dealer or his agent 
or employee is vested with any discretionary pO\oJer any transaction of pur­
chase or s ale unless immediately after effectint:1 such transaction such broker 
or dealer ma:i.es a record of such transaction which record includes the narne 
of such custotner, the name, amount and price of the security, al'\d the date 
bnd t,lme when such transaction took place. 

Rule Mea. Sales at the ll/arket . The term "manipulative, deceptive, or 
other fraudulent device or contrivance", as used in Section 15(e) of the Act, 
Is hereby defined to include any representation made to a customer by a broker 
or dealer who is participating or otherwise financially interested in the 
primary or secondary distribution of any security which is not admitted to 
trading on a na'tional securities exchange tllat. such security is being offered 
to such custoDler "at t.he {"narket" or at. a price relate(i to the mar:.cet price un­
less such broker or dealer knows or has reasonable grounds to believe that a 
market for such security exists other "than that made, created, or controlled 
by him, 01' by any person for whom he is acting or with whom he is associated 
in such distribution, or by any person controlled by, controlling or under 
common control with him. 

'fIle Securi tie::> and Exchange Conuniss ion, deeming it necessary for the 
execution of the functions vested in it and necessary and appropriate in the 
public intere9t and for the protection of investors sO too do, and deeming the 
actg or practices hereinaft.el' prohibit..ed to be devices and contrivances which 
are manipulative and deceptive, pursuant to aut.hority conferred upon it by 
the Securitie s Exchange Act of 1934, as amended, particularly Sections 10(b) 
and 2.'1 { a) thereof, hereby adopts the following ru les: 

R'>le GB2. Solicitation of Purchases Oll <>n E:cchanfe to Facilitate <> Dis­
triiJutton of Securities. (a) No pergoon, p .... rticilHJ.ting or otherwise financially 
interested in the primary or secondary distribution of any security of any 
issller, shall, by t.he use of any means or instrumentality of interstate commerce 
or of the malls, or of any facility of any national securities exchange 

(ll payor offer or u~ree to pay, directly or indirectly, to any 
person any compensation for soliciting another to purchase any 
security of the same issuer on a national securities exchange, 
or for purchasin~ any securi~y of the same issuer on any such 
exchange for any account other than the account of the person 
who pays or is to pay such compensation t or 
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(2) sell, offer to sell or induce an offer to buy ~uch security, 
or deliver su~h ~ecurity af,er sale, if, in c onnec'ion with 
such distribution, such person has paid, or ha3 offered or 
agreed to pay, directly or indi~ectlY, to any person, any 

compensation f or soliciting another to pllrch~se any s ~'! curity 

of the same issuer on any national securities exch~n~ e, or 
for pW'chasine any security of the sal"1e issuer o n any such 
exchan~e for any account other than the accoun' of the per~on 
who has paid or is to pay such compensation. 

(bl No person, participating or otherwise financially in te rested in 
the primary or secundary distribution of any security of any issuer, shall 
cause a purchase or sale of any security of the same issuer on a natio.:1al 
securities exchange by payin~ or offering 01' a~recing: to pay, directly or 
lndirectly, t.o any person any compensation for soliciting another to purchase 
such securit.y on any such exchange, or for purchasing such securit.y on any 
such ey.chan~e for any account other ~han the account of the person who pays 
or is to pay such compensatlon. 

(c) The provisions of this rule shall not apply in respect to any salary 
paid by a broker or dealer to any person regularly employed by him whose or­
dinary duties include the s olicitation or execution of brokerage ordcrs on a 
national securities ey.change, if 3uch s41ary repres~nts only ordinary coro­
pensation for the disch"il'ge by such person of such duties in the regular 
course of his emplo~'ment, and is not paid, in whole or in part, directly or 
indirectly, for the inducement by ~uch person of the purchase or sale on a 
national securities exchange of.' any necurity of the issuer of the securit.y 
in the primary or secondary distribution of whic~ such broker or dealer is 
participating or otherwise financially interested. 

Rule GB3. Employment of Nanipulative and Deceptive Dtvices. It shall 
be unlawfUl for any broker 01' dealer, directly or indirectly, by the use of 
any means or instrumentality of interst~te commerce, or of the mails, or of 
any facility of any national s ecurities excha:l~e, to use or e mploy, in con­
nection with the purchase or sale of any security otherWise than on a na­
tional sec\lrities exchange, any act, ,practice, or course of business defined 
by the COlTunission to be included with'{the t.erm "manipulative, decept.iv~ or 
other fraudulent device or contrivance", as such term Is used in Section 15(c) 
of the Act. 

The Securit ies and Exchange Commis~lon, deeD'l111~ it. neces s ~ry for the 
execution of the functions vested in it and necessar)' anJ appropria"r.,c in the 
public iuterest and for the prott:'ction of investors so to do, pursuant to 
anthority conferred upon it by the Securit.ies Exchange Act of 1934, as 
alnended, p;lrtlcularly Sec1.ions 17(a) and 23(a) thereof, hereby adopts the 

followlne rule: 

Rule OAl _ Preservation of lIecord s U1lder lIule He7. Every broker or 
dealer 5ubject to the provisions of Section 15(c) shall keep and preserve 
for at least twelve months such records as such broker or dealer may be re­
quired to make pursuant to the proV'isiollS of !'1ule He? 

The fore~oine rules shall become effective October 1, 1937. 
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