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to paragraph (b) of this section, the an-
nual report on Form 10–K must also in-
clude a report by a registered public 
accounting firm that attests to, and re-
ports on, the assessment made by the 
asserting party. The attestation report 
on assessment of compliance with serv-
icing criteria for asset-backed securi-
ties must be made in accordance with 
standards for attestation engagements 
issued or adopted by the Public Com-
pany Accounting Oversight Board. 

NOTE TO § 240.15d–18: If multiple parties are 
participating in the servicing function, a 
separate assessment report and attestation 
report must be included for each party par-
ticipating in the servicing function. A party 
participating in the servicing function 
means any entity (e.g., master servicer, pri-
mary servicers, trustees) that is performing 
activities that address the criteria in para-
graph (d) of Item 1122 of Regulation AB 
(§ 229.1122(d) of this chapter), unless such en-
tity’s activities relate only to 5% or less of 
the pool assets. 

[70 FR 1622, Jan. 7, 2005] 

§ 240.15d–19 Reports by shell compa-
nies on Form 20–F. 

Every foreign private issuer that was 
a shell company, other than a business 
combination related shell company, 
immediately before a transaction that 
causes it to cease to be a shell com-
pany shall, within four business days of 
completion of that transaction, file a 
report on Form 20–F (§ 249.220f of this 
chapter) containing the information 
that would be required if the issuer 
were filing a form for registration of 
securities on Form 20–F to register 
under the Act all classes of the issuer’s 
securities subject to the reporting re-
quirements of section 13 (15 U.S.C. 78m) 
or section 15(d) (15 U.S.C. 78o(d)) of the 
Act upon consummation of the trans-
action, with such information reflect-
ing the registrant and its securities 
upon consummation of the transaction. 

[70 FR 42247, July 21, 2005] 

EXEMPTION OF CERTAIN ISSUERS FROM 
SECTION 15(D) OF THE ACT 

§ 240.15d–21 Reports for employee 
stock purchase, savings and similar 
plans. 

(a) Separate annual and other reports 
need not be filed pursuant to section 
15(d) of the Act with respect to any em-

ployee stock purchase, savings or simi-
lar plan: Provided, 

(1) The issuer of the stock or other 
securities offered to employees through 
their participation in the plan files an-
nual reports on Form 10–K and Form 
10–KSB (§ 249.310 of this chapter) or U5S 
(§ 259.5s of this chapter); and 

(2) Such issuer furnishes, as a part of 
its annual report on such form or as an 
amendment thereto, the financial 
statements required by Form 11–K 
(§ 249.311 of this chapter) with respect 
to the plan. 

(b) If the procedure permitted by this 
Rule is followed, the financial state-
ments required by Form 11–K with re-
spect to the plan shall be filed within 
120 days after the end of the fiscal year 
of the plan, either as a part of or as an 
amendment to the annual report of the 
issuer for its last fiscal year, provided 
that if the fiscal year of the plan ends 
within 62 days prior to the end of the 
fiscal year of the issuer, such informa-
tion, financial statements and exhibits 
may be furnished as a part of the 
issuer’s next annual report. If a plan 
subject to the Employee Retirement 
Income Security Act of 1974 uses the 
procedure permitted by this Rule, the 
financial statements required by Form 
11–K shall be filed within 180 days after 
the plan’s fiscal year end. 

[27 FR 7871, Aug. 9, 1962, as amended at 55 FR 
23929, June 13, 1990] 

§ 240.15d–22 Reporting regarding 
asset-backed securities under sec-
tion 15(d) of the Act. 

(a) With respect to an offering of 
asset-backed securities registered pur-
suant to § 230.415(a)(1)(x) of this chap-
ter, annual and other reports need not 
be filed pursuant to section 15(d) of the 
Act (15 U.S.C. 78o(d)) regarding any 
class of securities to which such reg-
istration statement relates until the 
first bona fide sale in a takedown of se-
curities under the registration state-
ment. 

(b) Regarding any class of asset- 
backed securities in a takedown off of 
a registration statement pursuant to 
§ 230.415(a)(1)(x) of this chapter, no an-
nual and other reports need be filed 
pursuant to section 15(d) of the Act re-
garding such class of securities as to 
any fiscal year, other than the fiscal 
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year within which the takedown oc-
curred, if at the beginning of such fis-
cal year the securities of each class in 
the takedown are held of record by less 
than three hundred persons. 

(c) Paragraph (a) or (b) of this section 
does not affect any other reporting ob-
ligation applicable with respect to any 
classes of securities from additional 
takedowns under the same or different 
registration statements or any report-
ing obligation that may be applicable 
pursuant to section 12 of the Act (15 
U.S.C. 78l). 

[70 FR 1623, Jan. 7, 2005] 

§ 240.15d–23 Reporting regarding cer-
tain securities underlying asset- 
backed securities under section 
15(d) of the Act. 

(a) Regarding a class of asset-backed 
securities, if the asset pool for the 
asset-backed securities includes a pool 
asset representing an interest in or the 
right to the payments or cash flows of 
another asset pool, then no separate 
annual and other reports need be filed 
pursuant to section 15(d) of the Act (15 
U.S.C. 78o(d)) because of the separate 
registration of the distribution of the 
pool asset under the Securities Act (15 
U.S.C. 77a et seq.), if the following con-
ditions are met: 

(1) Both the issuing entity for the 
asset-backed securities and the entity 
that issued the pool asset were estab-
lished under the direction of the same 
sponsor and depositor; 

(2) The pool asset was created solely 
to satisfy legal requirements or other-
wise facilitate the structuring of the 
asset-backed securities transaction; 

(3) The pool asset is not part of a 
scheme to avoid the registration or re-
porting requirements of the Act; 

(4) The pool asset is held by the 
issuing entity and is a part of the asset 
pool for the asset-backed securities; 
and 

(5) The offering of the asset-backed 
securities and the offering of the pool 
asset were both registered under the 
Securities Act (15 U.S.C. 77a et seq.). 

(b) Paragraph (a) of this section does 
not affect any reporting obligation ap-
plicable with respect to the asset- 
backed securities or any other report-
ing obligation that may be applicable 
with respect to the pool asset or any 

other securities by the issuer of that 
pool asset pursuant to section 12 or 
15(d) of the Act (15 U.S.C. 78l or 78o(d)). 

(c) This section does not affect any 
obligation to provide information re-
garding the pool asset or the asset pool 
underlying the pool asset in a filing 
with respect to the asset-backed secu-
rities. See Item 1100(d) of Regulation 
AB (§ 229.1100(d) of this chapter). 

(d) Terms used in this section have 
the same meaning as in Item 1101 of 
Regulation AB (§ 229.1101 of this chap-
ter). 

[70 FR 1623, Jan. 7, 2005] 

§ 240.15g–1 Exemptions for certain 
transactions. 

The following transactions shall be 
exempt from 17 CFR 240.15g–2, 17 CFR 
240.15g–3, 17 CFR 240.15g–4, 17 CFR 
240.15g–5, and 17 CFR 240.15g–6: 

(a) Transactions by a broker or deal-
er: 

(1) Whose commissions, commission 
equivalents, mark-ups, and mark- 
downs from transactions in penny 
stocks during each of the immediately 
preceding three months and during 
eleven or more of the preceding twelve 
months, or during the immediately 
preceding six months, did not exceed 
five percent of its total commissions, 
commission equivalents, mark-ups, and 
mark-downs from transactions in secu-
rities during those months; and 

(2) Who has not been a market maker 
in the penny stock that is the subject 
of the transaction in the immediately 
preceding twelve months. 

NOTE: Prior to April 28, 1993, commissions, 
commission equivalents, mark-ups, and 
mark-downs from transactions in designated 
securities, as defined in 17 CFR 240.15c2– 
6(d)(2) as of April 15, 1992, may be considered 
to be commissions, commission equivalents, 
mark-ups, and mark-downs from trans-
actions in penny stocks for purposes of para-
graph (a)(1) of this section. 

(b) Transactions in which the cus-
tomer is an institutional accredited in-
vestor, as defined in 17 CFR 230.501(a) 
(1), (2), (3), (7), or (8). 

(c) Transactions that meet the re-
quirements of Regulation D (17 CFR 
230.501–230.508), or transactions with an 
issuer not involving any public offering 
pursuant to section 4(2) of the Securi-
ties Act of 1933. 
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(d) Transactions in which the cus-
tomer is the issuer, or a director, offi-
cer, general partner, or direct or indi-
rect beneficial owner of more than five 
percent of any class of equity security 
of the issuer, of the penny stock that is 
the subject of the transaction. 

(e) Transactions that are not rec-
ommended by the broker or dealer. 

(f) Any other transaction or class of 
transactions or persons or class of per-
sons that, upon prior written request 
or upon its own motion, the Commis-
sion conditionally or unconditionally 
exempts by order as consistent with 
the public interest and the protection 
of investors. 

[57 FR 18032, Apr. 28, 1992] 

§ 240.15g–2 Penny stock disclosure 
document relating to the penny 
stock market. 

(a) It shall be unlawful for a broker 
or dealer to effect a transaction in any 
penny stock for or with the account of 
a customer unless, prior to effecting 
such transaction, the broker or dealer 
has furnished to the customer a docu-
ment containing the information set 
forth in Schedule 15G, § 240.15g–100, and 
has obtained from the customer a 
signed and dated acknowledgment of 
receipt of the document. 

(b) Regardless of the form of ac-
knowledgment used to satisfy the re-
quirements of paragraph (a) of this sec-
tion, it shall be unlawful for a broker 
or dealer to effect a transaction in any 
penny stock for or with the account of 
a customer less than two business days 
after the broker or dealer sends such 
document. 

(c) The broker or dealer shall pre-
serve, as part of its records, a copy of 
the written acknowledgment required 
by paragraph (a) of this section for the 
period specified in 17 CFR 240.17a–4(b) 
of this chapter. 

(d) Upon request of the customer, the 
broker or dealer shall furnish the cus-
tomer with a copy of the information 
set forth on the Commission’s Web site 
at http://www.sec.gov/investor/pubs/ 
microcapstock.htm. 

[58 FR 37417, July 12, 1993, as amended at 70 
FR 40632, July 13, 2005] 

§ 240.15g–3 Broker or dealer disclosure 
of quotations and other information 
relating to the penny stock market. 

(a) Requirement. It shall be unlawful 
for a broker or dealer to effect a trans-
action in any penny stock with or for 
the account of a customer unless such 
broker or dealer discloses to such cus-
tomer, within the time periods and in 
the manner required by paragraph (b) 
of this section, the following informa-
tion: 

(1) The inside bid quotation and the 
inside offer quotation for the penny 
stock. 

(2) If paragraph (a)(1) of this section 
does not apply because of the absence 
of an inside bid quotation and an inside 
offer quotation: 

(i) With respect to a transaction ef-
fected with or for a customer on a prin-
cipal basis (other than as provided in 
paragraph (a)(2)(ii) of this section): 

(A) The dealer shall disclose its offer 
price for the security: 

(1) If during the previous five days 
the dealer has effected no fewer than 
three bona fide sales to other dealers 
consistently at its offer price for the 
security current at the time of those 
sales, and 

(2) If the dealer reasonably believes 
in good faith at the time of the trans-
action with the customer that its offer 
price accurately reflects the price at 
which it is willing to sell one or more 
round lots to another dealer. For pur-
poses of paragraph (a)(2)(i)(A) of this 
section, ‘‘consistently’’ shall con-
stitute, at a minimum, seventy-five 
percent of the dealer’s bona fide inter-
dealer sales during the previous five- 
day period, and, if the dealer has ef-
fected only three bona fide inter-dealer 
sales during such period, all three of 
such sales. 

(B) The dealer shall disclose its bid 
price for the security: 

(1) If during the previous five days 
the dealer has effected no fewer than 
three bona fide purchases from other 
dealers consistently at its bid price for 
the security current at the time of 
those purchases, and 

(2) If the dealer reasonably believes 
in good faith at the time of the trans-
action with the customer that its bid 
price accurately reflects the price at 
which it is willing to buy one or more 
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round lots from another dealer. For 
purposes of paragraph (a)(2)(i)(B) of 
this section, ‘‘consistently’’ shall con-
stitute, at a minimum, seventy-five 
percent of the dealer’s bona fide inter-
dealer purchases during the previous 
five-day period, and, if the dealer has 
effected only three bona fide inter-deal-
er purchases during such period, all 
three of such purchases. 

(C) If the dealer’s bid or offer prices 
to the customer do not satisfy the cri-
teria of paragraphs (a)(2)(i)(A) or 
(a)(2)(i)(B) of this section, the dealer 
shall disclose to the customer: 

(1) That it has not effected inter- 
dealer purchases or sales of the penny 
stock consistently at its bid or offer 
price, and 

(2) The price at which it last pur-
chased the penny stock from, or sold 
the penny stock to, respectively, an-
other dealer in a bona fide transaction. 

(ii) With respect to transactions ef-
fected by a broker or dealer with or for 
the account of the customer: 

(A) On an agency basis or 
(B) On a basis other than as a market 

maker in the security, where, after 
having received an order from the cus-
tomer to purchase a penny stock, the 
dealer effects the purchase from an-
other person to offset a contempora-
neous sale of the penny stock to such 
customer, or, after having received an 
order from the customer to sell the 
penny stock, the dealer effects the sale 
to another person to offset a contem-
poraneous purchase from such cus-
tomer, the broker or dealer shall dis-
close the best independent interdealer 
bid and offer prices for the penny stock 
that the broker or dealer obtains 
through reasonable diligence. A 
broker-dealer shall be deemed to have 
exercised reasonable diligence if it ob-
tains quotations from three market 
makers in the security (or all known 
market makers if there are fewer than 
three). 

(3) With respect to bid or offer prices 
and transaction prices disclosed pursu-
ant to paragraph (a) of this section, the 
broker or dealer shall disclose the 
number of shares to which the bid and 
offer prices apply. 

(b) Timing. (1) The information de-
scribed in paragraph (a) of this section: 

(i) Shall be provided to the customer 
orally or in writing prior to effecting 
any transaction with or for the cus-
tomer for the purchase or sale of such 
penny stock; and 

(ii) Shall be given or sent to the cus-
tomer in writing, at or prior to the 
time that any written confirmation of 
the transaction is given or sent to the 
customer pursuant to 17 CFR 240.10b–10 
of this chapter. 

(2) A broker or dealer, at the time of 
making the disclosure pursuant to 
paragraph (b)(1)(i) of this section, shall 
make and preserve as part of its 
records, a record of such disclosure for 
the period specified in 17 CFR 240.17a– 
4(b). 

(c) Definitions. For purposes of this 
section: 

(1) The term bid price shall mean the 
price most recently communicated by 
the dealer to another broker or dealer 
at which the dealer is willing to pur-
chase one or more round lots of the 
penny stock, and shall not include indi-
cations of interest. 

(2) The term offer price shall mean 
the price most recently communicated 
by the dealer to another broker or 
dealer at which the dealer is willing to 
sell one or more round lots of the 
penny stock, and shall not include indi-
cations of interest. 

(3) The term inside bid quotation for a 
security shall mean the highest bid 
quotation for the security displayed by 
a market maker in the security on a 
Qualifying Electronic Quotation Sys-
tem, at any time in which at least two 
market makers are contemporaneously 
displaying on such system bid and offer 
quotations for the security at specified 
prices. 

(4) The term inside offer quotation for 
a security shall mean the lowest offer 
quotation for the security displayed by 
a market maker in the security on a 
Qualifying Electronic Quotation Sys-
tem, at any time in which at least two 
market makers are contemporaneously 
displaying on such system bid and offer 
quotations for the security at specified 
prices. 

(5) The term Qualifying Electronic 
Quotation System shall mean an auto-
mated interdealer quotation system 
that has the characteristics set forth 
in section 17B(b)(2) of the Act, or such 
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other automated interdealer quotation 
system designated by the Commission 
for purposes of this section. 

[57 FR 18033, Apr. 28, 1992] 

§ 240.15g–4 Disclosure of compensation 
to brokers or dealers. 

PRELIMINARY NOTE: Brokers and dealers 
may wish to refer to Securities Exchange 
Act Release No. 30608 (April 20, 1992) for a 
discussion of the procedures for computing 
compensation in active and competitive 
markets, inactive and competitive markets, 
and dominated and controlled markets. 

(a) Disclosure requirement. It shall be 
unlawful for any broker or dealer to ef-
fect a transaction in any penny stock 
for or with the account of a customer 
unless such broker or dealer discloses 
to such customer, within the time peri-
ods and in the manner required by 
paragraph (b) of this section, the aggre-
gate amount of any compensation re-
ceived by such broker or dealer in con-
nection with such transaction. 

(b) Timing. (1) The information de-
scribed in paragraph (a) of this section: 

(i) Shall be provided to the customer 
orally or in writing prior to effecting 
any transaction with or for the cus-
tomer for the purchase or sale of such 
penny stock; and 

(ii) Shall be given or sent to the cus-
tomer in writing, at or prior to the 
time that any written confirmation of 
the transaction is given or sent to the 
customer pursuant to 17 CFR 240.10b– 
10. 

(2) A broker or dealer, at the time of 
making the disclosure pursuant to 
paragraph (b)(1)(i) of this section, shall 
make and preserve as part of its 
records, a record of such disclosure for 
the period specified in 17 CFR 240.17a– 
4(b). 

(c) Definition of compensation. For 
purposes of this section, compensation 
means, with respect to a transaction in 
a penny stock: 

(1) If a broker is acting as agent for 
a customer, the amount of any remu-
neration received or to be received by 
it from such customer in connection 
with such transaction; 

(2) If, after having received a buy 
order from a customer, a dealer other 
than a market maker purchased the 
penny stock as principal from another 
person to offset a contemporaneous 

sale to such customer or, after having 
received a sell order from a customer, 
sold the penny stock as principal to an-
other person to offset a contempora-
neous purchase from such customer, 
the difference between the price to the 
customer and such contemporaneous 
purchase or sale price; or 

(3) If the dealer otherwise is acting as 
principal for its own account, the dif-
ference between the price to the cus-
tomer and the prevailing market price. 

(d) Active and competitive market. For 
purposes of this section only, a market 
may be deemed to be ‘‘active and com-
petitive’’ in determining the prevailing 
market price with respect to a trans-
action by a market maker in a penny 
stock if the aggregate number of trans-
actions effected by such market maker 
in the penny stock in the five business 
days preceding such transaction is less 
than twenty percent of the aggregate 
number of all transactions in the 
penny stock reported on a Qualifying 
Electronic Quotation System (as de-
fined in 17 CFR 240.15g–3(c)(5)) during 
such five-day period. No presumption 
shall arise that a market is not ‘‘active 
and competitive’’ solely by reason of a 
market maker not meeting the condi-
tions specified in this paragraph. 

[57 FR 18034, Apr. 28, 1992] 

§ 240.15g–5 Disclosure of compensation 
of associated persons in connection 
with penny stock transactions. 

(a) General. It shall be unlawful for a 
broker or dealer to effect a transaction 
in any penny stock for or with the ac-
count of a customer unless the broker 
or dealer discloses to such customer, 
within the time periods and in the 
manner required by paragraph (b) of 
this section, the aggregate amount of 
cash compensation that any associated 
person of the broker or dealer who is a 
natural person and has communicated 
with the customer concerning the 
transaction at or prior to receipt of the 
customer’s transaction order, other 
than any person whose function is sole-
ly clerical or ministerial, has received 
or will receive from any source in con-
nection with the transaction and that 
is determined at or prior to the time of 
the transaction, including separate dis-
closure, if applicable, of the source and 

VerDate Aug<31>2005 10:28 Apr 25, 2006 Jkt 208056 PO 00000 Frm 00388 Fmt 8010 Sfmt 8010 Y:\SGML\208056.XXX 208056



379 

Securities and Exchange Commission § 240.15g–6 

amount of such compensation that is 
not paid by the broker or dealer. 

(b) Timing. (1) The information de-
scribed in paragraph (a) of this section: 

(i) Shall be provided to the customer 
orally or in writing prior to effecting 
any transaction with or for the cus-
tomer for the purchase or sale of such 
penny stock; and 

(ii) Shall be given or sent to the cus-
tomer in writing, at or prior to the 
time that any written confirmation of 
the transaction is given or sent to the 
customer pursuant to 17 CFR 240.10b– 
10. 

(2) A broker or dealer, at the time of 
making the disclosure pursuant to 
paragraph (b)(1)(i) of this section, shall 
make and preserve as part of its 
records, a record of such disclosure for 
the period specified in 17 CFR 240.17a– 
4(b). 

(c) Contingent compensation arrange-
ments. Where a portion or all of the 
cash or other compensation that the 
associated person may receive in con-
nection with the transaction may be 
determined and paid following the 
transaction based on aggregate sales 
volume levels or other contingencies, 
the written disclosure required by 
paragraph (b)(1)(ii) of this section shall 
state that fact and describe the basis 
upon which such compensation is de-
termined. 

[57 FR 18034, Apr. 28, 1992] 

§ 240.15g–6 Account statements for 
penny stock customers. 

(a) Requirement. It shall be unlawful 
for any broker or dealer that has ef-
fected the sale to any customer, other 
than in a transaction that is exempt 
pursuant to 17 CFR 240.15g–1, of any se-
curity that is a penny stock on the last 
trading day of any calendar month, or 
any successor of such broker or dealer, 
to fail to give or send to such customer 
a written statement containing the in-
formation described in paragraphs (c) 
and (d) of this section with respect to 
each such month in which such secu-
rity is held for the customer’s account 
with the broker or dealer, within ten 
days following the end of such month. 

(b) Exemptions. A broker or dealer 
shall be exempted from the require-
ment of paragraph (a) of this section 

under either of the following cir-
cumstances: 

(1) If the broker or dealer does not ef-
fect any transactions in penny stocks 
for or with the account of the customer 
during a period of six consecutive cal-
endar months, then the broker or deal-
er shall not be required to provide 
monthly statements for each quarterly 
period that is immediately subsequent 
to such six-month period and in which 
the broker or dealer does not effect any 
transaction in penny stocks for or with 
the account of the customer, provided 
that the broker or dealer gives or sends 
to the customer written statements 
containing the information described 
in paragraphs (d) and (e) of this section 
on a quarterly basis, within ten days 
following the end of each such quar-
terly period. 

(2) If, on all but five or fewer trading 
days of any quarterly period, a security 
has a price of five dollars or more, the 
broker or dealer shall not be required 
to provide a monthly statement cov-
ering the security for subsequent quar-
terly periods, until the end of any such 
subsequent quarterly period on the last 
trading day of which the price of the 
security is less than five dollars. 

(c) Price determinations. For purposes 
of paragraphs (a) and (b) of this sec-
tion, the price of a security on any 
trading day shall be determined at the 
close of business in accordance with 
the provisions of 17 CFR 240.3a51– 
1(d)(1). 

(d) Market and price information. The 
statement required by paragraph (a) of 
this section shall contain at least the 
following information with respect to 
each penny stock covered by paragraph 
(a) of this section, as of the last trad-
ing day of the period to which the 
statement relates: 

(1) The identity and number of shares 
or units of each such security held for 
the customer’s account; and 

(2) The estimated market value of 
the security, to the extent that such 
estimated market value can be deter-
mined in accordance with the following 
provisions: 

(i) The highest inside bid quotation 
for the security on the last trading day 
of the period to which the statement 
relates, multiplied by the number of 
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shares or units of the security held for 
the customer’s account; or 

(ii) If paragraph (d)(2)(i) of this sec-
tion is not applicable because of the ab-
sence of an inside bid quotation, and if 
the broker or dealer furnishing the 
statement has effected at least ten sep-
arate Qualifying Purchases in the secu-
rity during the last five trading days of 
the period to which the statement re-
lates, the weighted average price per 
share paid by the broker or dealer in 
all Qualifying Purchases effected dur-
ing such five-day period, multiplied by 
the number of shares or units of the se-
curity held for the customer’s account; 
or 

(iii) If neither of paragraphs (d)(2)(i) 
nor (d)(2)(ii) of this section is applica-
ble, a statement that there is ‘‘no esti-
mated market value’’ with respect to 
the security. 

(e) Legend. In addition to the infor-
mation required by paragraph (d) of 
this section, the written statement re-
quired by paragraph (a) of this section 
shall include a conspicuous legend that 
is identified with the penny stocks de-
scribed in the statement and that con-
tains the following language: 

If this statement contains an estimated 
value, you should be aware that this value 
may be based on a limited number of trades 
or quotes. Therefore, you may not be able to 
sell these securities at a price equal or near 
to the value shown. However, the broker- 
dealer furnishing this statement may not 
refuse to accept your order to sell these se-
curities. Also, the amount you receive from 
a sale generally will be reduced by the 
amount of any commissions or similar 
charges. If an estimated value is not shown 
for a security, a value could not be deter-
mined because of a lack of information. 

(f) Preservation of records. Any broker 
or dealer subject to this section shall 
preserve, as part of its records, copies 
of the written statements required by 
paragraph (a) of this section and keep 
such records for the periods specified in 
17 CFR 240.17a–4(b). 

(g) Definitions. For purposes of this 
section: 

(1) The term Quarterly period shall 
mean any period of three consecutive 
full calendar months. 

(2) The inside bid quotation for a secu-
rity shall mean the highest bid 
quotation for the security displayed by 
a market maker in the security on a 

Qualifying Electronic Quotation Sys-
tem, at any time in which at least two 
market makers are contemporaneously 
displaying on such system bid and offer 
quotations for the security at specified 
prices. 

(3) The term Qualifying Electronic 
Quotation System shall mean an auto-
mated interdealer quotation system 
that has the characteristics set forth 
in section 17B(b)(2) of the Act, or such 
other automated interdealer quotation 
system designated by the Commission 
for purposes of this section. 

(4) The term Qualifying Purchases 
shall mean bona fide purchases by a 
broker or dealer of a penny stock for 
its own account, each of which involves 
at least 100 shares, but excluding any 
block purchase involving more than 
one percent of the outstanding shares 
or units of the security. 

[57 FR 18034, Apr. 28, 1992] 

§ 240.15g–8 Sales of escrowed securi-
ties of blank check companies. 

As a means reasonably designed to 
prevent fraudulent, deceptive, or ma-
nipulative acts or practices, it shall be 
unlawful for any person to sell or offer 
to sell any security that is deposited 
and held in an escrow or trust account 
pursuant to Rule 419 under the Securi-
ties Act of 1933 (17 CFR 230.419), or any 
interest in or related to such security, 
other than pursuant to a qualified do-
mestic relations order as defined by the 
Internal Revenue Code of 1986, as 
amended (26 U.S.C. 1 et seq.), or Title I 
of the Employee Retirement Income 
Security Act (29 U.S.C. 1001 et seq.), or 
the rules thereunder. 

[57 FR 18045, Apr. 28, 1992] 

§ 240.15g–9 Sales practice require-
ments for certain low-priced securi-
ties. 

(a) As a means reasonably designed 
to prevent fraudulent, deceptive, or 
manipulative acts or practices, it shall 
be unlawful for a broker or dealer to 
sell a penny stock to, or to effect the 
purchase of a penny stock by, any per-
son unless: 

(1) The transaction is exempt under 
paragraph (c) of this section; or 

(2) Prior to the transaction: 
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(i) The broker or dealer has approved 
the person’s account for transactions 
in penny stocks in accordance with the 
procedures set forth in paragraph (b) of 
this section; and 

(ii)(A) The broker or dealer has re-
ceived from the person an agreement to 
the transaction setting forth the iden-
tity and quantity of the penny stock to 
be purchased; and 

(B) Regardless of the form of agree-
ment used to satisfy the requirements 
of paragraph (a)(2)(ii)(A) of this sec-
tion, it shall be unlawful for such 
broker or dealer to sell a penny stock 
to, or to effect the purchase of a penny 
stock by, for or with the account of a 
customer less than two business days 
after the broker or dealer sends such 
agreement. 

(b) In order to approve a person’s ac-
count for transactions in penny stocks, 
the broker or dealer must: 

(1) Obtain from the person informa-
tion concerning the person’s financial 
situation, investment experience, and 
investment objectives; 

(2) Reasonably determine, based on 
the information required by paragraph 
(b)(1) of this section and any other in-
formation known by the broker-dealer, 
that transactions in penny stocks are 
suitable for the person, and that the 
person (or the person’s independent ad-
viser in these transactions) has suffi-
cient knowledge and experience in fi-
nancial matters that the person (or the 
person’s independent adviser in these 
transactions) reasonably may be ex-
pected to be capable of evaluating the 
risks of transactions in penny stocks; 

(3) Deliver to the person a written 
statement: 

(i) Setting forth the basis on which 
the broker or dealer made the deter-
mination required by paragraph (b)(2) 
of this section; 

(ii) Stating in a highlighted format 
that it is unlawful for the broker or 
dealer to effect a transaction in a 
penny stock subject to the provisions 
of paragraph (a)(2) of this section un-
less the broker or dealer has received, 
prior to the transaction, a written 
agreement to the transaction from the 
person; and 

(iii) Stating in a highlighted format 
immediately preceding the customer 
signature line that: 

(A) The broker or dealer is required 
by this section to provide the person 
with the written statement; and 

(B) The person should not sign and 
return the written statement to the 
broker or dealer if it does not accu-
rately reflect the person’s financial sit-
uation, investment experience, and in-
vestment objectives; and 

(4)(i) Obtain from the person a signed 
and dated copy of the statement re-
quired by paragraph (b)(3) of this sec-
tion; and 

(ii) Regardless of the form of state-
ment used to satisfy the requirements 
of paragraph (b)(4)(i) of this section, it 
shall be unlawful for such broker or 
dealer to sell a penny stock to, or to ef-
fect the purchase of a penny stock by, 
for or with the account of a customer 
less than two business days after the 
broker or dealer sends such statement. 

(c) For purposes of this section, the 
following transactions shall be exempt: 

(1) Transactions that are exempt 
under 17 CFR 240.15g–1 (a), (b), (d), (e), 
and (f). 

(2) Transactions that meet the re-
quirements of 17 CFR 230.505 or 230.506 
(including, where applicable, the re-
quirements of 17 CFR 230.501 through 
230.503, and 17 CFR 230.507 through 
230.508), or transactions with an issuer 
not involving any public offering pur-
suant to section 4(2) of the Securities 
Act of 1933. 

(3) Transactions in which the pur-
chaser is an established customer of 
the broker or dealer. 

(d) For purposes of this section: 
(1) The term penny stock shall have 

the same meaning as in 17 CFR 
240.3a51–1. 

(2) The term established customer shall 
mean any person for whom the broker 
or dealer, or a clearing broker on be-
half of such broker or dealer, carries an 
account, and who in such account: 

(i) Has effected a securities trans-
action, or made a deposit of funds or 
securities, more than one year pre-
viously; or 

(ii) Has made three purchases of 
penny stocks that occurred on separate 
days and involved different issuers. 

[54 FR 35481, Aug. 28, 1989. Redesignated and 
amended at 58 FR 37417, July 12, 1993; 70 FR 
40632, July 13, 2005] 
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§ 240.15g–100 Schedule 15G—Informa-
tion to be included in the document 
distributed pursuant to 17 CFR 
240.15g–2. 

SECURITIES AND EXCHANGE 
COMMISSION 

Washington, DC 20549 

SCHEDULE 15G 

Under the Securities Exchange Act of 
1934 

Instructions to Schedule 15G 

A. Schedule 15G (Schedule) may be 
provided to customers in its entirety 
either on paper or electronically. It 
may also be provided to customers 
electronically through a link to the 
SEC’s Web site. 

1. If the Schedule is sent in paper form, 
the format and typeface of the Sched-
ule must be reproduced exactly as pre-
sented. For example, words that are 
capitalized must remain capitalized, 
and words that are underlined or bold 
must remain underlined or bold. The 
typeface must be clear and easy to 
read. The Schedule may be reproduced 
either by photocopy or by printing. 

2. If the Schedule is sent electronically, 
the e-mail containing the Schedule 
must have as a subject line ‘‘Important 
Information on Penny Stocks.’’ The 
Schedule reproduced in the text of the 
e-mail must be clear, easy-to-read type 
presented in a manner reasonably cal-
culated to draw the customer’s atten-
tion to the language in the document, 
especially words that are capitalized, 
underlined or in bold. 

3. If the Schedule is sent electronically 
using a hyperlink to the SEC Web site, 
the e-mail containing the hyperlink 
must have as a subject line: ‘‘Impor-
tant Information on Penny Stocks.’’ 
Immediately before the hyperlink, the 
text of the e-mail must reproduce the 
following statement in clear, easy-to- 
read type presented in a manner rea-
sonably calculated to draw the cus-
tomer’s attention to the words: ‘‘We 
are required by the U.S. Securities and 
Exchange Commission to give you the 
following disclosure statement: http:// 
www.sec.gov/investor/schedule15g.htm. It 
explains some of the risks of investing 
in penny stocks. Please read it care-

fully before you agree to purchase or 
sell a penny stock.’’ 

B. Regardless of how the Schedule is 
provided to the customer, the commu-
nication must also provide the name, 
address, telephone number and e-mail 
address of the broker. E-mail messages 
may also include any privacy or con-
fidentiality information that the 
broker routinely includes in e-mail 
messages sent to customers. No other 
information may be included in these 
communications, other than instruc-
tions on how to provide a signed and 
dated acknowledgement of receipt of 
the Schedule. 

C. The document entitled ‘‘Important 
Information on Penny Stocks’’ must be 
distributed as Schedule 15G and must 
be no more than two pages in length if 
provided in paper form. 

D. The disclosures made through the 
Schedule are in addition to any other 
disclosures that are required under the 
Federal securities laws. 

E. Recipients of the document must 
not be charged any fee for the docu-
ment. 

F. The content of the Schedule is as 
follows: 

[next page] 

Important Information on Penny Stocks 

The U.S. Securities and Exchange 
Commission (SEC) requires your 
broker to give this statement to you, 
and to obtain your signature to show 
that you have received it, before your 
first trade in a penny stock. This state-
ment contains important informa-
tion—and you should read it carefully 
before you sign it, and before you de-
cide to purchase or sell a penny stock. 

In addition to obtaining your signa-
ture, the SEC requires your broker to 
wait at least two business days after 
sending you this statement before exe-
cuting your first trade to give you time 
to carefully consider your trade. 

Penny Stocks Can Be Very Risky 

Penny stocks are low-priced shares of 
small companies. Penny stocks may 
trade infrequently—which means that 
it may be difficult to sell penny stock 
shares once you have them. Because it 
may also be difficult to find quotations 
for penny stocks, they may be impos-
sible to accurately price. Investors in 
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penny stock should be prepared for the 
possibility that they may lose their 
whole investment. 

While penny stocks generally trade 
over-the-counter, they may also trade 
on U.S. securities exchanges, facilities 
of U.S. exchanges, or foreign ex-
changes. You should learn about the 
market in which the penny stock 
trades to determine how much demand 
there is for this stock and how difficult 
it will be to sell. Be especially careful 
if your broker is offering to sell you 
newly issued penny stock that has no 
established trading market. 

The securities you are considering 
have not been approved or disapproved 
by the SEC. Moreover, the SEC has not 
passed upon the fairness or the merits 
of this transaction nor upon the accu-
racy or adequacy of the information 
contained in any prospectus or any 
other information provided by an 
issuer or a broker or dealer. 

Information You Should Get 

In addition to this statement, your 
broker is required to give you a state-
ment of your financial situation and 
investment goals explaining why his or 
her firm has determined that penny 
stocks are a suitable investment for 
you. In addition, your broker is re-
quired to obtain your agreement to the 
proposed penny stock transaction. 

Before you buy penny stock, Federal 
law requires your salesperson to tell 
you the ‘‘offer’’ and the ‘‘bid’’ on the 
stock, and the ‘‘compensation’’ the 
salesperson and the firm receive for the 
trade. The firm also must send a con-
firmation of these prices to you after 
the trade. You will need this price in-
formation to determine what profit or 
loss, if any, you will have when you 
sell your stock. 

The offer price is the wholesale price 
at which the dealer is willing to sell 
stock to other dealers. The bid price is 
the wholesale price at which the dealer 
is willing to buy the stock from other 
dealers. In its trade with you, the deal-
er may add a retail charge to these 
wholesale prices as compensation 
(called a ‘‘markup’’ or ‘‘markdown’’). 

The difference between the bid and 
the offer price is the dealer’s ‘‘spread.’’ 
A spread that is large compared with 
the purchase price can make a resale of 

a stock very costly. To be profitable 
when you sell, the bid price of your 
stock must rise above the amount of 
this spread and the compensation 
charged by both your selling and pur-
chasing dealers. Remember that if the 
dealer has no bid price, you may not be 
able to sell the stock after you buy it, and 
may lose your whole investment. 

After you buy penny stock, your bro-
kerage firm must send you a monthly 
account statement that gives an esti-
mate of the value of each penny stock 
in your account, if there is enough in-
formation to make an estimate. If the 
firm has not bought or sold any penny 
stocks for your account for six months, 
it can provide these statements every 
three months. 

Additional information about low- 
priced securities—including penny 
stocks—is available on the SEC’s Web 
site at http://www.sec.gov/investor/pubs/ 
microcapstock.htm. In addition, your 
broker will send you a copy of this in-
formation upon request. The SEC en-
courages you to learn all you can be-
fore making this investment. 

Brokers’ Duties and Customers’ Rights 
and Remedies 

Remember that your salesperson is 
not an impartial advisor—he or she is 
being paid to sell you stock. Do not 
rely only on the salesperson, but seek 
outside advice before you buy any 
stock. You can get the disciplinary his-
tory of a salesperson or firm from 
NASD at 1–800–289–9999 or contact 
NASD via the Internet at http:// 
www.nasd.com. You can also get addi-
tional information from your state se-
curities official. The North American 
Securities Administrators Association, 
Inc. can give you contact information 
for your state. You can reach NASAA 
at (202) 737–0900 or via the Internet at 
http://www.nasaa.org. 

If you have problems with a sales-
person, contact the firm’s compliance 
officer. You can also contact the secu-
rities regulators listed above. Finally, 
if you are a victim of fraud, you may 
have rights and remedies under state 
and Federal law. In addition to the reg-
ulators listed above, you also may con-
tact the SEC with complaints at (800) 
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SEC–0330 or via the Internet at 
help@sec.gov. 

[70 FR 40632, July 13, 2005] 

NATIONAL AND AFFILIATED SECURITIES 
ASSOCIATIONS 

§ 240.15Aa–1 Registration of a national 
or an affiliated securities associa-
tion. 

Any application for registration of an 
association as a national, or as an af-
filiated, securities association shall be 
made in triplicate on Form X–15AA–1 
accompanied by three copies of the ex-
hibits prescribed by the Commission to 
be filed in connection therewith. 

(Sec. 15A, 52 Stat. 1070; 15 U.S.C. 78o–3) 

[13 FR 8209, Dec. 22, 1948. Redesignated at 30 
FR 11851, Sept. 16, 1965] 

§ 240.15Aj–1 Amendments and supple-
ments to registration statements of 
securities associations. 

Every association applying for reg-
istration or registered as a national se-
curities association or as an affiliated 
securities association shall keep its 
registration statement up-to-date in 
the manner prescribed below: 

(a) Amendments. Promptly after the 
discovery of any inaccuracy in the reg-
istration statement or in any amend-
ment or supplement thereto the asso-
ciation shall file with the Commission 
an amendment correcting such inaccu-
racy. 

(b) Current supplements. Promptly 
after any change which renders no 
longer accurate any information con-
tained or incorporated in the registra-
tion statement or in any amendment 
or supplement thereto the association 
shall file with the Commission a cur-
rent supplement setting forth such 
change, except that: 

(1) Supplements setting forth 
changes in the information called for 
in Exhibit C need not be filed until 10 
days after the calendar month in which 
the changes occur. 

(2) No current supplements need be 
filed with respect to changes in the in-
formation called for in Exhibit B. 

(3) If changes in the information 
called for in items (1) and (2) of Exhibit 
C are reported in any record which is 
published at least once a month by the 
association and promptly filed in trip-

licate with the Commission, no current 
supplement need be filed with respect 
thereto. 

(c) Annual supplements. (1) Promptly 
after March 1 of each year, the associa-
tion shall file with the Commission an 
annual consolidated supplement as of 
such date on Form X–15AJ–2 (§ 249.803) 
except that: 

(i) If the securities association pub-
lishes or cooperates in the publication 
of the information required in Items 
6(a) and 6(b) of Form X–15AJ–2 on an 
annual or more frequent basis, in lieu 
of filing such an item the securities as-
sociation may: 

(A) Identify the publication in which 
such information is available, the 
name, address, and telephone number 
of the person from whom such publica-
tion may be obtained, and the price 
thereof; and 

(B) Certify to the accuracy of such 
information as of its date. 

(ii) Promptly after March 1, 1995, and 
every three years thereafter each asso-
ciation shall file complete Exhibit A to 
Form X–15AJ–2. The information con-
tained in this exhibit shall be up to 
date as of the latest practicable date 
within 3 months of the date on which 
these exhibits are filed. If the associa-
tion publishes or cooperates in the pub-
lication of the information required in 
this exhibit on an annual or more fre-
quent basis, in lieu of filing such ex-
hibit the association may: 

(A) Identify the publication in which 
such information is available, the 
name, address, and telephone number 
of the person from whom such publica-
tion may be obtained, and the price 
thereof; and 

(B) Certify to the accuracy of such 
information as of its date. If a securi-
ties association keeps the information 
required in this exhibit up to date and 
makes it available to the Commission 
and the public upon request, in lieu of 
filing such an exhibit a securities asso-
ciation may certify that the informa-
tion is kept up to date and is available 
to the Commission and the public upon 
request. 

(2) Promptly after the close of each 
fiscal year of the association, it shall 
file with the Commission a supplement 
setting forth its balance sheet as of the 
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