NEBRASKA ADMINISTRATIVE CODE

Title 48 - DEPARTMENT OF BANKING AND FINANCE

Chapter 39 - CONDITIONS AND INFORMATION REQUIREMENTS FOR THE SECTION

8-1111(24) CROWDFUNDING EXEMPTION

001.01__ This Rule has been promulgated pursuant to authority delegated to the
Director in Section 8-1111(24) and Section 8-1120(3) of the Securities Act of

001.02 The Department has determined that this Rule regarding securities
offerings is consistent with investor protection and is in the public interest.

001.03 The Director may, on a case-by-case basis, and with prior written notice to
the affected parties, require adherence to additional standards or policies, as
deemed necessary in the public interest.

001.04 The definitions in 48 NAC 2 shall apply to the provisions of this Rule, unless
otherwise specified.

001.05 Federal statutes and rules of the Securities and Exchange Commission
(“SEC" or the Financial Industry Requlatory Authority (“FINRA”) referenced herein
shall mean those statutes and rules as amended on or before the effective date of
this Rule. A copy of the applicable statutes or rules referenced in this Rule is

001 GENERAL.
Nebraska (“Act”).
attached hereto.

002

DEFINITIONS. For purposes of this Rule:

002.01 __Accredited investor means a bank, a savings institution, a trust company,
an insurance company, an investment company as defined in the Investment
Company Act of 1940, a pension or profit-sharing trust or other financial institution or

institutional buyer, an individual accredited investor, or a broker-dealer, whether the
purchaser is acting for itself or in some fiduciary capacity;

002.02 Funding portal means an internet web site that is operated by a portal
operator for the offer and sale of securities pursuant to this Rule;

002.03 Individual accredited investor means (A) any director, executive officer, or
general partner of the issuer of the securities being offered or sold, or any director,
executive officer, or general partner of a general partner of that issuer, (B) any
manager of a limited liability company that is the issuer of the securities being offered
or sold, (C) any natural person whose individual net worth, or joint net worth with that
person’s spouse, at the time of his or her purchase, exceeds one million dollars
($1,000,000.00), excluding the value of the primary residence of such person, or (D)
any natural person who had an individual income in excess of two hundred thousand
dollars ($200,000.00) in each of the two most recent years or joint income with that
person'’s spouse in excess of three hundred thousand dollars ($300,000.00) in each
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of those years and has a reasonable expectation of reaching the same income level
in the current year; and

002.04 Portal operator means an entity authorized to do business in this
state which operates a funding portal and has reqistered with the Department.

ISSUER QUALIFICATION. An issuer offering securities pursuant to this exemption

shall meet the following requirements:

004

003.01 _The issuer shall be a business entity that is organized pursuant to the laws
of the State of Nebraska and is properly registered with the Nebraska Secretary of
State;

003.02 The issuer derived at least eighty percent of its gross revenue during its
most recent fiscal year prior to the offering from the operation of a business in
Nebraska;

003.03 The issuer had at least eighty percent of its assets located in Nebraska at
the end of its most recent semiannual period prior to the offering;

003.04 The issuer will use at least eighty percent of the net proceeds of this
offering in connection with the operation of its business or real property in Nebraska
or the purchase of real property located in, or the rendering of services within
Nebraska; and

003.05 The issuer’s principal office is located in Nebraska.

LIMITATIONS ON AVAILABILITY. The exemption provided by this Rule is available

only to an issuer of the securities. The exemption is not available for:

005

004.01 Affiliates of the issuer or any other person for resale of the issuer’'s
securities;

004.02 Transactions by existing security holders of the issuer;

004.03 _An issuer that is either before or because of the offering, an investment
company as defined in Section 3 of the Investment Company Act of 1940, 15 U.S.C.
80a-3, an entity that would be an investment company but for the exclusions
provided in section 3(c) of the Investment Company Act of 1940, 15 U.S.C. 80a-3(c),

or subject to the reporting requirements of section 13 or 15(d) of the Securities
Exchange Act of 1934, 15 U.S.C. 78m or 15 U.S.C. 780(d):

004.04 Offerings which are “blind pool offerings” or other offerings for which the
specific business to be engaged in or specific property to be acquired by the issuer is
not identified; and

004.05 Offerings in which the issuer plans to engage in a merger or acquisition with
an unspecified business entity.

DISQUALIFICATION. The exemption in this Rule shall not be available for the

securities of any issuer, if the issuer or any director, executive officer, general partner,
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managing member, or other person with management authority over the issuer, has been
subject to any conviction, order, judgment, decree, or other action specified in Rule
506(d)(1) adopted under the Securities Act of 1933, 17 C.F.R. 230.506(d)(1), that would
disqualify an issuer under Rule 506(d) adopted under the Securities Act of 1933, 17 C.F.R.
230.506(d), from claiming an exemption specified in Rule 506(a) to Rule 506(c) adopted
under the Securities Act of 1933, 17 C.F.R. 230.506(a) to 17 C.F.R. 230.506(c). However,
this subdivision does not apply if both of the following are met:

005.01 _On a showing of good cause and without prejudice to any other action by
the Director, the Director determines that it is not necessary under the circumstances
that an exemption is denied; and

005.02 The issuer establishes that it made a factual inquiry into whether any
disqualification existed under this subdivision but did not know, and in the exercise of

reasonable care, could not have known, that a disqualification existed under this
subdivision. The nature and scope of the requisite inquiry will vary based on the
circumstances of the issuer and the other offering participants.

006 AGGREGATE OFFERING AMOUNT. Except as provided in subsection 006.03, the
sum of all cash and other consideration to be received for all sales of the security in reliance
on the exemption under this subdivision, excluding sales to any accredited investor, does
not exceed the following amount:

006.01 If the issuer has not undergone, and made available to each prospective
investor and the Director the documentation resulting from, a financial audit of its
most recently completed fiscal year that complies with generally accepted accounting
principles, one million dollars ($1,000,000.00), less the aggregate amount received
for all sales of securities by the issuer within the twelve months before the first offer
or sale made in reliance on the exemption under this subdivision; or

006.02 If the issuer has undergone, and made available to each prospective
investor and the Director the documentation resulting from, a financial audit of its
most recently completed fiscal year that complies with generally accepted accounting
principles, two million dollars ($2,000,000.00), less the aggregate amount received

for all sales of securities by the issuer within the twelve months before the first offer
or sale made in reliance on the exemption under this subsection.

006.03 An offer or a sale to an officer, director, partner, trustee or individual
occupying similar status or performing similar functions with respect to the issuer, or
to a person owning ten percent or more of the outstanding shares of any class or
classes of securities of the issuer shall not count towards the monetary limitations in
subsections 006.01 and 006.02.

007 PURCHASER OFFERING LIMIT. The issuer shall not accept more than five
thousand dollars ($5,000.00) from any single purchaser, except that such limitation shall not
apply to sales to an accredited investor. There shall be no limitation on the amount that an
accredited investor may invest in offerings conducted pursuant to this Rule.
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NOTICE FILING.

009

008.01 The notice filed by an issuer pursuant to Section 8-1111(24) shali be signed

by a person duly authorized by the issuer and shall include the following information:

008.01A A Form NCF containing such information as the Department
requires;

008.01B__The disclosure document to be provided to investors pursuant to
Neb. Rev. Stat. § 8-1111(24)(a)(xi);

008.01C __The financial statements prepared in accordance with Section 9,
below;

008.01D __The escrow agreement required by Section 10, below:

008.01E A copy of the issuer’s articles of incorporation or other
documents which indicate the form of organization, and a Certificate of
Good Standing issued by the Nebraska Secretary of State within the
preceding thirty days;

008.01F A representation stating that all of the conditions of Section
8-1111(24) have been or will be met by the issuer: and

008.01G A check or money order in the amount of two hundred dollars
($200.00) payable to the “Nebraska Department of Banking and Finance.”

008.02 _The notice shall be filed at least ten days prior to the commencement of the
offering, except that the Director may waive this requirement for good cause shown.

008.03 An issuer shall not commence offering or selling such security until it has
received written or electronic confirmation from the Department that its notice filing

has been accepted by the Department.

008.04 The Director may require the filing of corrected or additional information if
he or she deems it material to the offering.

008.05 If at any time while the offering is ongoing there is a material change that
would affect the accuracy of the information contained in notice filing, the issuer shall
file amended information within thirty days. All amendments must first be filed with
the Department and be accepted by the Department prior to their use by the issuer.

FINANCIAL STATEMENTS. The issuer shall provide the following financial

statements for itself and its consolidated subsidiaries, if applicable:

009.01 A balance sheet as of the end of the most recent fiscal year, or, as of a date
within one hundred twenty days of the date of the first sale, if the issuer has been in
existence for less than one fiscal year: and

009.02 _An income statement for the immediate past fiscal vear or such shorter

period as the issuer, including predecessors, has been in existence.
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009.03 _If the issuer has not conducted significant operations, a statement of
receipts and disbursements shall be included in lieu of a statement of income.

009.04 The financial statements shall be:

009.04A Prepared in accordance with generally accepted accounting
principles and audited by an independent accountant;

009.04B  Reviewed by an independent accountant within one hundred
twenty days before the first sale; or

009.04C _In the event that the issuer does not have audited or reviewed
financial statements, the financial statements shall be accompanied by an
affirmative representation by the issuer, signed by an officer, director or
person occupying a similar position, that the statements provide all material
information relating to the financial condition of the issuer and are true and
accurate to the best of the signer’s knowledge and belief.

009.05 The issuer shall provide the financial statement required by subsection
009.01, above, in connection with income producing assets and/or income producing
real property to be purchased with the proceeds of the offering by the issuer.

010 ESCROW AGREEMENT. All funds received from investors shall be deposited into a
bank, requlated trust company, savings bank, savings and loan association or a credit union
authorized to do business in Nebraska (“financial institution”, collectively) in accordance with
the terms of an escrow agreement.

010.01__The financial institution shall not be affiliated with the issuer, any portal

operator assisting with the offering, or any officers, director, managing member, or
affiliate of the issuer or any portal operator assisting with the offering.

010.02 The escrow agreement shall provide as follows:

010.02A The investor funds will be deposited into an escrow account with
the financial institution acting as escrow agent;

010.02B _ For each investment, the issuer shall provide to the financial
institution a copy of the subscription agreement with the names, addresses

and respective amounts paid by each investor whose funds comprise each
deposit;

010.02C  The issuer must raise the minimum offering amount as stated in
the disclosure document before the financial institution may release the
offering proceeds to the issuer. Such proceeds shall be released to the
issuer upon joint written notice from the issuer and the portal operator that
the minimum offering amount has been met; and

010.02D _If the issuer does not raise the minimum offering amount by the
offering deadline, the financial institution shall return all subscription funds,
plus any interest earned on the subscription funds, to the investors.




010.02E  The escrow agent shall notify the Director in writing no later than
five days after the release of proceeds to the issuer, or the return or
proceeds to the investors.

010.03 The financial institution may contract with the issuer to collect reasonable
fees for its escrow services regardless of whether the minimum target offering
amount is reached.

011 METHOD OF OFFERING. All offers and sales of securities pursuant to this Rule
shall be made through one or more funding portals operated by a portal operator, subject to
the following:

011.01  The portal operator shall, prior to offering securities on its funding portal,
conduct a reasonable investigation of the background and regulatory history of each
issuer whose securities are to be offered on the funding portal and of each of the
issuer’s directors, executive officers, general partners, managing members, or other
persons with management authority over the issuer. The portal operator must deny
an issuer access to its funding portal if the portal operator has a reasonable basis for

believing that:

011.01A__The issuer does not meet the requirements of Section 003,
above, or the exemption is not available for the issuer pursuant to Section
004, above;

011.01B__The issuer or any of its directors, executive officers, general
partners, managing members, or other persons with management authority
over the issuer, is subject to a disqualification under Section 005, above:

011.01C__The issuer has engaged in, is engaging in, or the offering
involves any act, practice, or course of business that will, directly or
indirectly, operate as a fraud or deceit upon any person: or

011.01D It cannot adequately or effectively assess the risk of fraud by the
issuer or its potential offering.

011.02 _The portal operator shall establish and maintain, during the time that the
offering appears on the funding portal, a secure method of communication through
the funding portal itself that will permit potential and actual investors to communicate
with one another and with representatives of the issuer about the offering. Further,
the foregoing communications must be made visible and accessible, at all times
during the time the offering appears on the qualified portal, to all those with access to
the offering materials of issuer.

011.03 _The portal operator shall obtain, either in writing or electronically, an
affirmative declaration from a potential purchaser that the potential purchaser is a
Nebraska resident before allowing such person any access to any information
concerning an offering conducted pursuant to this subsection. In the event that
portal operator has knowledge or reason to believe that a potential investor is not a
Nebraska resident, the portal operator shall deny or revoke the potential investor's
access to such information.
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011.04 The portal operator shall make available to potential investors via the
funding portal, the disclosure document prescribed by Neb. Rev. Stat.

§ 8-1111(24)(a)(xi). The disclosure document shall be in a format that reasonably
permits a person accessing the funding portal to print, save, download, or otherwise
store the disclosure document.

011.05 The portal operator shall in connection with a sale of a security listed on the
funding portal:

011.05A __ Obtain the certification from the investor prescribed by Neb.
Rev. Stat. § 8-1111(24)(a)(viii).

011.05B  Obtain certification from the investor that the investor qualifies
as an accredited investor as defined in this subdivision, if the investor is
investing more than five thousand dollars ($5,000.00).

011.05C __ Obtain an affirmative representation, in writing or electronically,
that the investor is a resident of Nebraska along with documentation
evidencing such residence. The following documents are acceptable to
prove residence in the state of Nebraska:

011.05C1 A valid driver's license or identification card issued
by the State of Nebraska;

011.05C2 A valid Nebraska voter registration card: and

011.05C3 _ Property tax records showing that the investor
owns and occupies property in this state as his or her principal
residence.

011.05D__ Provide to the issuer a copy of the signed subscription
agreement and all documents collected from the investor pursuant to
subsections 011.05A through 011.05C, above.

ADVERTISING.

012.01 A general announcement by an issuer or funding portal regarding an
issuer’s offering being made in reliance on this subdivision shall not be considered
an offer of a security so long as only the following are included:

012.01A A statement that the issuer is conducting an offering, the name
of the portal operator conducting the offering and a link directing the
potential investor to the funding portal;

012.01B The maximum amount of the offering; and

012.01C _ Factual information about the legal identity and business
location of the issuer, limited to the name of the issuer of the security, the
address, and a brief description of the business of the issuer.
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012.02 Any general announcement regarding an issuer’s offering being made in
reliance on this subdivision must contain a statement making it clear that the offering

is directed only to residents of Nebraska and may only be distributed within
Nebraska.

012.03 An issuer may post this general announcement on its website provided that
it obtain an affirmative representation that a person is a resident of Nebraska prior to
allowing such person to view the general announcement.

RESTRICTIONS ON RESALE. While the securities are being offered pursuant to

this Rule and for a period of nine months from the date of the last sale by the issuer of such

securities, all resales by any person shall be made only to residents of Nebraska.

014

REPORTS TO INVESTORS. An issuer shall provide a report to investors which

meets the following requirements:

014.01 __The report shall contain the following information:

014.01A Compensation received by each director and executive officer,
including cash compensation earned since the previous report and on an
annual basis and any bonuses, stock options, other rights to receive
securities of the issuer or any affiliate of the issuer, or other compensation
received; and

014.01B___An analysis by management of the issuer of the business
operations and financial condition of the issuer.

014.02 The report shall be prepared and delivered no later than forty-five days after
the end of each fiscal quarter.

014.03 In lieu of delivering a report to each investor, the issuer may post the report
on a funding portal, subject to the following:

014.03A _The issuer has notified each investor in writing that it intends to

post the report on the funding portal, provided such notice contains the
following:

014.03A1_The Uniform Resource Locator for the funding portal
on which the report will be posted: and

014.03A2 A statement that the investor can elect to receive the
report in writing, and information as to how the investor can
make such election.

014.03B _ The report shall be posted no later than forty-five days after the
end of each fiscal quarter;

014.03C _The report shall remain on the funding portal until the report for
the succeeding quarter is posted; and




014.03D__The issuer shall provide a written copy to any investor who
elects to receive a written copy.

014.04 A copy of the report shall be filed with the Department no later than forty-
five days after the close of each fiscal quarter.

015 RECORDS. An issuer shall maintain and preserve for a period of five years from
either the date of the document or communication or the date of the closing or termination of
the securities offering, whichever is later, records related to offers and sales made pursuant
to this exemption.

015.01 _The records that shall be maintained include, but are not limited to, the
following:

015.01A _The disclosure document provided to prospective investors:

015.01B __The signed investor certification prescribed by Neb. Rev. Stat.
§ 8-1111(24)(a)(viii);

015.01B__ All subscription agreements:

015.01C All information used to establish that an issuer, prospective
purchaser, or investor is a Nebraska resident;

015.01D__ All information used to establish that a prospective purchaser or
investor is an accredited investor as defined in subsection 002.01, above;

015.01E__ All agreements and/or contracts between the issuer and the
portal operator;

015.01F  All escrow agreements between the issuer and a financial
institution pursuant to section 010, above;

015.01G__ All correspondence or other communications with portal

operators, financial institutions acting as escrow agents, prospective
purchasers, and/or investors;

015.01H _Each quarterly report prepared pursuant to section 014, above:
and

015.011 __ All other records relating to the offers and/or sales of securities
made through the funding portal.

015.02 _An issuer shall, upon written request of the Director, furnish to the Director
any records required to be maintained and preserved under this subdivision.

015.03 _The records required to be kept and preserved under this Rule must be
maintained in a manner, including by any electronic storage media, that will permit
the immediate location of any particular document so long as such records are
available for immediate and complete access by representatives of the Director. Any

electronic storage system must preserve the records exclusively in a nonrewriteable,
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nonerasable format; verify automatically the guality and accuracy of the storage
media recording process; serialize the original and, if applicable, duplicate units
storage media, and time-date for the required period of retention the information
placed on such electronic storage media; and be able to download indexes and
records preserved on electronic storage media to an acceptable medium. In the
event that a records retention system commingles records required to be kept under
this subdivision with records not required to be kept, representatives of the Director
may review all commingled records.

016 DISCLOSURE. Nothing in this Rule is intended to, or should be construed as, in any
way relieving issuers or persons acting on behailf of issuers from providing to prospective
investors disclosure adequate to satisfy the provisions of Section 8-1102(1) of the Act.

017 AVAILABILITY OF EXEMPTION.

017.01_ Offers and sales which are exempt under this Rule may not be combined
with offers and sales exempt under any other Rule or Section of the Act; however,
nothing in this limitation shall act as an election. Should the offer and sale fail to
comply with all of the conditions for this exemption, the issuer may claim the
availability of any other applicable exemption.

017.02 The exemption is not available to any issuer with respect to any transaction
which, although in technical compliance with this Rule, is part of a plan or scheme to
evade registration or the conditions or limitations explicitly stated in this Rule.

018 BURDEN OF PROOF. In any proceeding involving this Rule, the burden of proving
the exemption from registration is upon the person claiming the exemption.
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15US.C.

United States Code, 2013 Edition

Title 15 - COMMERCE AND TRADE

CHAPTER 2D - INVESTMENT COMPANIES AND ADVISERS
SUBCHAPTER I - INVESTMENT COMPANIES

Sec. 80a-3 - Definition of investment company

From the U.S. Government Publishing Office, www.gpo.gov

§80a-3. Definition of investment company

(a) Definitions

(1) When used in this subchapter, "investment company" means any issuer which—

(A) is or holds itself out as being engaged primarily, or proposes to engage primarily, in the
business of investing, reinvesting, or trading in securities;

(B) is engaged or proposes to engage in the business of issuing face-amount certificates of the
installment type, or has been engaged in such business and has any such certificate outstanding; or

(C) is engaged or proposes to engage in the business of investing, reinvesting, owning, holding,
or trading in securities, and owns or proposes to acquire investment securities having a value
exceeding 40 per centum of the value of such issuer's total assets (exclusive of Government
securities and cash items) on an unconsolidated basis.

(2) As used in this section, "investment securities" includes all securities except (A) Government
securities, (B) securities issued by employees' securities companies, and (C) securities issued by
majority-owned subsidiaries of the owner which (i) are not investment companies, and (ii) are not
relying on the exception from the definition of investment company in paragraph (1) or (7) of
subsection (c¢) of this section.

(b) Exemption from provisions
Notwithstanding paragraph (1)(C) of subsection (a) of this section, none of the following persons
is an investment company within the meaning of this subchapter:

(1) Any issuer primarily engaged, directly or through a wholly-owned subsidiary or
subsidiaries, in a business or businesses other than that of investing, reinvesting, owning, holding,
or trading in securities.

(2) Any issuer which the Commission, upon application by such issuer, finds and by order
declares to be primarily engaged in a business or businesses other than that of investing,
reinvesting, owning, holding, or trading in securities either directly or (A) through majority-owned
subsidiaries or (B) through controlled companies conducting similar types of businesses. The
filing of an application under this paragraph in good faith by an issuer other than a registered
investment company shall exempt the applicant for a period of sixty days from all provisions of
this subchapter applicable to investment companies as such. For cause shown, the Commission by
order may extend such period of exemption for an additional period or periods. Whenever the
Commission, upon its own motion or upon application, finds that the circumstances which gave
rise to the issuance of an order granting an application under this paragraph no longer exist, the
Commission shall by order revoke such order.

(3) Any issuer all the outstanding securities of which (other than short-term paper and directors’
qualifying shares) are directly or indirectly owned by a company excepted from the definition of
investment company by paragraph (1) or (2) of this subsection.

(c) Further exemptions

Notwithstanding subsection (a) of this section, none of the following persons is an investment
company within the meaning of this subchapter:

http://www.gpo.gov/fdsys/pkg/USCODE-2013-title1 5/html/USCODE-2013-title1 5-chap2D... 9/3/2015
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(1) Any issuer whose outstanding securities (other than short-term paper) are beneficially
owned by not more than one hundred persons and which is not making and does not presently
propose to make a public offering of its securities. Such issuer shall be deemed to be an
investment company for purposes of the limitations set forth in subparagraphs (A)(i) and (B)(i) of
section 80a—12(d)(1) of this title governing the purchase or other acquisition by such issuer of any
security issued by any registered investment company and the sale of any security issued by any
registered open-end investment company to any such issuer. For purposes of this paragraph:

(A) Beneficial ownership by a company shall be deemed to be beneficial ownership by one
person, except that, if the company owns 10 per centum or more of the outstanding voting
securities of the issuer, and is or, but for the exception provided for in this paragraph or
paragraph (7), would be an investment company, the beneficial ownership shall be deemed to be
that of the holders of such company's outstanding securities (other than short-term paper).

(B) Beneficial ownership by any person who acquires securities or interests in securities of an
issuer described in the first sentence of this paragraph shall be deemed to be beneficial
ownership by the person from whom such transfer was made, pursuant to such rules and
regulations as the Commission shall prescribe as necessary or appropriate in the public interest
and consistent with the protection of investors and the purposes fairly intended by the policy
and provisions of this subchapter, where the transfer was caused by legal separation, divorce,
death, or other involuntary event.

(2)(A) Any person primarily engaged in the business of underwriting and distributing securities
issued by other persons, selling securities to customers, acting as broker, and acting as market
intermediary, or any one or more of such activities, whose gross income normally is derived
principally from such business and related activities.

(B) For purposes of this paragraph—

(i) the term "market intermediary" means any person that regularly holds itself out as being
willing contemporaneously to engage in, and that is regularly engaged in, the business of
entering into transactions on both sides of the market for a financial contract or one or more
such financial contracts; and

(ii) the term "financial contract” means any arrangement that—

(I) takes the form of an individually negotiated contract, agreement, or option to buy, sell,
lend, swap, or repurchase, or other similar individually negotiated transaction commonly
entered into by participants in the financial markets;

(II) is in respect of securities, commodities, currencies, interest or other rates, other
measures of value, or any other financial or economic interest similar in purpose or function
to any of the foregoing; and

(I1I) is entered into in response to a request from a counter party for a quotation, or is
otherwise entered into and structured to accommodate the objectives of the counter party to
such arrangement.

(3) Any bank or insurance company; any savings and loan association, building and loan
association, cooperative bank, homestead association, or similar institution, or any receiver,
consetvator, liquidator, liquidating agent, or similar official or person thereof or therefor; or any
common trust fund or similar fund maintained by a bank exclusively for the collective investment
and reinvestment of moneys contributed thereto by the bank in its capacity as a trustee, executor,
administrator, or guardian, if—

(A) such fund is employed by the bank solely as an aid to the administration of trusts, estates,
or other accounts created and maintained for a fiduciary purpose;
(B) except in connection with the ordinary advertising of the bank's fiduciary services,
interests in such fund are not—
(i) advertised; or
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(ii) offered for sale to the general public; and

(C) fees and expenses charged by such fund are not in contravention of fiduciary principles
established under applicable Federal or State law.

(4) Any person substantially all of whose business is confined to making small loans, industrial
banking, or similar businesses.

(5) Any person who is not engaged in the business of issuing redeemable securities, face-
amount certificates of the installment type or periodic payment plan certificates, and who is
primarily engaged in one or more of the following businesses: (A) Purchasing or otherwise
acquiring notes, drafts, acceptances, open accounts receivable, and other obligations representing
part or all of the sales price of merchandise, insurance, and services; (B) making loans to
manufacturers, wholesalers, and retailers of, and to prospective purchasers of, specified
merchandise, insurance, and services; and (C) purchasing or otherwise acquiring mortgages and
other liens on and interests in real estate.

(6) Any company primarily engaged, directly or through majority-owned subsidiaries, in one or
more of the businesses described in paragraphs (3), (4), and (5) of this subsection, or in one or
more of such businesses (from which not less than 25 per centum of such company's gross income
during its last fiscal year was derived) together with an additional business or businesses other
than investing, reinvesting, owning, holding, or trading in securities.

(7)(A) Any issuer, the outstanding securities of which are owned exclusively by persons who, at
the time of acquisition of such securities, are qualified purchasers, and which is not making and
does not at that time propose to make a public offering of such securities. Securities that are
owned by persons who received the securities from a qualified purchaser as a gift or bequest, or in
a case in which the transfer was caused by legal separation, divorce, death, or other involuntary
event, shall be deemed to be owned by a qualified purchaser, subject to such rules, regulations,
and orders as the Commission may prescribe as necessary or appropriate in the public interest or
for the protection of investors.

(B) Notwithstanding subparagraph (A), an issuer is within the exception provided by this
paragraph if—

(i) in addition to qualified purchasers, outstanding securities of that issuer are beneficially
owned by not more than 100 persons who are not qualified purchasers, if—
(I) such persons acquired any portion of the securities of such issuer on or before
September 1, 1996; and
(IT) at the time at which such persons initially acquired the securities of such issuer, the
issuer was excepted by paragraph (1); and

(i) prior to availing itself of the exception provided by this paragraph—

(I) such issuer has disclosed to cach beneficial owner, as determined under paragraph (1),
that future investors will be limited to qualified purchasers, and that ownership in such issuer
is no longer limited to not more than 100 persons; and

(II) concurrently with or after such disclosure, such issuer has provided each beneficial
ownet, as determined under paragraph (1), with a reasonable opportunity to redeem any part
or all of their interests in the issuer, notwithstanding any agreement to the contrary between
the issuer and such persons, for that person's proportionate share of the issuer's net assets.

(C) Each person that elects to redeem under subparagraph (B)(ii)(II) shall receive an amount in
cash equal to that person's proportionate share of the issuer's net assets, unless the issuer elects to
provide such person with the option of receiving, and such person agrees to receive, all or a
portion of such person's share in assets of the issuer. If the issuer elects to provide such persons
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with such an opportunity, disclosure concerning such opportunity shall be made in the disclosure
required by subparagraph (B)(ii)(D).

(D) An issuer that is excepted under this paragraph shall nonetheless be deemed to be an
investment company for purposes of the limitations set forth in subparagraphs (A)(i) and (B)(i) of
section 80a—12(d)(1) of this title relating to the purchase or other acquisition by such issuer of any
security issued by any registered investment company and the sale of any security issued by any
registered open-end investment company to any such issuer.

(E) For purposes of determining compliance with this paragraph and paragraph (1), an issuer
that is otherwise excepted under this paragraph and an issuer that is otherwise excepted under
paragraph (1) shall not be treated by the Commission as being a single issuer for purposes of
determining whether the outstanding securities of the issuer excepted under paragraph (1) are
beneficially owned by not more than 100 persons or whether the outstanding securities of the
issuer excepted under this paragraph are owned by persons that are not qualified purchasers.
Nothing in this subparagraph shall be construed to establish that a person is a bona fide qualified
purchaser for purposes of this paragraph or a bona fide beneficial owner for purposes of paragraph
D.

(8) [Repealed] Pub. L. 111-203, title IX, §986(c)(2), July 21, 2010, 124 Stat. 1936.

(9) Any person substantially all of whose business consists of owning or holding oil, gas, or
other mineral royalties or leases, or fractional interests therein, or certificates of interest or
participation in or investment contracts relative to such royalties, leases, or fractional interests.

(10)(A) Any company organized and operated exclusively for religious, educational,
benevolent, fraternal, charitable, or reformatory purposes—

(i) no part of the net earnings of which inures to the benefit of any private shareholder or
individual; or
(ii) which is or maintains a fund described in subparagraph (B).

(B) For the purposes of subparagraph (A)(ii), a fund is described in this subparagraph if such
fund is a pooled income fund, collective trust fund, collective investment fund, or similar fund
maintained by a charitable organization exclusively for the collective investment and reinvestment
of one or more of the following:

(i) assets of the general endowment fund or other funds of one or more charitable
organizations;

(ii) assets of a pooled income fund;

(iii) assets contributed to a charitable organization in exchange for the issuance of charitable
gift annuities;

(iv) assets of a charitable remainder trust or of any other trust, the remainder interests of
which are irrevocably dedicated to any charitable organization;

(v) assets of a charitable lead trust;

(vi) assets of a trust, the remainder interests of which are revocably dedicated to or for the
benefit of 1 or more charitable organizations, if the ability to revoke the dedication is limited to
circumstances involving—

(I) an adverse change in the financial circumstances of a settlor or an income beneficiary of
the trust;

(II) a change in the identity of the charitable organization or organizations having the
remainder interest, provided that the new beneficiary is also a charitable organization; or

(IIT) both the changes described in subclauses (1) and (II);

(vii) assets of a trust not described in clauses (i) through (v), the remainder interests of which
are revocably dedicated to a charitable organization, subject to subparagraph (C); or

(viii) such assets as the Commission may prescribe by rule, regulation, or order in accordance
with section 80a—6(c) of this title.
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(C) A fund that contains assets described in clause (vii) of subparagraph (B) shall be excluded
from the definition of an investment company for a period of 3 years after December 8, 1995, but
only if—

(i) such assets were contributed before the date which is 60 days after December 8, 1995; and
(it) such assets are commingled in the fund with assets described in one or more of clauses (i)
through (vi) and (viii) of subparagraph (B).

(D) For purposes of this paragraph—

(1) a trust or fund is "maintained" by a charitable organization if the organization serves as a
trustee or administrator of the trust or fund or has the power to remove the trustees or
administrators of the trust or fund and to designate new trustees or administrators;

(ii) the term "pooled income fund" has the same meaning as in section 642(c)(5) of title 26;

(iii) the term "charitable organization" means an organization described in paragraphs (1)
through (5) of section 170(c) or section 501(c)(3) of title 26;

(iv) the term "charitable lead trust” means a trust described in section 170(£)(2)(B), 2055(e)
(2)(B), or 2522(c)(2)(B) of title 26;

(v) the term "charitable remainder trust" means a charitable remainder annuity trust or a
charitable remainder unitrust, as those terms are defined in section 664(d) of title 26; and

(vi) the term "charitable gift annuity" means an annuity issued by a charitable organization
that is described in section 501(m)(5) of title 26.

(11) Any employee's stock bonus, pension, or profit-sharing trust which meets the requirements
for qualification under section 401 of title 26; or any governmental plan described in section 77¢
(a)(2)(C) of this title; or any collective trust fund maintained by a bank consisting solely of assets
of one or more of such trusts, government plans, or chutch plans, companies or accounts that are
excluded from the definition of an investment company under paragraph (14) of this subsection; or
any separate account the assets of which are derived solely from (A) contributions under pension
or profit-sharing plans which meet the requirements of section 401 of title 26 or the requirements
for deduction of the employer's contribution under section 404(a)(2) of title 26, (B) contributions
under governmental plans in connection with which interests, participations, or securities are
exempted from the registration provisions of section 77e of this title by section 77¢(a)(2)(C) of this
title, and (C) advances made by an insurance company in connection with the operation of such
separate account.

(12) Any voting trust the assets of which consist exclusively of securities of a single issuer
which is not an investment company.

(13) Any security holders' protective committee or similar issuer having outstanding and issuing
no securities other than certificates of deposit and short-term paper.

(14) Any church plan described in section 414(e) of title 26, if, under any such plan, no part of
the assets may be used for, or diverted to, purposes other than the exclusive benefit of plan
participants or beneficiaries, or any company or account that is—

(A) established by a person that is eligible to establish and maintain such a plan under section

414(e) of title 26; and

(B) substantially all of the activities of which consist of—
(i) managing or holding assets contributed to such church plans or other assets which are
permitted to be commingled with the assets of church plans under title 26; or
(ii) administering or providing benefits pursuant to church plans.
(Aug. 22, 1940, ch. 686, title I, §3, 54 Stat. 797; Oct. 21, 1942, ch. 619, title 1, §162(e), 56 Stat. 867;
Pub. L. 89485, §13(i), July 1, 1966, 80 Stat. 243; Pub. L. 91-547, §3(a), (b), Dec. 14, 1970, 84 Stat.
1414; Pub. L. 94-210, title III, §308(c), Feb. 5, 1976, 90 Stat. 57; Pub. L. 96-477, title I, §102, title
VII, §703, Oct. 21, 1980, 94 Stat. 2276, 2295; Pub. L. 100-181, title VI, §§604-606, Dec. 4, 1987,
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§78m. Periodical and other reports

(a) Reports by issuer of security; contents

Every issuer of a security registered pursuant to section 781 of this title shall file with the
Commission, in accordance with such rules and regulations as the Commission may prescribe as
necessary or appropriate for the proper protection of investors and to insure fair dealing in the
security—

(1) such information and documents (and such copies thereof) as the Commission shall require
to keep reasonably current the information and documents required to be included in or filed with
an application or registration statement filed pursuant to section 781 of this title, except that the
Commission may not require the filing of any material contract wholly executed before July 1,
1962.

(2) such annual reports (and such copies thereof), certified if required by the rules and
regulations of the Commission by independent public accountants, and such quarterly reports (and
such copies thereof), as the Commission may prescribe.

Every issuer of a security registered on a national securities exchange shall also file a duplicate
original of such information, documents, and reports with the exchange. In any registration
statement, periodic report, or other reports to be filed with the Commission, an emerging growth
company need not present selected financial data in accordance with section 229.301 of title 17,
Code of Federal Regulations, for any period prior to the earliest audited period presented in
connection with its first registration statement that became effective under this chapter or the
Securities Act of 1933 [15 U.S.C. 77a et seq.] and, with respect to any such statement or reports, an
emerging growth company may not be required to comply with any new or revised financial
accounting standard until such date that a company that is not an issuer (as defined under section
7201 of this title) is required to comply with such new or revised accounting standard, if such
standard applies to companies that are not issuers.

(b) Form of report; books, records, and internal accounting; directives

(1) The Commission may prescribe, in regard to reports made pursuant to this chapter, the form or
forms in which the required information shall be set forth, the items or details to be shown in the
balance sheet and the earnings statement, and the methods to be followed in the preparation of
reports, in the appraisal or valuation of assets and liabilities, in the determination of depreciation and
depletion, in the differentiation of recurring and nonrecurring income, in the differentiation of
investment and operating income, and in the preparation, where the Commission deems it necessary
or desirable, of separate and/or consolidated balance sheets or income accounts of any person
directly or indirectly controlling or controlled by the issuer, or any person under direct or indirect
common control with the issuer; but in the case of the reports of any person whose methods of
accounting are prescribed under the provisions of any law of the United States, or any rule or
regulation thereunder, the rules and regulations of the Commission with respect to reports shall not
be inconsistent with the requirements imposed by such law or rule or regulation in respect of the
same subject matter (except that such rules and regulations of the Commission may be inconsistent
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with such requirements to the extent that the Commission determines that the public interest or the
protection of investors so requires).
(2) Every issuer which has a class of securities registered pursuant to section 78! of this title and
every issuer which is required to file reports pursuant to section 780(d) of this title shall—
(A) make and keep books, records, and accounts, which, in reasonable detail, accurately and
fairly reflect the transactions and dispositions of the assets of the issuer;
(B) devise and maintain a system of internal accounting controls sufficient to provide
reasonable assurances that—

(i) transactions are executed in accordance with management's general or specific
authorization;

(ii) transactions are recorded as necessary (I) to permit preparation of financial statements in
conformity with generally accepted accounting principles or any other criteria applicable to
such statements, and (II) to maintain accountability for assets;

(iii) access to assets is permitted only in accordance with management's general or specific
authorization; and

(iv) the recorded accountability for assets is compared with the existing assets at reasonable
intervals and appropriate action is taken with respect to any differences; and

(C) notwithstanding any other provision of law, pay the allocable share of such issuer of a
reasonable annual accounting support fee or fees, determined in accordance with section 7219 of
this title.

(3)(A) With respect to matters concerning the national security of the United States, no duty or
liability under paragraph (2) of this subsection shall be imposed upon any person acting in
cooperation with the head of any Federal department or agency responsible for such matters if such
act in cooperation with such head of a department or agency was done upon the specific, written
directive of the head of such department or agency pursuant to Presidential authority to issue such
directives. Each directive issued under this paragraph shall set forth the specific facts and
circumstances with respect to which the provisions of this paragraph are to be invoked. Each such
directive shall, unless renewed in writing, expire one year after the date of issuance.

(B) Each head of a Federal department or agency of the United States who issues a directive
pursuant to this paragraph shall maintain a complete file of all such directives and shall, on October 1
of each year, transmit a summary of matters covered by such directives in force at any time during
the previous year to the Permanent Select Committee on Intelligence of the House of Representatives
and the Select Committee on Intelligence of the Senate,

(4) No criminal liability shall be imposed for failing to comply with the requirements of paragraph
(2) of this subsection except as provided in paragraph (5) of this subsection.

(5) No person shall knowingly circumvent or knowingly fail to implement a system of internal
accounting controls or knowingly falsify any book, record, or account described in paragraph (2).

(6) Where an issuer which has a class of securities registered pursuant to section 781 of this title or
an issuer which is required to file reports pursuant to section 780(d) of this title holds 50 per centum
or less of the voting power with respect to a domestic or foreign firm, the provisions of paragraph (2)
require only that the issuer proceed in good faith to use its influence, to the extent reasonable under
the issuer's circumstances, to cause such domestic or foreign firm to devise and maintain a system of
internal accounting controls consistent with paragraph (2). Such circumstances include the relative
degree of the issuer's ownership of the domestic or foreign firm and the laws and practices governing
the business operations of the country in which such firm is located. An issuer which demonstrates
good faith efforts to use such influence shall be conclusively presumed to have complied with the
requirements of paragraph (2).
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(7) For the purpose of paragraph (2) of this subsection, the terms "reasonable assurances" and
"reasonable detail" mean such level of detail and degree of assurance as would satisfy prudent
officials in the conduct of their own affairs.

(c) Alternative reports

If in the judgment of the Commission any report required under subsection (a) of this section is
inapplicable to any specified class or classes of issuers, the Commission shall require in lieu thereof
the submission of such reports of comparable character as it may deem applicable to such class or
classes of issuers.

(d) Reports by persons acquiring more than five per centum of certain classes of securities

(1) Any person who, after acquiring directly or indirectly the beneficial ownership of any equity
security of a class which is registered pursuant to section 78 of this title, or any equity security of an
insurance company which would have been required to be so registered except for the exemption
contained in section 781(g)(2)(G) of this title, or any equity security issued by a closed-end
investment company registered under the Investment Company Act of 1940 [15 U.S.C. 80a-1 et
seq.] or any equity security issued by a Native Corporation pursuant to section 1629¢(d)(6) of title
43, or otherwise becomes or is deemed to become a beneficial owner of any of the foregoing upon
the purchase or sale of a security-based swap that the Commission may define by rule, and is directly
or indirectly the beneficial owner of more than 5 per centum of such class shall, within ten days after
such acquisition or within such shorter time as the Commission may establish by rule, file with the
Commission, a statement containing such of the following information, and such additional
information, as the Commission may by rules and regulations, prescribe as necessary or appropriate
in the public interest or for the protection of investors—

(A) the background, and identity, residence, and citizenship of, and the nature of such beneficial
ownership by, such person and all other persons by whom or on whose behalf the purchases have
been or are to be effected;

(B) the source and amount of the funds or other consideration used or to be used in making the -
purchases, and if any part of the purchase price is represented or is to be represented by funds or
other consideration borrowed or otherwise obtained for the purpose of acquiring, holding, or
trading such security, a description of the transaction and the names of the parties thereto, except
that where a source of funds is a loan made in the ordinary course of business by a bank, as
defined in section 78¢(a)(6) of this title, if the person filing such statement so requests, the name of
the bank shall not be made available to the public;

(C) if the purpose of the purchases or prospective purchases is to acquire control of the business
of the issuer of the securities, any plans or proposals which such persons may have to liquidate
such issuer, to sell its assets to or merge it with any other persons, or to make any other major
change in its business or corporate structure;

(D) the number of shares of such security which are beneficially owned, and the number of
shares concerning which there is a right to acquire, directly or indirectly, by (i) such person, and
(ii) by each associate of such person, giving the background, identity, residence, and citizenship of
each such associate; and

(E) information as to any contracts, arrangements, or understandings with any person with
respect to any securities of the issuer, including but not limited to transfer of any of the securities,
joint ventures, loan or option arrangements, puts or calls, guaranties of loans, guaranties against
loss or guaranties of profits, division of losses or profits, or the giving or withholding of proxies,
naming the persons with whom such contracts, arrangements, or understandings have been entered
into, and giving the details thereof,

(2) If any material change occurs in the facts set forth in the statement filed with the Commission,
an amendment shall be filed with the Commission, in accordance with such rules and regulations as
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the Commission may prescribe as necessary or appropriate in the public interest or for the protection
of investors,

(3) When two or more persons act as a partnetship, limited partnership, syndicate, or other group
for the purpose of acquiring, holding, or disposing of securities of an issuer, such syndicate or group
shall be deemed a "person" for the purposes of this subsection.

(4) In determining, for purposes of this subsection, any percentage of a class of any security, such
class shall be deemed to consist of the amount of the outstanding securities of such class, exclusive
of any securities of such class held by or for the account of the issuer or a subsidiary of the issuer.

(5) The Commission, by rule or regulation or by order, may permit any person to file in lieu of the
statement required by paragraph (1) of this subsection or the rules and regulations thereunder, a
notice stating the name of such person, the number of shares of any equity securities subject to
paragraph (1) which are owned by him, the date of their acquisition and such other information as the
Commission may specify, if it appears to the Commission that such securities were acquired by such
person in the ordinary course of his business and were not acquired for the purpose of and do not
have the effect of changing or influencing the control of the issuer nor in connection with or as a
participant in any transaction having such purpose or effect.

(6) The provisions of this subsection shall not apply to—

(A) any acquisition or offer to acquire securities made or proposed to be made by means of a
registration statement under the Securities Act of 1933 [15 U.S.C. 77a et seq.];

(B) any acquisition of the beneficial ownership of a security which, together with all other
acquisitions by the same person of securities of the same class during the preceding twelve
months, does not exceed 2 per centum of that class;

(C) any acquisition of an equity security by the issuer of such security;

(D) any acquisition or proposed acquisition of a security which the Commission, by rules or
regulations or by order, shall exempt from the provisions of this subsection as not entered into for
the purpose of, and not having the effect of, changing or influencing the control of the issuer or
otherwise as not comprehended within the purposes of this subsection.

(e) Purchase of securities by issuer

(1) 1t shall be unlawful for an issuer which has a class of equity securities registered pursuant to
section 781 of this title, or which is a closed-end investment company registered under the Investment
Company Act of 1940 [15 U.S.C. 80a-1 et seq.], to purchase any equity security issued by it if such
purchase is in contravention of such rules and regulations as the Commission, in the public interest or
for the protection of investors, may adopt (A) to define acts and practices which are fraudulent,
deceptive, or manipulative, and (B) to prescribe means reasonably designed to prevent such acts and
practices. Such rules and regulations may require such issuer to provide holders of equity securities
of such class with such information relating to the reasons for such purchase, the source of funds, the
number of shares to be purchased, the price to be paid for such securities, the method of purchase,
and such additional information, as the Commission deems necessary or appropriate in the public
interest or for the protection of investors, or which the Commission deems to be material to a
determination whether such security should be sold.

(2) For the purpose of this subsection, a purchase by or for the issuer or any person controlling,
controlled by, or under common control with the issuer, or a purchase subject to control of the issuer
or any such person, shall be deemed to be a purchase by the issuer. The Commission shall have
power to make rules and regulations implementing this paragraph in the public interest and for the
protection of investors, including exemptive rules and regulations covering situations in which the
Commission deems it unnecessary or inappropriate that a purchase of the type described in this
paragraph shall be deemed to be a purchase by the issuer for purposes of some or all of the
provisions of paragraph (1) of this subsection.

(3) At the time of filing such statement as the Commission may require by rule pursuant to
paragraph (1) of this subsection, the person making the filing shall pay to the Commission a fee at a
rate that, subject to paragraph (4), is equal to $92 per $1,000,000 of the value of securities proposed
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to be purchased. The fee shall be reduced with respect to securities in an amount equal to any fee
paid with respect to any securities issued in connection with the proposed transaction under section 6
(b) of the Securities Act of 1933 [15 U.S.C. 77{(b)], or the fee paid under that section shall be
reduced in an amount equal to the fee paid to the Commission in connection with such transaction
under this paragraph.

(4) ANNUAL ADJUSTMENT.—For each fiscal year, the Commission shall by order adjust the rate
required by paragraph (3) for such fiscal year to a rate that is equal to the rate (expressed in dollars
per million) that is applicable under section 6(b) of the Securities Act of 1933 [15 U.S.C. 771(b)] for
such fiscal year.

(5) FEE COLLECTIONS.—Fees collected pursuant to this subsection for fiscal year 2012 and each
fiscal year thereafter shall be deposited and credited as general revenue of the Treasury and shall not
be available for obligation.

(6) EFFECTIVE DATE; PUBLICATION.—In exercising its authority under this subsection, the
Commission shall not be required to comply with the provisions of section 553 of title 5. An adjusted
rate prescribed under paragraph (4) shall be published and take effect in accordance with section 6(b)
of the Securities Act of 1933 (15 U.S.C. 77f(b)). )

(7) PRO RATA APPLICATION.—The rates per $1,000,000 required by this subsection shall be
applied pro rata to amounts and balances of less than $1,000,000.

() Reports by institutional investment managers

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

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

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

(C) the number of shares of each equity security of a class described in subsection (d)(1) of this
section held on the last day of the reporting period by such accounts with respect to which the
institutional investment manager possesses sole or shared authority to exercise the voting rights
evidenced by such securities;

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

(E) with respect to any transaction or series of transactions having a market value of at least
$500,000 or such other amount as the Commission, by rule, may determine, effected during the
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reporting period by or for such accounts in any equity security of a class described in subsection
(d)(1) of this section—

(i) the name of the issuer and the title, class, and CUSIP number of the security;

(ii) the number of shares or principal amount of the security involved in the transaction;

(iii) whether the transaction was a purchase or sale;

(iv) the per share price or prices at which the transaction was effected,;

(v) the date or dates of the transaction;

(vi) the date or dates of the settlement of the transaction;

(vii) the broker or dealer through whom the transaction was effected;

(viii) the market or markets in which the transaction was effected; and

(ix) such other related information as the Commission, by rule, may prescribe.

(2) The Commission shall prescribe rules providing for the public disclosure of the name of the
issuer and the title, class, CUSIP number, aggregate amount of the number of short sales of each
security, and any additional information determined by the Commission following the end of the
reporting period. At a minimum, such public disclosure shall occur every month.

(3) The Commission, by rule, or order, may exempt, conditionally or unconditionally, any
institutional investment manager or security or any class of institutional investment managers or
securities from any or all of the provisions of this subsection or the rules thereunder.

(4) The Commission shall make available to the public for a reasonable fee a list of all equity
securities of a class described in subsection (d)(1) of this section, updated no less frequently than
reports are required to be filed pursuant to paragraph (1) of this subsection. The Commission shall
tabulate the information contained in any report filed pursuant to this subsection in a manner which
will, in the view of the Commission, maximize the usefulness of the information to other Federal and
State authorities and the public. Promptly after the filing of any such repott, the Commission shall
make the information contained therein conveniently available to the public for a reasonable fee in
such form as the Commission, by rule, may prescribe, except that the Commission, as it determines
to be necessary or appropriate in the public interest or for the protection of investors, may delay or
prevent public disclosure of any such information in accordance with section 552 of title 5.
Notwithstanding the preceding sentence, any such information identifying the securities held by the
account of a natural person or an estate or trust (other than a business trust or investment company)
shall not be disclosed to the public.

(5) In exercising its authority under this subsection, the Commission shall determine (and so state)
that its action is necessary or appropriate in the public interest and for the protection of investors or
to maintain fair and orderly markets or, in granting an exemption, that its action is consistent with the
protection of investors and the purposes of this subsection. In exercising such authority the
Commission shall take such steps as are within its power, including consulting with the Comptroller
General of the United States, the Director of the Office of Management and Budget, the appropriate
regulatory agencies, Federal and State authorities which, directly or indirectly, require reports from
institutional investment managers of information substantially similar to that called for by this
subsection, national securities exchanges, and registered securities associations, (A) to achieve
uniform, centralized reporting of information concerning the securities holdings of and transactions
by or for accounts with respect to which institutional investment managers exercise investment
discretion, and (B) consistently with the objective set forth in the preceding subparagraph, to avoid
unnecessarily duplicative reporting by, and minimize the compliance burden on, institutional
investment managers. Federal authorities which, directly or indirectly, require reports from
institutional investment managers of information substantially similar to that called for by this
subsection shall cooperate with the Commission in the performance of its responsibilities under the
preceding sentence. An institutional investment manager which is a bank, the deposits of which are
insured in accordance with the Federal Deposit Insurance Act [12 U.S.C. 1811 et seq.], shall file with
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the appropriate regulatory agency a copy of every report filed with the Commission pursuant to this
subsection.

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

(B) The Commission shall adopt such rules as it deems necessary or appropriate to prevent
duplicative reporting pursuant to this subsection by two or more institutional investment managers

exetcising investment discretion with respect to the same amount.!

(g) Statement of equity security ownership

(1) Any person who is directly or indirectly the beneficial owner of more than 5 per centum of any
security of a class described in subsection (d)(1) of this section or otherwise becomes or is deemed to
become a beneficial owner of any security of a class described in subsection (d)(1) upon the purchase
or sale of a security-based swap that the Commission may define by rule shall file with the
Commission a statement setting forth, in such form and at such time as the Commission may, by
rule, prescribe—

(A) such person's identity, residence, and citizenship; and
(B) the number and description of the shares in which such person has an interest and the nature
of such interest.

(2) If any material change occurs in the facts set forth in the statement filed with the Commission,
an amendment shall be filed with the Commission, in accordance with such rules and regulations as
the Commission may prescribe as necessary or appropriate in the public interest or for the protection
of investors.

(3) When two or more persons act as a partnership, limited partnership, syndicate, or other group
for the purpose of acquiring, holding, or disposing of securities of an issuer, such syndicate or group
shall be deemed a "person" for the purposes of this subsection.

(4) In determining, for purposes of this subsection, any percentage of a class of any security, such
class shall be deemed to consist of the amount of the outstanding securities of such class, exclusive
of any securities of such class held by or for the account of the issuer or a subsidiary of the issuer.

(5) In exercising its authority under this subsection, the Commission shall take such steps as it
deems necessary or appropriate in the public interest or for the protection of investors (A) to achieve
centralized reporting of information regarding ownership, (B) to avoid unnecessarily duplicative
reporting by and minimize the compliance burden on persons required to report, and (C) to tabulate
and promptly make available the information contained in any report filed pursuant to this subsection
in a manner which will, in the view of the Commission, maximize the usefulness of the information
to other Federal and State agencies and the public.

(6) The Commission may, by rule or order, exempt, in whole or in part, any person or class of
persons from any or all of the reporting requirements of this subsection as it deems necessary or
appropriate in the public interest or for the protection of investors.

(h) Large trader reporting

(1) Identification requirements for large traders

For the purpose of monitoring the impact on the securities markets of securities transactions
involving a substantial volume or a large fair market value or exercise value and for the purpose of
otherwise assisting the Commission in the enforcement of this chapter, each large trader shall—

(A) provide such information to the Commission as the Commission may by rule or
regulation prescribe as necessary or appropriate, identifying such large trader and all accounts in
or through which such large trader effects such transactions; and

(B) identify, in accordance with such rules or regulations as the Commission may prescribe as
necessary or appropriate, to any registered broker or dealer by or through whom such large
trader directly or indirectly effects securities transactions, such large trader and all accounts
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directly or indirectly maintained with such broker or dealer by such large trader in or through
which such transactions are effected.

(2) Recordkeeping and reporting requirements for brokers and dealers

Every registered broker or dealer shall make and keep for prescribed periods such records as the
Commission by rule or regulation prescribes as necessary or appropriate in the public interest, for
the protection of investors, or otherwise in furtherance of the purposes of this chapter, with respect
to securities transactions that equal or exceed the reporting activity level effected directly or
indirectly by or through such registered broker or dealer of or for any person that such broker or
dealer knows is a large trader, or any person that such broker or dealer has reason to know is a
large trader on the basis of transactions in securities effected by or through such broker or dealer.
Such records shall be available for reporting to the Commission, or any self-regulatory
organization that the Commission shall designate to receive such reports, on the morning of the
day following the day the transactions were effected, and shall be reported to the Commission or a
self-regulatory organization designated by the Commission immediately upon request by the
Commission or such a self-regulatory organization. Such records and reports shall be in a format
and transmitted in a manner prescribed by the Commission (including, but not limited to, machine
readable form).

(3) Aggregation rules

The Commission may prescribe rules or regulations governing the manner in which transactions
and accounts shall be aggregated for the purpose of this subsection, including aggregation on the
basis of common ownership or control.

(4) Examination of broker and dealer records

All records required to be made and kept by registered brokers and dealers pursuant to this
subsection with respect to transactions effected by large traders are subject at any time, or from
time to time, to such reasonable periodic, special, or other examinations by representatives of the
Commission as the Commission deems necessary or appropriate in the public interest, for the
protection of investors, or otherwise in furtherance of the purposes of this chapter.

(5) Factors to be considered in Commission actions

In exercising its authority under this subsection, the Commission shall take into account—

(A) existing reporting systems;

(B) the costs associated with maintaining information with respect to transactions effected by
large traders and reporting such information to the Commission or self-regulatory organizations;
and

(C) the relationship between the United States and international securities markets.

(6) Exemptions
The Commission, by rule, regulation, or order, consistent with the purposes of this chapter, may
exempt any person or class of persons or any transaction or class of transactions, either

conditionally or upon specified terms and conditions or for stated periods, from the operation of
this subsection, and the rules and regulations thereunder.

(7) Authority of Commission to limit disclosure of information

Notwithstanding any other provision of law, the Commission shall not be compelled to disclose
any information required to be kept or reported under this subsection. Nothing in this subsection
shall authorize the Commission to withhold information from Congress, or prevent the
Commission from complying with a request for information from any other Federal department or
agency requesting information for purposes within the scope of its jurisdiction, or complying with
an order of a court of the United States in an action brought by the United States or the
Commission. For purposes of section 552 of title 5, this subsection shall be considered a statute
described in subsection (b)(3)(B) of such section 552.
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(8) Definitions
For purposes of this subsection—

(A) the term "large trader” means every person who, for his own account or an account for
which he exercises investment discretion, effects transactions for the purchase or sale of any
publicly traded security or securities by use of any means or instrumentality of interstate
commerce or of the mails, or of any facility of a national securities exchange, directly or
indirectly by or through a registered broker or dealer in an aggregate amount equal to or in
excess of the identifying activity level;

(B) the term "publicly traded security" means any equity security (including an option on
individual equity securities, and an option on a group or index of such securities) listed, or
admitted to unlisted trading privileges, on a national securities exchange, or quoted in an
automated interdealer quotation system;

(C) the term "identifying activity level" means transactions in publicly traded securities at or
above a level of volume, fair market value, or exercise value as shall be fixed from time to time
by the Commission by rule or regulation, specifying the time interval during which such
transactions shall be aggregated;

(D) the term "reporting activity level" means transactions in publicly traded securities at or
above a level of volume, fair market value, or exercise value as shall be fixed from time to time
by the Commission by rule, regulation, or order, specifying the time interval during which such
transactions shall be aggregated; and

(E) the term "person" has the meaning given in section 78¢(a)(9) of this title and also includes
two or more persons acting as a partnership, limited partnership, syndicate, or other group, but
does not include a foreign central bank.

(i) Accuracy of financial reports

Each financial report that contains financial statements, and that is required to be prepared in
accordance with (or reconciled to) generally accepted accounting principles under this chapter and
filed with the Commission shall reflect all material correcting adjustments that have been identified
by a registered public accounting firm in accordance with generally accepted accounting principles
and the rules and regulations of the Commission.

(j) Off-balance sheet transactions

Not later than 180 days after July 30, 2002, the Commission shall issue final rules providing that
each annual and quarterly financial report required to be filed with the Commission shall disclose all
material off-balance sheet transactions, arrangements, obligations (including contingent obligations),
and other relationships of the issuer with unconsolidated entities or other persons, that may have a
material current or future effect on financial condition, changes in financial condition, results of
operations, liquidity, capital expenditures, capital resources, or significant components of revenues or
expenses.

(k) Prohibition on personal loans to executives

(1) In general

It shall be unlawful for any issuer (as defined in section 7201 of this title), directly or indirectly,
including through any subsidiary, to extend or maintain credit, to arrange for the extension of
credit, or to renew an extension of credit, in the form of a personal loan to or for any director or
executive officer (or equivalent thereof) of that issuer. An extension of credit maintained by the
issuer on July 30, 2002, shall not be subject to the provisions of this subsection, provided that
there is no material modification to any term of any such extension of credit or any renewal of any
such extension of credit on or after July 30, 2002.

(2) Limitation
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Paragraph (1) does not preclude any home improvement and manufactured home loans (as that
term is defined in section 1464 of title 12), consumer credit (as defined in section 1602 of this
title), or any extension of credit under an open end credit plan (as defined in section 1602 of this
title), or a charge card (as defined in section 1637(c)(4)(e) of this title), or any extension of credit
by a broker or dealer registered under section 780 of this title to an employee of that broker or
dealer to buy, trade, or carry securities, that is permitted under rules or regulations of the Board of
Governors of the Federal Reserve System pursuant to section 78g of this title (other than an
extension of credit that would be used to purchase the stock of that issuer), that is—

(A) made or provided in the ordinary course of the consumer credit business of such issuer;

(B) of a type that is generally made available by such issuer to the public; and

(C) made by such issuer on market terms, or terms that are no more favorable than those
offered by the issuer to the general public for such extensions of credit.

(3) Rule of construction for certain loans

Paragraph (1) does not apply to any loan made or maintained by an insured depository
institution (as defined in section 3 of the Federal Deposit Insurance Act (12 U.S.C. 1813)), if the
loan is subject to the insider lending restrictions of section 375b of title 12.

(I) Real time issuer disclosures

Each issuer reporting under subsec. (a) of this section or section 780(d) of this title shall disclose
to the public on a rapid and current basis such additional information concerning material changes in
the financial condition or operations of the issuer, in plain English, which may include trend and
qualitative information and graphic presentations, as the Commission determines, by rule, is
necessary or useful for the protection of investors and in the public interest. :

(m) Public availability of security-based swap transaction data
(1) In general

(A) Definition of real-time public reporting

In this paragraph, the term "real-time public reporting" means to report data relating to a
security-based swap transaction, including price and volume, as soon as technologically
practicable after the time at which the security-based swap transaction has been executed.

(B) Purpose
The purpose of this subsection is to authorize the Commission to make security-based swap

transaction and pricing data available to the public in such form and at such times as the
Commission determines appropriate to enhance price discovery.

(C) General rule

The Commission is authorized to provide by rule for the public availability of security-based
swap transaction, volume, and pricing data as follows:

(i) With respect to those security-based swaps that are subject to the mandatory clearing
requirement described in section 78c-3(a)(1) of this title (including those security-based
swaps that are excepted from the requirement pursuant to section 78¢—3(g) of this title), the
Commission shall require real-time public reporting for such transactions.

(ii) With respect to those security-based swaps that are not subject to the mandatory
clearing requirement described in section 78¢-3(a)(1) of this title, but are cleared at a
registered clearing agency, the Commission shall require real-time public reporting for such
transactions.

(iii) With respect to security-based swaps that are not cleared at a registered clearing
agency and which are reported to a security-based swap data repository or the Commission

under section 78¢~3(a)(6) of this title,2 the Commission shall require real-time public
reporting for such transactions, in a manner that does not disclose the business transactions
and market positions of any person.
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(iv) With respect to security-based swaps that are determined to be required to be cleared
under section 78¢—3(b) of this title but are not cleared, the Commission shall require real-time
public reporting for such transactions.

(D) Registered entities and public reporting

The Commission may require registered entities to publicly disseminate the security-based
swap transaction and pricing data required to be reported under this paragraph.
(E) Rulemaking required
With respect to the rule providing for the public availability of transaction and pricing data
for security-based swaps described in clauses (i) and (ii) of subparagraph (C), the rule
promulgated by the Commission shall contain provisions—
(i) to ensure such information does not identify the participants;
(i) to specify the criteria for determining what constitutes a large notional security-based
swap transaction (block trade) for particular markets and contracts;
(iii) to specify the appropriate time delay for reporting large notional security-based swap
transactions (block trades) to the public; and
(iv) that take into account whether the public disclosure will materially reduce market
liquidity.
(F) Timeliness of reporting
Parties to a security-based swap (including agents of the parties to a security-based swap)
shall be responsible for reporting security-based swap transaction information to the appropriate
registered entity in a timely manner as may be prescribed by the Commission.

(G) Reporting of swaps to registered security-based swap data repositories

Each security-based swap (whether cleared or uncleared) shall be reported to a registered
security-based swap data repository.
(H) Registration of clearing agencies

A clearing agency may register as a security-based swap data repository.

(2) Semiannual and annual public reporting of aggregate security-based swap data

(A) In general

In accordance with subparagraph (B), the Commission shall issue a written report on a
semiannual and annual basis to make available to the public information relating to—
(i) the trading and clearing in the major security-based swap categories; and
(ii) the market participants and developments in new products.

(B) Use; consultation
In preparing a report under subparagraph (A), the Commission shall—
(i) use information from security-based swap data repositories and clearing agencies; and
(ii) consult with the Office of the Comptroller of the Currency, the Bank for International
Settlements, and such other regulatory bodies as may be necessary.
(C) Authority of Commission

The Commission may, by rule, regulation, or order, delegate the public reporting
responsibilities of the Commission under this paragraph in accordance with such terms and
conditions as the Commission determines to be appropriate and in the public interest.

(n) Security-based swap data repositories

(1) Registration requirement
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It shall be unlawful for any person, unless registered with the Commission, directly or
indirectly, to make use of the mails or any means or instrumentality of interstate commerce to
perform the functions of a security-based swap data repository.

(2) Inspection and examination

Each registered security-based swap data repository shall be subject to inspection and
examination by any representative of the Commission.

(3) Compliance with core principles

(A) In general
To be registered, and maintain registration, as a security-based swap data repository, the
security-based swap data repository shall comply with—
(i) the requirements and core principles described in this subsection; and
(if) any requirement that the Commission may impose by rule or regulation.

(B) Reasonable diseretion of security-based swap data repository

Unless otherwise determined by the Commission, by rule or regulation, a security-based swap
data repository described in subparagraph (A) shall have reasonable discretion in establishing
the manner in which the security-based swap data repository complies with the core principles
described in this subsection.

(4) Standard setting
(A) Data identification

(i) In general

In accordance with clause (ii), the Commission shall prescribe standards that specify the
data elements for each security-based swap that shall be collected and maintained by each
registered security-based swap data repository.

(ii) Requirement
In carrying out clause (i), the Commission shall prescribe consistent data element standards
applicable to registered entities and reporting counterpatties.

(B) Data collection and maintenance

The Commission shall prescribe data collection and data maintenance standards for security-
based swap data repositories.

(C) Comparability

The standards prescribed by the Commission under this subsection shall be comparable to the
data standards imposed by the Commission on clearing agencies in connection with their
clearing of security-based swaps.

(5) Duties

A security-based swap data repository shall—

(A) accept data prescribed by the Commission for each security-based swap under subsection
(b);

(B) confirm with both counterparties to the security-based swap the accuracy of the data that
was submitted;

(C) maintain the data described in subparagraph (A) in such form, in such manner, and for
such period as may be required by the Commission;

(D)(i) provide direct electronic access to the Commission (or any designee of the
Commission, including another registered entity); and

(ii) provide the information described in subparagraph (A) in such form and at such
frequency as the Commission may require to comply with the public reporting requirements set
forth in subsection (m);
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(E) at the direction of the Commission, establish automated systems for monitoring,
screening, and analyzing security-based swap data;

(F) maintain the privacy of any and all security-based swap transaction information that the
security-based swap data repository receives from a security-based swap dealer, counterparty, or
any other registered entity; and

(G) on a confidential basis pursuant to section 78x of this title, upon request, and after
notifying the Commission of the request, make available all data obtained by the security-based
swap data repository, including individual counterparty trade and position data, to—

(i) each appropriate prudential regulator;

(ii) the Financial Stability Oversight Council;

(iii) the Commodity Futures Trading Commission;

(iv) the Department of Justice; and

(v) any other person that the Commission determines to be appropriate, including—
(I) foreign financial supervisors (including foreign futures authorities);
(II) foreign central banks; and
(III) foreign ministries.

(H) CONFIDENTIALITY AND INDEMNIFICATION AGREEMENT.—Before the security-based
swap data repository may share information with any entity described in subparagraph (G)—

(i) the security-based swap data repository shall receive a written agreement from each
entity stating that the entity shall abide by the confidentiality requirements described in
section 78x of this title relating to the information on security-based swap transactions that is
provided; and

(ii) each entity shall agree to indemnify the security-based swap data repository and the
Commission for any expenses arising from litigation relating to the information provided
under section 78x of this title.

(6) Designation of chief compliance officer

(A) In general

Each security-based swap data repository shall designate an individual to serve as a chief
compliance officer.
(B) Duties

The chief compliance officer shall—

(i) report directly to the board or to the senior officer of the security-based swap data
repository;

(ii) review the compliance of the security-based swap data repository with respect to the
requirements and core principles described in this subsection;

(iii) in consultation with the board of the security-based swap data repository, a body
performing a function similar to the board of the security-based swap data repository, or the
senior officer of the security-based swap data repository, resolve any conflicts of interest that
may arise;

(iv) be responsible for administering each policy and procedure that is required to be
established pursuant to this section;

(v) ensure compliance with this chapter (including regulations) relating to agreements,
contracts, or transactions, including each rule prescribed by the Commission under this
section;

(vi) establish procedures for the remediation of noncompliance issues identified by the
chief compliance officer through any—

(I) compliance office review;
(1) look-back;
(I1I) internal or external audit finding;
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(V) self-reported error; or
(V) validated complaint; and

(vii) establish and follow appropriate procedures for the handling, management response,
remediation, retesting, and closing of noncompliance issues.

(C) Annual reports
(i) In general
In accordance with rules prescribed by the Commission, the chief compliance officer shall
annually prepare and sign a report that contains a description of—
(I) the compliance of the security-based swap data repository of the chief compliance
officer with respect to this chapter (including regulations); and
(I1) each policy and procedure of the security-based swap data repository of the chief

compliance officer (including the code of ethics and conflict of interest policies of the
security-based swap data repository).

(ii) Requirements
A compliance report under clause (i) shall—
(I) accompany each appropriate financial report of the security-based swap data
repository that is required to be furnished to the Commission pursuant to this section; and

(II) include a certification that, under penalty of law, the compliance report is accurate
and complete.

(7) Core principles applicable to security-based swap data repositories

(A) Antitrust considerations

Unless necessary or appropriate to achieve the purposes of this chapter, the swap data
repository shall not— '
(i) adopt any rule or take any action that results in any unreasonable restraint of trade; or
(ii) impose any material anticompetitive burden on the trading, clearing, or reporting of
transactions.
(B) Governance arrangements

Each security-based swap data repository shall establish governance arrangements that are
transparent—

(i) to fulfill public interest requirements; and
(ii) to support the objectives of the Federal Government, owners, and participants.

(C) Conflicts of interest

Each security-based swap data repository shall—

(i) establish and enforce rules to minimize conflicts of interest in the decision-making
process of the security-based swap data repository; and

(ii) establish a process for resolving any conflicts of interest described in clause (i).

(D) Additional duties developed by Commission
(i) In general

The Commission may develop 1 or more additional duties applicable to security-based
swap data repositories.

(i) Consideration of evolving standards

In developing additional duties under subparagraph (A),? the Commission may take into
consideration any evolving standard of the United States or the international community.

(iii) Additional duties for Commission designees
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The Commission shall establish additional duties for any registrant described in subsection
(m)(2)(C) in order to minimize conflicts of interest, protect data, ensure compliance, and
guarantee the safety and security of the security-based swap data repository.

(8) Required registration for security-based swap data repositories

Any person that is required to be registered as a security-based swap data repository under this
subsection shall register with the Commission, regardless of whether that person is also licensed
under the Commodity Exchange Act [7 U.S.C. 1 et seq.] as a swap data repository.

(9) Rules
The Commission shall adopt rules governing persons that are registered under this subsection.

(o) Beneficial ownership

For purposes of this section and section 78p of this title, a person shall be deemed to acquire
beneficial ownership of an equity security based on the purchase ot sale of a security-based swap,
only to the extent that the Commission, by rule, determines after consultation with the prudential
regulators and the Secretary of the Treasury, that the purchase or sale of the security-based swap, or
class of security-based swap, provides incidents of ownership comparable to direct ownership of the
equity security, and that it is necessary to achieve the purposes of this section that the purchase or
sale of the security-based swaps, or class of security-based swap, be deemed the acquisition of
beneficial ownership of the equity security.

(p) Disclosures relating to conflict minerals originating in the Democratic Republic of the
Congo

(1) Regulations

(A) In general

Not later than 270 days after July 21, 2010, the Commission shall promulgate regulations
requiring any person described in paragraph (2) to disclose annually, beginning with the
person's first full fiscal year that begins after the date of promulgation of such regulations,
whether conflict minerals that are necessary as described in paragraph (2)(B), in the year for
which such reporting is required, did originate in the Democratic Republic of the Congo or an
adjoining country and, in cases in which such conflict minerals did originate in any such
country, submit to the Commission a report that includes, with respect to the period covered by
the report—

(i) a description of the measures taken by the person to exercise due diligence on the
source and chain of custody of such minerals, which measures shall include an independent
private sector audit of such report submitted through the Commission that is conducted in
accordance with standards established by the Comptroller General of the United States, in
accordance with rules promulgated by the Commission, in consultation with the Secretary of
State; and

(ii) a description of the products manufactured or contracted to be manufactured that are
not DRC conflict free ("DRC conflict free" is defined to mean the products that do not
contain minerals that directly or indirectly finance or benefit armed groups in the Democratic
Republic of the Congo or an adjoining country), the entity that conducted the independent
private sector audit in accordance with clause (i), the facilities used to process the conflict
minerals, the country of origin of the conflict minerals, and the efforts to determine the mine
or location of origin with the greatest possible specificity.

(B) Certification

The person submitting a report under subparagraph (A) shall certify the audit described in
clause (i) of such subparagraph that is included in such report. Such a certified audit shall
constitute a critical component of due diligence in establishing the source and chain of custody
of such minerals.
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(C) Unreliable determination

If a report required to be submitted by a person under subparagraph (A) relies on a
determination of an independent private sector audit, as described under subparagraph (A)(i), or
other due diligence processes previously determined by the Commission to be unreliable, the
report shall not satisfy the requirements of the regulations promulgated under subparagraph (A)
(.

(D) DRC conflict free

For purposes of this paragraph, a product may be labeled as "DRC conflict free" if the
product does not contain conflict minerals that directly or indirectly finance or benefit armed
groups in the Democratic Republic of the Congo or an adjoining country.

(E) Information available to the public

Each person described under paragraph (2) shall make available to the public on the Internet
website of such person the information disclosed by such person under subparagraph (A).

(2) Person described

A person is described in this paragraph if—

(A) the person is required to file reports with the Commission pursuant to paragraph (1)(A);
and

(B) conflict minerals are necessary to the functionality or production of a product
manufactured by such person.

(3) Revisions and waivers

The Commission shall revise or temporarily waive the requirements described in paragraph (1)
if the President transmits to the Commission a determination that—
(A) such revision or waiver is in the national security interest of the United States and the
President includes the reasons therefor; and
(B) establishes a date, not later than 2 years after the initial publication of such exemption, on
which such exemption shall expire.

(4) Termination of disclosure requirements

The requirements of paragraph (1) shall terminate on the date on which the President determines
and certifies to the appropriate congressional committees, but in no case earlier than the date that
is one day after the end of the 5-year period beginning on July 21, 2010, that no armed groups
continue to be directly involved and benefitting from commercial activity involving conflict
minerals,

(5) Definitions
For purposes of this subsection, the terms "adjoining country", "appropriate congressional

non

committees", "armed group", and "conflict mineral" have the meaning given those terms under
section 1502 of the Dodd-Frank Wall Street Reform and Consumer Protection Act.

(q) Disclosure of payments by resource extraction issuers

(1) Definitions
In this subsection—

(A) the term "commercial development of oil, natural gas, or minerals" includes exploration,
extraction, processing, export, and other significant actions relating to oil, natural gas, or
minerals, or the acquisition of a license for any such activity, as determined by the Commission;

(B) the term "foreign government” means a foreign government, a department, agency, or
instrumentality of a foreign government, or a company owned by a foreign government, as
determined by the Commission;

(C) the term "payment"—

(i) means a payment that is—
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(I) made to further the commercial development of oil, natural gas, or minerals; and
(II) not de minimis; and

(1i) includes taxes, royalties, fees (including license fees), production entitlements,
bonuses, and other material benefits, that the Commission, consistent with the guidelines of
the Extractive Industries Transparency Initiative (to the extent practicable), determines are
part of the commonly recognized revenue stream for the commercial development of oil,
natural gas, or minerals;

(D) the term "resource extraction issuer" means an issuer that—
(1) is required to file an annual report with the Commission; and
(ii) engages in the commercial development of oil, natural gas, or minerals;

(E) the term "interactive data format" means an electronic data format in which pieces of
information are identified using an interactive data standard; and

(F) the term "interactive data standard" means  standardized list of electronic tags that mark
information included in the annual report of a resource extraction issuer.

(2) Disclosure

(A) Information required

Not later than 270 days after July 21, 2010, the Commission shall issue final rules that require
each resource extraction issuer to include in an annual report of the resource extraction issuer
informatjon relating to any payment made by the resource extraction issuer, a subsidiary of the
resource extraction issuer, or an entity under the control of the resource extraction issuer to a
foreign government or the Federal Government for the purpose of the commercial development
of oil, natural gas, or minerals, including—

(1) the type and total amount of such payments made for each project of the resource
extraction issuer relating to the commercial development of oil, natural gas, or minerals; and
(ii) the type and total amount of such payments made to each government.

(B) Consultation in rulemaking

In issuing rules under subparagraph (A), the Commission may consult with any agency ot
entity that the Commission determines is relevant.

(C) Interactive data format

The rules issued under subparagraph (A) shall require that the information included in the
annual report of a resource extraction issuer be submitted in an interactive data format.

(D) Interactive data standard

(i) In general
The rules issued under subparagraph (A) shall establish an interactive data standard for the
information included in the annual report of a resource extraction issuer.

(ii) Electronic tags
The interactive data standard shall include electronic tags that identify, for any payments
made by a resource extraction issuer to a foreign government or the Federal Government—
(I) the total amounts of the payments, by category;
(1) the currency used to make the payments;
(IIT) the financial period in which the payments were made;
(IV) the business segment of the resource extraction issuer that made the payments;
(V) the government that received the payments, and the country in which the
government is located,;
(VI) the project of the resource extraction issuer to which the payments relate; and
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(VII) such other information as the Commission may determine is necessary or
appropriate in the public interest or for the protection of investors.

(E) International transparency efforts

To the extent practicable, the rules issued under subparagraph (A) shall support the
commitment of the Federal Government to international transparency promotion efforts relating
to the commercial development of oil, natural gas, or minerals.

(F) Effective date

With respect to each resource extraction issuer, the final rules issued under subparagraph (A)
shall take effect on the date on which the resource extraction issuer is required to submit an
annual report relating to the fiscal year of the resource extraction issuer that ends not earlier
than 1 year after the date on which the Commission issues final rules under subparagraph (A).

(3) Public availability of information

(A) In general

To the extent practicable, the Commission shall make available online, to the public, a
compilation of the information required to be submitted under the rules issued under paragraph

@XA).
(B) Other information

Nothing in this paragraph shall require the Commission to make available online information
other than the information required to be submitted under the rules issued under paragraph (2)

(A).
(4) Authorization of appropriations

There are authorized to be appropriated to the Commission such sums as may be necessary to
carry out this subsection.

(r) Disclosure of certain activities relating to Iran

(1) In general

Each issuer required to file an annual or quarterly report under subsection (a) shall disclose in
that report the information required by paragraph (2) if, during the period covered by the report,
the issuer or any affiliate of the issuer—

(A) knowingly engaged in an activity described in subsection (a) or (b) of section 5 of the

[ran Sanctions Act of 1996 (Public Law 104-172; 50 U.S.C. 1701 note);

(B) knowingly engaged in an activity described in subsection (c)(2) of section 8513 of title 22
or a transaction described in subsection (d)(1) of that section;

(C) knowingly engaged in an activity described in section 8514a(b)(2) of title 22; or

(D) knowingly conducted any transaction or dealing with—

(1) any person the property and interests in property of which are blocked pursuant to
Executive Order No. 13224 (66 Fed. Reg. 49079; relating to blocking property and
prohibiting transactions with persons who commit, threaten to commit, or support terrorism);

(ii) any person the property and interests in property of which are blocked pursuant to
Executive Order No. 13382 (70 Fed. Reg. 38567; relating to blocking of property of weapons
of mass destruction proliferators and their supporters); or

(iii) any person or entity identified under section 560.304 of title 31, Code of Federal
Regulations (relating to the definition of the Government of Iran) without the specific
authorization of a Federal department or agency.

(2) Information required

If an issuer or an affiliate of the issuer has engaged in any activity desctibed in paragraph (1),
the issuer shall disclose a detailed description of each such activity, including—
(A) the nature and extent of the activity;
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(B) the gross revenues and net profits, if any, attributable to the activity; and
(C) whether the issuer or the affiliate of the issuer (as the case may be) intends to continue the
activity.

(3) Notice of disclosures

If an issuer reports under paragraph (1) that the issuer or an affiliate of the issuer has knowingly
engaged in any activity described in that paragraph, the issuer shall separately file with the
Commission, concurrently with the annual or quarterly report under subsection (a), a notice that
the disclosure of that activity has been included in that annual or quarterly report that identifies the
issuer and contains the information required by paragraph (2).

(4) Public disclosure of information

Upon receiving a notice under paragraph (3) that an annual or quarterly report includes a
disclosure of an activity described in paragraph (1), the Commission shall promptly—

(A) transmit the report to—

(i) the President;

(ii) the Committee on Foreign Affairs and the Committee on Financial Services of the
House of Representatives; and

(iii) the Committee on Foreign Relations and the Committee on Banking, Housing, and
Urban Affairs of the Senate; and

(B) make the information provided in the disclosure and the notice available to the public by
posting the information on the Internet website of the Commission.

(5) Investigations

Upon receiving a report under paragraph (4) that includes a disclosure of an activity described
in paragraph (1) (other than an activity described in subparagraph (D)(iii) of that paragraph), the
President shall—

(A) initiate an investigation into the possible imposition of sanctions under the Iran Sanctions

Act of 1996 (Public Law 104~172; 50 U.S.C. 1701 note), section 8513 or 8514a of title 22, an

Executive order specified in clause (i) or (ii) of paragraph (1)(D), or any other provision of law

relating to the imposition of sanctions with respect to Iran, as applicable; and

(B) not later than 180 days after initiating such an investigation, make a determination with
respect to whether sanctions should be imposed with respect to the issuer or the affiliate of the
issuer (as the case may be).

(6) Sunset

The provisions of this subsection shall terminate on the date that is 30 days after the date on
which the President makes the certification described in section 8551(a) of title 22.

(June 6, 1934, ch. 404, title.I, §13, 48 Stat. 894; Pub. L. 88-467, §4, Aug. 20, 1964, 78 Stat. 569;
Pub. L. 90439, §2, July 29, 1968, 82 Stat. 454; Pub. L. 91-567, §§1, 2, Dec. 22, 1970, 84 Stat.
1497; Pub. L. 94-29, §10, June 4, 1975, 89 Stat. 119; Pub. L. 94-210, title I1I, §308(b), Feb. 5, 1976,
90 Stat. 57; Pub. L. 95-213, title I, §102, title II, §§202, 203, Dec. 19, 1977, 91 Stat. 1494, 1498,
1499; Pub. L. 98-38, §2(a), June 6, 1983, 97 Stat. 205; Pub. L. 100-181, title II1, §§315, 316, Dec. 4,
1987, 101 Stat. 1256; Pub. L. 100-241, §12(d), Feb. 3, 1988, 101 Stat. 1810; Pub. L. 100—418, title
V, §5002, Aug. 23, 1988, 102 Stat. 1415; Pub. L. 101-432, §3, Oct. 16, 1990, 104 Stat. 964; Pub. L..
107-123, §5, Jan, 16, 2002, 115 Stat. 2395; Pub. L. 107204, title I, §109(i), formerly §109(h), title
1V, §§401(a), 402(a), 409, July 30, 2002, 116 Stat. 771, 785, 787, 791, renumbered §109(i), Pub. L.
111-203, title IX, §982(h)(3), July 21, 2010, 124 Stat. 1930; Pub. L. 111-203, title VII, §§763(i),
766(b), (c), (e), title IX, §§929R(a), 929X (a), 985(b)(4), 991(b)(2), title XV, §§1502(b), 1504, July
21,2010, 124 Stat. 1779, 1799, 1866, 1870, 1933, 1952, 2213, 2220; Pub. L. 112-106, title I, §102
(b)(2), Apr. 5, 2012, 126 Stat. 309; Pub. L. 112-158, title II, §219(a), Aug. 10, 2012, 126 Stat. 1235.)
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United States Code, 2013 Edition

Title 15 - COMMERCE AND TRADE

CHAPTER 2B - SECURITIES EXCHANGES

Sec. 780 - Registration and regulation of brokers and dealers
From the U.S. Government Publishing Office, www.gpo.gov

§780. Registration and regulation of brokers and dealers

(a) Registration of all persons utilizing exchange facilities to effect transactions; exemptions

(1) It shall be unlawful for any broker or dealer which is either a person other than a natural person
or a natural person not associated with a broker or dealer which is a person other than a natural
person (other than such a broker or dealer whose business is exclusively intrastate and who does not
make use of any facility of a national securities exchange) to make use of the mails or any means or
instrumentality of interstate commerce to effect any transactions in, or to induce or attempt to induce
the purchase or sale of, any security (other than an exempted security or commercial paper, bankers'
acceptances, or commercial bills) unless such broker or dealer is registered in accordance with '
subsection (b) of this section.

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

(b) Manner of registration of brokers and dealers

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

(A) by order grant registration, or

(B) institute proceedings to determine whether registration should be denied. Such proceedings
shall include notice of the grounds for denial under consideration and opportunity for hearing and
shall be concluded within one hundred twenty days of the date of the filing of the application for
registration. At the conclusion of such proceedings, the Commission, by order, shall grant or deny
such registration. The Commission may extend the time for conclusion of such proceedings for up
to ninety days if it finds good cause for such extension and publishes its reasons for so finding or
for such longer period as to which the applicant consents.

The Commission shall grant such registration if the Commission finds that the requirements of this
section are satisfied. The order granting registration shall not be effective until such broker or dealer
has become a member of a registered securities association, or until such broker or dealer has
become a member of a national securities exchange, if such broker or dealer effects transactions
solely on that exchange, unless the Commission has exempted such broker or dealer, by rule or order,
from such membership. The Commission shall deny such registration if it does not make such a
finding or if it finds that if the applicant were so registered, its registration would be subject to
suspension or revocation under paragraph (4) of this subsection.

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

(B) Any person who is a broker or dealer solely by reason of acting as a municipal securities
dealer or municipal securities broker, who so acts through a separately identifiable department or
division, and who so acted in such a manner on June 4, 1975, may, in accordance with such terms
and conditions as the Commission, by rule, prescribes as necessary and appropriate in the public
interest and for the protection of investors, register such separately identifiable department or
division in accordance with this subsection. If any such department or division is so registered, the
department or division and not such person himself shall be the broker or dealer for purposes of this
chapter,

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

(3) Any provision of this chapter (other than section 78e of this title and subsection (a) of this
section) which prohibits any act, practice, or course of business if the mails or any means or
instrumentality of interstate commerce is used in connection therewith shall also prohibit any such
act, practice, or course of business by any registered broker or dealer or any person acting on behalf
of such a broker or dealer, irrespective of any use of the mails or any means or instrumentality of
interstate commerce in connection therewith.

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

(A) has willfully made or caused to be made in any application for registration or report
required to be filed with the Commission or with any other appropriate regulatory agency under
this chapter, or in any proceeding before the Commission with respect to registration, any
statement which was at the time and in the light of the circumstances under which it was made
false or misleading with respect to any material fact, or has omitted to state in any such application
or report any material fact which is required to be stated therein.

(B) has been convicted within ten years preceding the filing of any application for registration
or at any time thereafter of any felony or misdemeanor or of a substantially equivalent crime by a
foreign court of competent jurisdiction which the Commission finds—

(i) involves the purchase or sale of any security, the taking of a false oath, the making of a
false report, bribery, perjury, burglary, any substantially equivalent activity however
denominated by the laws of the relevant foreign government, or conspiracy to commit any such
offense;

(ii) arises out of the conduct of the business of a broker, dealer, municipal securities dealer

municipal advisor,,! government securities broker, government securities dealer, investment
adviser, bank, insurance company, fiduciary, transfer agent, nationally recognized statistical
rating organization, foreign person performing a function substantially equivalent to any of the
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above, or entity or person required to be registered under the Commodity Exchange Act (7
U.S.C. 1 et seq.) or any substantially equivalent foreign statute or regulation;

(iii) involves the larceny, theft, robbery, extortion, forgery, counterfeiting, fraudulent
concealment, embezzlement, fraudulent conversion, or misapproptiation of funds, or securities,
or substantially equivalent activity however denominated by the laws of the relevant foreign
government, or

(iv) involves the violation of section 152, 1341, 1342, or 1343 or chapter 25 or 47 of title 18
or a violation of a substantially equivalent foreign statute.

(C) is permanently or temporarily enjoined by order, judgment, or decree of any court of
competent jurisdiction from acting as an investment adviser, underwriter, broker, dealer, municipal
securities dealer municipal advisor, government securities broker, government securities dealer,
security-based swap dealer, major security-based swap participant, transfer agent, nationally
recognized statistical rating organization, foreign person performing a function substantially
equivalent to any of the above, or entity or person required to be registered under the Commodity
Exchange Act or any substantially equivalent foreign statute or regulation, or as an affiliated
person or employee of any investment company, bank, insurance company, foreign entity
substantially equivalent to any of the above, or entity or person required to be registered under the
Commodity Exchange Act or any substantially equivalent foreign statute or regulation, or from
engaging in or continuing any conduct or practice in connection with any such activity, or in
connection with the purchase or sale of any security.

(D) has willfully violated any provision of the Securities Act of 1933 [15 U.S.C. 77a et seq.],
the Investment Advisers Act of 1940 [15 U.S.C. 80b—1 et seq.], the Investment Company Act of
1940 [15 U.S.C. 80a—1 et seq.], the Commodity Exchange Act, this chapter, the rules or
regulations under any of such statutes, or the rules of the Municipal Securities Rulemaking Board,
or is unable to comply with any such provision.

(E) has willfully aided, abetted, counseled, commanded, induced, or procured the violation by
any other person of any provision of the Securities Act of 1933, the Investment Advisets Act of
1940, the Investment Company Act of 1940, the Commodity Exchange Act, this chapter, the rules
or regulations under any of such statutes, or the rules of the Municipal Securities Rulemaking
Board, or has failed reasonably to supervise, with a view to preventing violations of the provisions
of such statutes, rules, and regulations, another person who commits such a violation, if such other
person is subject to his supervision. For the purposes of this subparagraph (E) no person shall be
deemed to have failed reasonably to supervise any other person, if—

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

(ii) such person has reasonably discharged the duties and obligations incumbent upon him by
reason of such procedures and system without reasonable cause to believe that such procedures
and system were not being complied with.

(F) is subject to any order of the Commission barring or suspending the right of the person to be
associated with a broker, dealer, security-based swap dealer, or a major security-based swap
participant;

(G) has been found by a foreign financial regulatory authority to have—

(i) made or caused to be made in any application for registration or report required to be filed
with a foreign financial regulatory authority, or in any proceeding before a foreign financial
regulatory authority with respect to registration, any statement that was at the time and in the
light of the circumstances under which it was made false or misleading with respect to any
material fact, or has omitted to state in any application or report to the foreign financial
regulatory authority any material fact that is required to be stated therein;
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(ii) violated any foreign statute or regulation regarding transactions in securities, or contracts
of sale of a commodity for future delivery, traded on or subject to the rules of a contract market
or any board of trade;

(iii) aided, abetted, counseled, commanded, induced, or procured the violation by any person
of any provision of any statutory provisions enacted by a foreign government, or rules or
regulations thereunder, empowering a foreign financial regulatory authority regarding
transactions in securities, or contracts of sale of a commodity for future delivery, traded on or
subject to the rules of a contract market or any board of trade, or has been found, by a foreign
financial regulatory authority, to have failed reasonably to supervise, with a view to preventing
violations of such statutory provisions, rules, and regulations, another person who commits such
a violation, if such other person is subject to his supervision; or

(H) is subject to any final order of a State securities commission (or any agency or officer
performing like functions), State authority that supervises or examines banks, savings associations,
or credit unions, State insurance commission (or any agency or office performing like functions),
an appropriate Federal banking agency (as defined in section 3 of the Federal Deposit Insurance
Act (12 U.S.C. 1813(q))), or the National Credit Union Administration, that—

(i) bars such person from association with an entity regulated by such commission, authority,
agency, or officer, or from engaging in the business of securities, insurance, banking, savings
association activities, or credit union activities; or

(i1) constitutes a final order based on violations of any laws or regulations that prohibit
fraudulent, manipulative, or deceptive conduct,

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

(6)(A) With respect to any person who is associated, who is seeking to become associated, or, at
the time of the alleged misconduct, who was associated or was seeking to become associated with a
broker or dealer, or any person participating, or, at the time of the alleged misconduct, who was
participating, in an offering of any penny stock, the Commission, by order, shall censure, place
limitations on the activities or functions of such person, or suspend for a period not exceeding 12
months, or bar any such person from being associated with a broker, dealer, investment adviset,
municipal securities dealer, municipal advisor, transfer agent, or nationally recognized statistical
rating organization, or from participating in an offering of penny stock, if the Commission finds, on
the record after notice and opportunity for a hearing, that such censure, placing of limitations,
suspension, or bar is in the public interest and that such person—

(i) has committed or omitted any act, or is subject to an order or finding, enumerated in
subparagraph (A), (D), or (E) of paragraph (4) of this subsection;

(ii) has been convicted of any offense specified in subparagraph (B) of such paragraph (4)
within 10 years of the commencement of the proceedings under this paragraph; or

(iii) is enjoined from any action, conduct, or practice specified in subparagraph (C) of such
paragraph (4).

(B) It shall be unlawful—

http://'www.gpo.gov/fdsys/pkg/USCODE-2013-title1 5/html/USCODE-2013-title15-chap2B-... 9/3/2015



U.S.C. Title 15 - COMMERCE AND TRADE Page 5 of 27

(i) for any person as to whom an order under subparagraph (A) is in effect, without the consent
of the Commission, willfully to become, or to be, associated with a broker or dealer in
contravention of such order, or to participate in an offering of penny stock in contravention of such
order;

(ii) for any broker or dealer to permit such a person, without the consent of the Commission, to
become or remain, a person associated with the broker or dealer in contravention of such order, if
such broker or dealer knew, or in the exercise of reasonable care should have known, of such
order; or '

(iii) for any broker or dealer to permit such a person, without the consent of the Commission, to
participate in an offering of penny stock in contravention of such order, if such broker or dealer
knew, or in the exercise of reasonable care should have known, of such order and of such
participation.

(C) For purposes of this paragraph, the term "person participating in an offering of penny stock"
includes any person acting as any promoter, finder, consultant, agent, or other person who engages in
activities with a broker, dealer, or issuer for purposes of the issuance or trading in any penny stock,
or inducing or attempting to induce the purchase or sale of any penny stock. The Commission may,
by rule or regulation, define such term to include other activities, and may, by rule, regulation, or
order, exempt any person or class of persons, in whole or in part, conditionally or unconditionally,
from such term.

(7) No registered broker or dealer or government securities broker or government securities dealer
registered (or required to register) under section 780-5(a)(1)(A) of this title shall effect any
transaction in, or induce the purchase or sale of, any security unless such broker or dealer meets such
standards of operational capability and such broker or dealer and all natural persons associated with
such broker or dealer meet such standards of training, experience, competence, and such other
qualifications as the Commission finds necessary or appropriate in the public interest or for the
protection of investors. The Commission shall establish such standards by rules and regulations,
which may—

(A) specify that all or any portion of such standards shall be applicable to any class of brokers
and dealers and persons associated with brokers and dealers;

(B) require persons in any such class to pass tests prescribed in accordance with such rules and
regulations, which tests shall, with respect to any class of partners, officers, or supervisory
employees (which latter term may be defined by the Commission's rules and regulations and as so
defined shall include branch managers of brokers or dealers) engaged in the management of the
broker or dealer, include questions relating to bookkeeping, accounting, internal control over cash
and securities, supervision of employees, maintenance of records, and other appropriate matters;
and

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

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

(8) It shall be unlawful for any registered broker or dealer to effect any transaction in, or induce or

attempt to induce the purchase or sale of, any security (other than or Z commercial paper, bankers'
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acceptances, or commercial bills), unless such broker or dealer is a member of a securities
association registered pursuant to section 780-3 of this title or effects transactions in securities solely
on a national securities exchange of which it is a member,

(9) The Commission by rule or order, as it deems consistent with the public interest and the
protection of investors, may conditionally or unconditionally exempt from paragraph (8) of this
subsection any broker or dealer or class of brokers or dealers specified in such rule or order.

(10) For the purposes of determining whether a person is subject to a statutory disqualification
under section 78f(c)(2), 780-3(g)(2), or 78q—1(b)(4)(A) of this title, the term "Commission” in
paragraph (4)(B) of this subsection shall mean "exchange", "association", or "clearing agency",
tespectively.

(11) BROKER/DEALER REGISTRATION WITH RESPECT TO TRANSACTIONS IN SECURITY FUTURES
PRODUCTS .~

(A) NOTICE REGISTRATION.—

(i) CONTENTS OF NOTICE.—Notwithstanding paragraphs (1) and (2), a broker or dealer
required to register only because it effects transactions in security futures products on an
exchange registered pursuant to section 78f(g) of this title may register for purposes of this
section by filing with the Commission a written notice in such form and containing such
information concerning such broker or dealer and any persons associated with such broker or
dealer as the Commission, by rule, may prescribe as necessary or appropriate in the public
interest or for the protection of investors. A broker or dealer may not register under this
paragraph unless that broker or dealer is a member of a national securities association registered
under section 780-3(k) of this title.

(if) IMMEDIATE EFFECTIVENESS.—Such registration shall be effective contemporaneously
with the submission of notice, in written or electronic form, to the Commission, except that such
registration shall not be effective if the registration would be subject to suspension or revocation
under paragraph (4).

(iii) SUSPENSION.—Such registration shall be suspended immediately if a national securities
association registered pursuant to section 780~3(k) of this title suspends the membership of that
broker or dealer.

(iv) TERMINATION.—Such registration shall be terminated immediately if any of the above
stated conditions for registration set forth in this paragraph are no longer satisfied.

(B) EXEMPTIONS FOR REGISTERED BROKERS AND DEALERS.—A broker or dealer registered
pursuant to the requirements of subparagraph (A) shall be exempt from the following provisions of
this chapter and the rules thereunder with respect to transactions in security futures products:

(i) Section 78h of this title. -

(ii) Section 78k of this title.

(iii) Subsections (¢)(3) and (c)(5) of this section.
(iv) Section 7804 of this title.

(v) Section 780-5 of this title.

(vi) Subsections (d), (e), (f), (g), (h), and (i) 2 of section 78q of this title.

(12) EXEMPTION FOR SECURITY FUTURES PRODUCT EXCHANGE MEMBERS.—
(A) REGISTRATION EXEMPTION.—A natural person shall be exempt from the registration
requirements of this section if such person—
(i) is a member of a designated contract market registered with the Commission as an
exchange pursuant to section 78f(g) of this title;
(ii) effects transactions only in securities on the exchange of which such person is a member;
and
(iii) does not directly accept or solicit orders from public customers or provide advice to
public customers in connection with the trading of security futures products.
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(B) OTHER EXEMPTIONS.—A natural person exempt from registration pursuant to subparagraph
(A) shall also be exempt from the following provisions of this chapter and the rules thereunder:
(i) Section 78h of this title.
(ii) Section 78k of this title,
(iii) Subsections (c)(3), (¢)(5), and (e) of this section.
(iv) Section 7804 of this title.
(v) Section 7805 of this title.

(vi) Subsections (d), (), (f), (g), (h), and (i) 2 of section 78q of this title.

(¢) Use of manipulative or decept'ive devices; contravention of rules and regulations

(1)(A) No broker or dealer shall make use of the mails or any means or instrumentality of
interstate commerce to effect any transaction in, or to induce or attempt to induce the purchase or
sale of, any security (other than commercial paper, bankers' acceptances, or commetcial bills), or any
security-based swap agreement by means of any manipulative, deceptive, or other fraudulent device
or contrivance.

(B) No broker, dealer, or municipal securities dealer shall make use of the mails or any means or
instrumentality of interstate commerce to effect any transaction in, or to induce or attempt to induce
the purchase or sale of, any municipal security or any security-based swap agreement involving a
municipal security by means of any manipulative, deceptive, or other fraudulent device or
contrivance.

(C) No government securities broker or government securities dealer shall make use of the mails
or any means or instrumentality of interstate commerce to effect any transaction in, or to induce or to
attempt to induce the purchase or sale of, any government security or any security-based swap
agreement involving a government security by means of any manipulative, deceptive, or other
fraudulent device or contrivance.

(2)(A) No broker or dealer shall make use of the mails or any means or instrumentality of
interstate commerce to effect any transaction in, or to induce or attempt to induce the purchase or
sale of, any security (other than an exempted security or commetcial paper, bankers' acceptances, or
commercial bills) otherwise than on a national securities exchange of which it is a member, in
connection with which such broker or dealer engages in any fraudulent, deceptive, or manipulative
act or practice, or makes any fictitious quotation.

(B) No broker, dealer, or municipal securities dealer shall make use of the mails or any means or
instrumentality of interstate commerce to effect any transaction in, or to induce or attempt to induce
the purchase or sale of, any municipal security in connection with which such broker, dealer, or
municipal securities dealer engages in any fraudulent, deceptive, or manipulative act or practice, or
makes any fictitious quotation.

(C) No government securities broker or government securities dealer shall make use of the mails
or any means or instrumentality of interstate commerce to effect any transaction in, or induce or
attempt to induce the purchase or sale of, any government security in connection with which such
government securities broker or government securities dealer engages in any fraudulent, deceptive,
or manipulative act or practice, or makes any fictitious quotation.

(D) The Commission shall, for the purposes of this paragraph, by rules and regulations deﬁne and
prescribe means reasonably designed to prevent, such acts and practices as are fraudulent, deceptive,
or manipulative and such quotations as are fictitious.

(E) The Commission shall, prior to adopting any rule or regulation under subparagraph (C),
consult with and consider the views of the Secretary of the Treasury and each appropriate regulatory
agency. If the Secretary of the Treasury or any appropriate regulatory agency comments in writing
on a proposed rule or regulation of the Commission under such subparagraph (C) that has been
published for comment, the Commission shall respond in writing to such written comment before
adopting the proposed rule. If the Secretary of the Treasury determines, and notifies the Commission,
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that such rule or regulation, if implemented, would, or as applied does (i) adversely affect the
liquidity or efficiency of the market for government securities; or (ii) impose any burden on
competition not necessary or appropriate in furtherance of the purposes of this section, the
Commission shall, prior to adopting the proposed rule or regulation, find that such rule or regulation
is necessary and appropriate in furtherance of the purposes of this section notwithstanding the
Secretary's determination.

(3)(A) No broker or dealer (other than a government securities broker or government securities
dealer, except a registered broker or dealer) shall make use of the mails or any means or
instrumentality of interstate commerce to effect any transaction in, or to induce or attempt to induce
the purchase or sale of, any security (other than an exempted security (except a government security)
or commercial paper, bankers' acceptances, or commercial bills) in contravention of such rules and
regulations as the Commission shall prescribe as necessary or appropriate in the public interest or for
the protection of investors to provide safeguards with respect to the financial responsibility and
related practices of brokers and dealers including, but not limited to, the acceptance of custody and
use of customers' securities and the carrying and use of customers' deposits or credit balances. Such
rules and regulations shall (A) require the maintenance of reserves with respect to customers'
deposits or credit balances, and (B) no later than September 1, 1975, establish minimum financial
responsibility requirements for all brokers and dealers.

(B) Consistent with this chapter, the Commission, in consultation with the Commodity Futures
Trading Commission, shall issue such rules, regulations, or orders as are necessary to avoid
duplicative or conflicting regulations applicable to any broker or dealer registered with the
Commission pursuant to subsection (b) of this section (except paragraph (11) thereof), that is also
registered with the Commodity Futures Trading Commission pursuant to section 4f(a) of the
Commodity Exchange Act [7 U.S.C. 6f(a)] (except paragraph (2) thereof), with respect to the
application of: (i) the provisions of section 78h of this title, subsection (c)(3) of this section, and
section 78q of this title and the rules and regulations thereunder related to the treatment of customer
funds, securities, or property, maintenance of books and records, financial reporting, or other
financial responsibility rules, involving security futures products; and (ii) similar provisions of the
Commodity Exchange Act [7 U.S.C. 1 et seq.] and rules and regulations thereunder involving
security futures products.

(C) Notwithstanding any provision of sections 2(a)(1)(C)(i) or 4d(a)(2) of the Commodity
Exchange Act [7 U.S.C. 2(a)(1)(C)(i), 6d(a)(2)] and the rules and regulations thereunder, and
pursuant to an exemption granted by the Commission under section 78mm of this title or pursuant to
a rule or regulation, cash and securities may be held by a broker or dealer registered pursuant to
subsection (b)(1) and also registered as a futures commission merchant pursuant to section 4f(a)(1)
of the Commodity Exchange Act [7 U.S.C. 6f(a)(1)], in a portfolio margining account carried as a
futures account subject to section 4d of the Commodity Exchange Act [7 U.S.C. 6d] and the rules
and regulations thereunder, pursuant to a portfolio margining program approved by the Commodity
Futures Trading Commission, and subject to subchapter IV of chapter 7 of title 11 and the rules and
regulations thereunder. The Commission shall consult with the Commodity Futures Trading
Commission to adopt rules to ensure that such transactions and accounts are subject to comparable
requirements to the extent practicable for similar products.

(4) If the Commission finds, after notice and opportunity for a hearing, that any person subject to
the provisions of section 781, 78m, 78n of this title or subsection (d) of this section or any rule or
regulation thereunder has failed to comply with any such provision, rule, or regulation in any
material respect, the Commission may publish its findings and issue an order requiring such person,
and any person who was a cause of the failure to comply due to an act or omission the person knew
or should have known would contribute to the failure to comply, to comply, or to take steps to effect
compliance, with such provision or such rule or regulation thereunder upon such terms and
conditions and within such time as the Commission may specify in such order.
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(5) No dealer (other than a specialist registered on a national securities exchange) acting in the
capacity of market maker or otherwise shall make use of the mails or any means or instrumentality of
interstate commerce to effect any transaction in, or to induce or attempt to induce the purchase or
sale of, any security (other than an exempted security or a municipal security) in contravention of
such specified and appropriate standards with respect to dealing as the Commission, by rule, shall
prescribe as necessary or appropriate in the public interest and for the protection of investors, to
maintain fair and orderly markets, or to remove impediments to and perfect the mechanism of a
national market system. Under the rules of the Commission a dealer in a security may be prohibited
from acting as a broker in that security.

(6) No broker or dealer shall make use of the mails or any means or instrumentality of interstate
commerce to effect any transaction in, or to induce or attempt to induce the purchase or sale of, any
security (other than an exempted security, municipal security, commercial paper, bankers'
acceptances, or commercial bills) in contravention of such rules and regulations as the Commission
shall prescribe as necessary or appropriate in the public interest and for the protection of investors or
to perfect or remove impediments to a national system for the prompt and accurate clearance and
settlement of securities transactions, with respect to the time and method of, and the form and format
of documents used in connection with, making settlements of and payments for transactions in
securities, making transfers and deliveries of securities, and closing accounts. Nothing in this
paragraph shall be construed (A) to affect the authority of the Board of Governors of the Federal
Reserve System, pursuant to section 78g of this title, to prescribe rules and regulations for the
purpose of preventing the excessive use of credit for the purchase or carrying of securities, or (B) to
authorize the Commission to prescribe rules or regulations for such purpose.

(7) In connection with any bid for or purchase of a government security related to an offering of
government securities by or on behalf of an issuer, no government securities broker, government
securities dealer, or bidder for or purchaser of securities in such offering shall knowingly or willfully
make any false or misleading written statement or omit any fact necessary to make any written
statement made not misleading.

(8) PROHIBITION OF REFERRAL FEES.—No broker or dealer, or person associated with a broker or
dealer, may solicit or accept, directly or indirectly, remuneration for assisting an attorney in
obtaining the representation of any person in any private action arising under this chapter or under
the Securities Act of 1933 [15 U.S.C. 77a et seq.].

(d) Supplementary and periodic information

(1) In general

Each issuer which has filed a registration statement containing an undertaking which is or
becomes operative under this subsection as in effect prior to August 20, 1964, and each issuer
which shall after such date file a registration statement which has become effective pursuant to the
Securities Act of 1933, as amended [15 U.S.C. 77a et seq.], shall file with the Commission, in
accordance with such rules and regulations as the Commission may prescribe as necessary or
appropriate in the public interest or for the protection of investors, such supplementary and
periodic information, documents, and reports as may be required pursuant to section 78m of this
title in respect of a security registered pursuant to section 781 of this title. The duty to file under
this subsection shall be automatically suspended if and so long as any issue of securities of such
issuer is registered pursuant to section 78! of this title. The duty to file urider this subsection shall
also be automatically suspended as to any fiscal year, other than the fiscal year within which such
registration statement became effective, if, at the beginning of such fiscal year, the securities of
each class, other than any class of asset-backed securities, to which the registration statement

relates are held of record by less than 300 persons, or, in the case of bank # or a bank holding

company, as such term is defined in section 1841 of title 12, 1,200 persons persons. For the
purposes of this subsection, the term "class" shall be construed to include all securities of an issuer
which are of substantially similar character and the holders of which enjoy substantially similar
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rights and privileges. The Commission may, for the purpose of this subsection, define by rules and
regulations the term "held of record" as it deems necessary or appropriate in the public interest or
for the protection of investors in order to prevent circumvention of the provisions of this
subsection. Nothing in this subsection shall apply to securities issued by a foreign government or
political subdivision thereof.

(2) Asset-backed securities

(A) Suspension of duty to file

The Commission may, by rule or regulation, provide for the suspension or termination of the
duty to file under this subsection for any class of asset-backed security, on such terms and
conditions and for such period or periods as the Commission deems necessary or appropriate in
the public interest or for the protection of investors.

(B) Classification of issuers

The Commission may, for purposes of this subsection, classify issuers and prescribe
requirements appropriate for each class of issuers of asset-backed securities.

(e) Notices to customers regarding securities lending

Every registered broker or dealer shall provide notice to its customers that they may elect not to
allow their fully paid securities to be used in connection with short sales. If a broker or dealer uses a
customer’'s securities in connection with short sales, the broker or dealer shall provide notice to its
customer that the broker or dealer may receive compensation in connection with lending the
customer's securities. The Commission, by rule, as it deems necessary or appropriate in the public
interest and for the protection of investors, may prescribe the form, content, time, and manner of
delivery of any notice required under this paragraph.

(f) Compliance with this chapter by members not required to be registered

The Commission, by rule, as it deems necessary or appropriate in the public interest and for the
protection of investors or to assure equal regulation, may require any member of a national securities
exchange not required to register under this section and any person associated with any such member
to comply with any provision of this chapter (other than subsection (a) of this section) or the rules or
regulations thereunder which by its terms regulates or prohibits any act, practice, or course of
business by a "broker or dealer" or "registered broker or dealer" or a "person associated with a broker
or dealer," respectively.

(g) Prevention of misuse of material, nonpublic information

Every registered broker or dealer shall establish, maintain, and enforce written policies and
procedures reasonably designed, taking into consideration the nature of such broker's or dealer's
business, to prevent the misuse in violation of this chapter, or the rules or regulations thereunder, of
material, nonpublic information by such broker or dealer or any person associated with such broker
or dealer. The Commission, as it deems necessary or appropriate in the public interest or for the
protection of investors, shall adopt rules or regulations to require specific policies or procedures
reasonably designed to prevent misuse in violation of this chapter (or the rules or regulations
thereunder) of material, nonpublic information.

(h) Requirements for transactions in penny stocks

(1) In general

No broker or dealer shall make use of the mails or any means or instrumentality of interstate
commerce to effect any transaction in, or to induce or attempt to induce the purchase or sale of,
any penny stock by any customer except in accordance with the requirements of this subsection
and the rules and regulations prescribed under this subsection.

(2) Risk disclosure with respect to penny stocks
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Prior to effecting any transaction in any penny stock, a broker or dealer shall give the customer
a risk disclosure document that—

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

(B) contains a description of the broker's or dealer's duties to the customer and of the rights
and remedies available to the customer with respect to violations of such duties or other
requirements of Federal securities laws;

(C) contains a brief, clear, narrative description of a dealer market, including "bid" and "ask"
prices for penny stocks and the significance of the spread between the bid and ask prices;

(D) contains the toll free telephone number for inquiries on disciplinary actions established
pursuant to section 780~3(i) of this title;

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

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

(3) Commission rules relating to disclosure

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

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

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

(if) the number of shares to which such bid and ask prices apply, or other comparable
information relating to the depth and liquidity of the market for such stock; and

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

(B) shall require brokers and dealers to provide, to each customer whose account with the
broker or dealer contains penny stocks, a monthly statement indicating the market value of the
penny stocks in that account or indicating that the market value of such stock cannot be
determined because of the unavailability of firm quotes; and
(C) may, as the Commission finds necessary or appropriate in the public interest or for the
protection of investors, require brokers and dealers to disclose to customers additional
information concerning transactions in penny stocks. '
(4) Exemptions

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

(5) Regulations
It shall be unlawful for any person to violate such rules and regulations as the Commission shall
prescribe in the public interest or for the protection of investors or to maintain fair and orderly

markets—
(A) as necessary or appropriate to carry out this subsection; or
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(B) as reasonably designed to prevent fraudulent, deceptive, or manipulative acts and
practices with respect to penny stocks.

(i) Limitations on State law

(1) Capital, margin, books and records, bonding, and reports

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

(2) Funding portals

(A) Limitation on State laws

Except as provided in subparagraph (B), no State or political subdivision thereof may enforce
any law, rule, regulation, or other administrative action against a registered funding portal with
respect to its business as such.

(B) Examination and enforcement authority

Subparagraph (A) does not apply with respect to the examination and enforcement of any
law, rule, regulation, or administrative action of a State ot political subdivision thereof in which
the principal place of business of a registered funding portal is located, provided that such law,
rule, regulation, or administrative action is not in addition to or different from the requirements
for registered funding portals established by the Commission.

(C) Definition
For purposes of this paragraph, the term "State" includes the District of Columbia and the
territories of the United States.

(3) De minimis transactions by associated persons
No law, rule, regulation, or order, or other administrative action of any State or political
subdivision thereof may prohibit an associated person of a broker or dealer from effecting a
transaction described in paragraph (3) for a customer in such State if—
(A) such associated person is not ineligible to register with such State for any reason other
than such a transaction;
(B) such associated person is registered with a registered securities association and at least
one State; and
(C) the broker or dealer with which such person is associated is registered with such State.

(4) Described transactions

(A) In general
A transaction is described in this paragraph if—
(i) such transaction is effected—
(I) on behalf of a customer that, for 30 days prior to the day of the transaction,
maintained an account with the broker or dealer; and
(ID) by an associated person of the broker or dealer—
(aa) to which the customer was assigned for 14 days prior to the day of the
transaction; and
(bb) who is registered with a State in which the customer was a resident or was
present for at least 30 consecutive days during the 1-year period prior to the day of the
transaction; or
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(ii) the transaction is effected—
(I) on behalf of a customer that, for 30 days prior to the day of the transaction,
maintained an account with the broker or dealer; and
(II) during the period beginning on the date on which such associated person files an
application for registration with the State in which the transaction is effected and ending on
the earlier of—
(aa) 60 days after the date on which the application is filed; or
(bb) the date on which such State notifies the associated person that it has denied the
application for registration or has stayed the pendency of the application for cause.

(B) Rules of construction
For purposes of subparagraph (A)({)(I1)—

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

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

() 3 Rulemaking to extend requirements to new hybrid products

(1) Consultation
Prior to commencing a rulemaking under this subsection, the Commission shall consult with
and seek the concurrence of the Board concerning the imposition of broker or dealer registration
requirements with respect to any new hybrid product. In developing and promulgating rules under
this subsection, the Commission shall consider the views of the Board, including views with
respect to the nature of the new hybrid product; the history, purpose, extent, and appropriateness
of the regulation of the new product under the Federal banking laws; and the impact of the
proposed rule on the banking industry.
(2) Limitation
The Commission shall not—
(A) require a bank to register as a broker or dealer under this section because the bank
engages in any transaction in, or buys or sells, a new hybrid product; or
(B) bring an action against a bank for a failure to comply with a requirement described in
subparagraph (A),

unless the Commission has imposed such requirement by rule or regulation issued in accordance
with this section.

(3) Criteria for rulemaking

The Commission shall not impose a requirement under paragraph (2) of this subsection with
respect to any new hybrid product unless the Commission determines that—
(A) the new hybrid product is a security; and
(B) imposing such requirement is necessary and appropriate in the public interest and for the
protection of investors.

(4) Considerations

In making a determination under paragraph (3), the Commission shall consider—
(A) the nature of the new hybrid product; and
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(B) the history, purpose, extent, and appropriateness of the regulation of the new hybrid
product under the Federal securities laws and under the Federal banking laws.

(5) Objection to Commission regulation
(A) Filing of petition for review
The Board may obtain review of any final regulation described in paragraph (2) in the United
States Court of Appeals for the District of Columbia Circuit by filing in such court, not later
than 60 days after the date of publication of the final regulation, a written petition requesting

that the regulation be set aside. Any proceeding to challenge any such rule shall be expedited by
the Court of Appeals.

(B) Transmittal of petition and record

A copy of a petition described in subparagraph (A) shall be transmitted as soon as possible by
the Clerk of the Court to an officer or employee of the Commission designated for that purpose.
Upon receipt of the petition, the Commission shall file with the court the regulation under
review and any documents referred to therein, and any other relevant materials prescribed by the
court.

(C) Exclusive jurisdiction
On the date of the filing of the petition under subparagraph (A), the court has jurisdiction,

which becomes exclusive on the filing of the materials set forth in subparagraph (B), to affirm
and enforce or to set aside the regulation at issue.

(D) Standard of review
The court shall determine to affirm and enforce or set aside a regulation of the Commission
under this subsection, based on the determination of the court as to whether—
(i) the subject product is a new hybrid product, as defined in this subsection;
(ii) the subject product is a security; and
(iii) imposing a requirement to register as a broker or dealer for banks engaging in
transactions in such product is appropriate in light of the history, purpose, and extent of -
regulation under the Federal securities laws and under the Federal banking laws, giving
deference neither to the views of the Commission nor the Board.

(E) Judicial stay

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

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

(6) Definitions

For purposes of this subsection:

(A) New hybrid product
The term "new hybrid product" means a product that—
(i) was not subjected to regulation by the Commission as a security prior to the date of the
enactment of the Gramm-Leach-Bliley Act [Nov. 12, 1999];
(ii) is not an identified banking product as such term is defined in section 206 of such Act;
and
(iii) is not an equity swap within the meaning of section 206(a)(6) of such Act.
(B) Board

The term "Board" means the Board of Governors of the Federal Reserve System.
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(i) # Limitation on Commission authority

The authority of the Commission under this section with respect to security-based swap
agreements shall be subject to the restrictions and limitations of section 78¢c~1(b) of this title.

)¢ Registration or succession to a United States broker or dealer

In determining whether to permit a foreign person or an affiliate of a foreign person to register as a
United States broker or dealer, or succeed to the registration of a United States broker or dealer, the
Commission may consider whether, for a foreign person, or an affiliate of a foreign person that
presents a risk to the stability of the United States financial system, the home country of the foreign
person has adopted, or made demonstrable progress toward adopting, an appropriate system of
financial regulation to mitigate such risk.

(1) Z Termination of a United States broker or dealer

For a foreign person or an affiliate of a foreign person that presents such a risk to the stability of
the United States financial system, the Commission may determine to terminate the registration of
such foreign person or an affiliate of such foreign person as a broker or dealer in the United States, if
the Commission determines that the home country of the foreign person has not adopted, or made
demonstrable progress toward adopting, an appropriate system of financial regulation to mitigate
such risk.

(k) & Standard of conduct

(1) In general

Notwithstanding any other provision of this chapter or the Investment Advisers Act of 1940 [15
U.S.C. 80b-1 et seq.], the Commission may promulgate rules to provide that, with respect to a
broker or dealer, when providing personalized investment advice about securities to a retail
customer (and such other customers as the Commission may by rule provide), the standard of
conduct for such broker or dealer with respect to such customer shall be the same as the standard
of conduct applicable to an investment adviser under section 211 of the Investment Advisers Act
of 1940 [15 U.S.C. 80b—11]. The receipt of compensation based on commission or other standard
compensation for the sale of securities shall not, in and of itself, be considered a violation of such
standard applied to a broker or dealer. Nothing in this section shall require a broker or dealer or
registered representative to have a continuing duty of care or loyalty to the customer after
providing personalized investment advice about securities.

(2) Disclosure of range of products offered

Where a broker or dealer sells only proprietary or other limited range of products, as determined
by the Commission, the Commission may by rule require that such broker or dealer provide notice
to each retail customer and obtain the consent or acknowledgment of the customer. The sale of
only proprietary or other limited range of products by a broker or dealer shall not, in and of itself,
be considered a violation of the standard set forth in paragraph (1).

] 2 Other matters

The Commission shall—

(1) facilitate the provision of simple and clear disclosures to investors regarding the terms of
their relationships with brokers, dealers, and investment advisers, including any material conflicts
of interest; and

(2) examine and, where appropriate, promulgate rules prohibiting or restricting certain sales
practices, conflicts of interest, and compensation schemes for brokers, dealers, and investment
advisers that the Commission deems contrary to the public interest and the protection of investors.

(m) Harmonization of enforcement
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The enforcement authority of the Commission with respect to violations of the standard of conduct
applicable to a broker or dealer providing personalized investment advice about securities to a retail
customer shall include—

(1) the enforcement authority of the Commission with respect to such violations provided under
this chapter; and
(2) the enforcement authority of the Commission with respect to violations of the standard of

conduct applicable to an investment adviser under the Investment Advisers Act of 1940 [15 U.S.C.

80b-1 et seq.], including the authority to impose sanctions for such violations, and

the Commission shall seck to prosecute and sanction violators of the standard of conduct
applicable to a broker or dealer providing personalized investment advice about securities to a retail

customer under this chapter to 1% same extent as the Commission prosecutes and sanctions violators
of the standard of conduct applicable to an investment advisor under the Investment Advisers Act of
1940 [15 U.S.C. 80b-1 et seq.].

(n) Disclosures to retail investors

(1) In general

Notwithstanding any other provision of the securities laws, the Commission may issue rules
designating documents or information that shall be provided by a broker or dealer to a retail
investor before the purchase of an investment product or service by the retail investor.

(2) Considerations
In developing any rules under paragraph (1), the Commission shall consider whether the rules
will promote investor protection, efficiency, competition, and capital formation.

(3) Form and contents of documents and information

Any documents or information designated under a rule promulgated under paragraph (1) shall—
(A) be in a summary format; and
(B) contain clear and concise information about—
(i) investment objectives, strategies, costs, and risks; and
(ii) any compensation or other financial incentive received by a broker, dealer, or other
intermediary in connection with the purchase of retail investment products,

(o) Authority to restrict mandatory pre-dispute arbitration

The Commission, by rule, may prohibit, or impose conditions or limitations on the use of,
agreements that require customers or clients of any broker, dealer, or municipal securities dealer to
arbitrate any future dispute between them arising under the Federal securities laws, the rules and
regulations thereunder, or the rules of a self-regulatory organization if it finds that such prohibition,
imposition of conditions, or limitations are in the public interest and for the protection of investors.

(June 6, 1934, ch. 404, title I, §15, 48 Stat. 895; May 27, 1936, ch. 462, §3, 49 Stat. 1377; June 25,
1938, ch. 677, §2, 52 Stat. 1075; Pub. L. 88-467, §6, Aug. 20, 1964, 78 Stat. 570; Pub. L. 91-598,
§11(d), formerly §7(d), Dec. 30, 1970, 84 Stat. 1653, renumbered §11(d), Pub. L. 95-283, §9, May
21, 1978, 92 Stat. 260; Pub. L. 94-29, §11, June 4, 1975, 89 Stat. 121; Pub. L. 95-213, title I, §204,
Dec. 19, 1977, 91 Stat. 1500; Pub. L. 98-38, §3(a), June 6, 1983, 97 Stat. 206; Pub. L. 98-376, §§4,
6(b), Aug. 10, 1984, 98 Stat. 1265; Pub. L. 99-571, title I, §102(e), (f), Oct. 28, 1986, 100 Stat.
3218; Pub. L. 100181, title I1I, §317, Dec. 4, 1987, 101 Stat. 1256; Pub. L. 100-704, §3(b)(1), Nov.
19, 1988, 102 Stat. 4679; Pub. L. 101429, title V, §§504(a), 505, Oct. 15, 1990, 104 Stat. 952, 953;
Pub. L. 101-550, title II, §203(a), (c)(1), Nov. 15, 1990, 104 Stat. 2715, 2718; Pub. L. 103-202, title
I, §§105, 106(b)(2)(B), 109(b)(2), 110, Dec. 17, 1993, 107 Stat. 2348, 2350, 2353; Pub. L. 10467,
title I, §103(a), Dec. 22, 1995, 109 Stat. 756; Pub. L. 104-290, title I, §103(a), Oct. 11, 1996, 110
Stat. 3420; Pub. L. 105-353, title III, §301(b)(8), Nov. 3, 1998, 112 Stat. 3236; Pub. L. 106-102,
title IL, §205, Nov. 12, 1999, 113 Stat. 1391; Pub. L. 106-554, §1(a)(5) [title II, §§203(a)(1), (b), 206
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Title 17 — Chapter Il — Part 230 — §230.506

Title 17: Commodity and Securities Exchanges
PART 230—GENERAL RULES AND REGULATIONS, SECURITIES ACT OF 1933

§230.506 Exemption for limited offers and sales without regard to dollar amount of offering.

(@) Exemption. Offers and sales of securities by an issuer that satisfy the conditions in paragraph (b) or (c) of this section shall be deemed to
be transactions not involving any public offering within the meaning of section 4(a)(2) of the Act.

(b) Conditions to be met in offerings subject to limitation on manner of offering—(1) General conditions. To qualify for an exemption under
this section, offers and sales must satisfy alf the terms and conditions of §§230.501 and 230.502.

(2) Specific conditions—(i) Limitation on number of purchasers. There are no more than or the issuer reasonably believes that there are no
more than 35 purchasers of securities from the issuer in any offering under this section.

NoTE TO PARAGRAPH (b)(2)(i): See §230.501(e) for the calculation of the number of purchasers and §230.502(a) for what may or may not constitute an
offering under paragraph (b) of this section.

(i) Nature of purchasers. Each purchaser who is not an accredited investor either alone or with his purchaser representative(s) has such
knowledge and experience in financial and business matters that he is capable of evaluating the merits and risks of the prospective investment,
or the issuer reasonably believes immediately prior to making any sale that such purchaser comes within this description.

(c) Conditions to be met in offerings not subject to limitation on manner of offering—(1) General conditions. To qualify for exemption under
this section, sales must satisfy all the terms and conditions of §§230.501 and 230.502(a) and (d).

(2) Specific conditions—(i) Nature of purchasers. All purchasers of securities sold in any offering under paragraph {c) of this section are
accredited investors.

(ii) Verification of accredited investor status. The issuer shall take reasonable steps to verify that purchasers of securities sold In any offering
under paragraph (c) of this section are accredited investors. The issuer shall be deemed to take reasonable steps to verify if the issuer uses, at
its option, one of the following non-exclusive and non-mandatory methods of verifying that a natural person who purchases securities in such
offering is an accredited investor; provided, however, that the issuer does not have knowledge that such person is not an accredited investor:

(A) In regard to whether the purchaser is an accredited investor on the basis of income, reviewing any Internal Revenue Service form that
reports the purchaser's income for the two most recent years (including, but not limited to, Form W-2, Form 1098, Schedule K-1 to Form 10865,
and Form 1040) and obtaining a written representation from the purchaser that he or she has a reasonable expectation of reaching the income
tevel necessary to qualify as an accredited investor during the current year;

(B) In regard to whether the purchaser is an accredited investor on the basis of net worth, reviewing one or more of the following types of
documentation dated within the prior three months and obtaining a written representation from the purchaser that all liabilities necessary to make
a determination of net worth have been disclosed:

(1) With respect to assets: Bank statements, brokerage statements and other statements of securities holdings, certificates of deposit, tax
assessments, and appraisal reports issued by independent third parties; and

(2) With respect to liabilities: A consumer report from at least one of the nationwide consumer reporting agencies; or

(C) Obtaining a written confirmation from one of the following persons or entities that such person or entity has taken reasonable steps to
verify that the purchaser is an accredited Investor within the prior three months and has determined that such purchaser is an accredited
investor:

(7) A registered broker-dealer;

(2) An investment adviser registered with the Securities and Exchange Commission;

(3) A licensed attorney who is in good standing under the laws of the Jurisdictions in which he or she is admitted to practice law; or

(4) A certified public accountant who is duly registered and in good standing under the laws of the place of his or her residence or principal
office.

(D) In regard to any person who purchased securities in an issuer's Rule 506(b) offering as an accredited investor prior to September 23,
2013 and continues to hold such securities, for the same issuer's Rule 506(c) offering, obtaining a certification by such person at the time of sale
that he or she qualifies as an accredited investor.

Instructions to paragraph (c)(2)(ii)(A) through (D) of this section:

1. The issuer is not required to use any of these methods in verifying the accredited investor status of natural persons who are purchasers.
These methods are examples of the types of non-exclusive and non-mandatory methods that satisfy the verification requirement in §230.506(c)
(2)(i).

http://www.ecfr.gov/cgi-bin/text-idx?SID=0c45a00c621 5fcca0d4add26¢959e¢534&me=true...  9/3/2015




¢CFR — Code of Federal Regulations Page 2 of 3

2. in the case of a person who qualifies as an accredited investor based on joint income with that person's spouse, the issuer would be
deemed to satisfy the verification requirement in §230.506(c){(2)(ii)(A) by reviewing copies of Internal Revenue Service forms that report income
for the two most recent years in regard to, and obtaining written representations from, both the person and the spouse.

3. In the case of a person who qualifies as an accredited investor based on joint net worth with that person's spouse, the issuer would be
deemed to satisfy the verification requirement in §230.506(c)(2)(ii)(B) by reviewing such documentation in regard to, and obtaining written
representations from, both the person and the spouse.

(d) “Bad Actor” disqualification. (1) No exemption under this section shall be available for a sale of securities if the issuer; any predecessor
of the issuer; any affiliated issuer; any director, executive officer, other officer participating in the offering, general partner or managing member
of the issuer; any beneficial owner of 20% or more of the issuer's outstanding voting equity securities, calculated on the basis of voting power;
any promoter connected with the issuer in any capacity at the time of such sale; any investment manager of an issuer that is a pooled investment
fund; any person that has been or will be paid (directly or indirectly) remuneration for solicitation of purchasers in connection with such sale of
securities; any general partner or managing member of any such investment manager or solicitor; or any director, executive officer or other
officer participating in the offering of any such investment manager or solicitor or general partner or managing member of such investment
manager or solicitor;

(i) Has been convicted, within ten years before such sale (or five years, in the case of issuers, their predecessors and affiliated issuers), of
any felony or misdemeanor;

(A) In connection with the purchase or sale of any security;
(B) Involving the making of any false filing with the Commission; or

(C) Arising out of the conduct of the business of an underwriter, broker, dealer, municipal securities dealer, investment adviser or paid
solicitor of purchasers of securities;

(i} Is subject to any order, judgment or decree of any court of competent jurisdiction, entered within five years before such sale, that, at the
time of such sale, restrains or enjoins such person from engaging or continuing to engage in any conduct or practice:

(A) In connection with the purchase or sale of any security;
(B) involving the making of any false filing with the Commission; or

(C) Arising out of the conduct of the business of an underwriter, broker, dealer, municipal securities dealer, investment adviser or paid
solicitor of purchasers of securities;

(iii) Is subject to a final order of a state securities commission (or an agency or officer of a state performing like functions); a state authority
that supervises or examines banks, savings associations, or credit unions; a state insurance commission {or an agency or officer of a state
performing like functions); an appropriate federal banking agency; the U.S. Commodity Futures Trading Commission; or the National Credit
Union Administration that;

(A) At the time of such sale, bars the person from:;

(1) Association with an entity regulated by such commission, authority, agency, or officer;

(2) Engaging in the business of securities, insurance or banking; or

(3) Engaging in savings association or credit union activities; or

(B) Constitutes a final order based on a violation of any law or regulation that prohibits fraudulent, manipulative, or deceptive conduct
entered within ten years before such sale;

(iv} Is subject to an order of the Commission entered pursuant to section 15(b) or 15B(c) of the Securities Exchange Act of 1934 (15 U.S.C.
780(b) or 780-4(c)) or section 203(e) or (f) of the Investment Advisers Act of 1940 (15 U.S.C. 80b-3(e) or (f)) that, at the time of such sale:

(A) Suspends or revokes such person's registration as a broker, dealer, municipal securities dealer or investment adviser;
(B} Places limitations on the activities, functions or operations of such person; or
(C) Bars such person from being associated with any entity or from participating in the offering of any penny stock;

(v) Is subject to any order of the Commission entered within five years before such sale that, at the time of such sale, orders the person to
cease and desist from committing or causing a violation or future violation of:

(A) Any scienter-based anti-fraud provision of the federal securities laws, including without limitation section 17(a)(1) of the Securities Act of
1933 (15 U.S.C. 77q(a)(1)), section 10(b) of the Securities Exchange Act of 1934 (16 U.S.C, 78j(b)) and 17 CFR 240.10b-5, section 15(c)(1) of
the Securities Exchange Act of 1934 (15 U.S.C. 780(c)(1)) and section 206(1) of the Investment Advisers Act of 1940 (15 U.S.C. 80b-6(1)), or
any other rule or regulation thereunder; or

(B) Section 5 of the Securities Act of 1933 (15 U.S.C. 77e).

(vi) Is suspended or expelled from membership in, or suspended or barred from association with a member of, a registered national
securities exchange or a registered national or affiliated securities association for any act or omission to act constituting conduct inconsistent with
just and equitable principles of trade;

(vii) Has filed (as a registrant or issuer), or was or was named as an underwriter in, any registration statement or Regulation A offering
statement filed with the Commission that, within five years before such sale, was the subject of a refusal order, stop order, or order suspending
the Regulation A exemption, or is, at the time of such sale, the subject of an investigation or proceeding to determine whether a stop order or
suspension order should be issued; or

(viii) s subject to a United States Postal Service false representation order entered within five years before such sale, or Is, at the time of

such sale, subject to a temporary restraining order or preliminary injunction with respect to conduct alleged by the United States Postal Service
to constitute a scheme or device for obtaining money or property through the mail by means of false representations.
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(2) Paragraph (d)(1) of this section shall not apply:

(i) With respect to any conviction, order, judgment, decree, suspension, expulsion or bar that occurred or was issued before September 23,
2013;

(iiy Upon a showing of good cause and without prejudice to any other action by the Commission, if the Commission determines that it is not
necessary under the circumstances that an exemption be denied;

(iii} If, before the relevant sale, the court or regulatory authority that entered the relevant order, judgment or decree advises in writing
(whether contained in the relevant judgment, order or decree or separately to the Commission or its staff) that disqualification under paragraph
(d)(1) of this section should not arise as a consequence of such order, judgment or decree; or

(iv) If the issuer establishes that it did not know and, in the exercise of reasonable care, could not have known that a disqualification existed
under paragraph (d)(1) of this section.

Instruction to paragraph (d)(2)(iv). An issuer will not be able to establish that it has exercised reasonable care unless it has made, in light of
the circumstances, factual inquiry into whether any disqualifications exist. The nature and scope of the factual inquiry will vary based on the facts
and circumstances concerning, among other things, the issuer and the other offering participants. ’

(3) For purposes of paragraph {d)(1) of this section, events relating to any affiliated issuer that occurred before the affiliation arose will be not
considered disqualifying if the affiliated entity is not:

(i) In control of the issuer; or
(i) Under common control with the issuer by a third party that was in control of the affiliated entity at the time of such events.

(e) Disclosure of prior "bad actor” events. The issuer shall furnish to each purchaser, a reasonable time prior to sale, a description in writing
of any matters that would have triggered disqualification under paragraph (d)(1) of this section but occurred before September 23, 2013, The
failure to furnish such information timely shall not prevent an issuer from relying on this section if the issuer establishes that it did not know and,
in the exercise of reasonable care, could not have known of the existence of the undisclosed matter or matters.

Instruction to paragraph (e). An issuer will not be able to establish that it has exercised reasonable care unless it has made, in light of the
circumstances, factual inquiry into whether any disqualifications exist. The nature and scope of the factual inquiry will vary based on the facts
and circumstances concerning, among other things, the issuer and the other offering participants.

[47 FR 11282, Mar. 8, 1982, as amended at 54 FR 11373, Mar. 20, 1989; 78 FR 44770, 44804, July 24, 2013]
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