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transaction or class of transactions, or 
to any security or class of securities. 

[62 FR 544, Jan. 3, 1997, as amended at 69 FR 
48029, Aug. 6, 2004; 72 FR 45107, Aug. 10, 2007] 

REGULATION SHO—REGULATION OF 
SHORT SALES 

§ 242.200 Definition of ‘‘short sale’’ and 
marking requirements. 

(a) The term short sale shall mean 
any sale of a security which the seller 
does not own or any sale which is con-
summated by the delivery of a security 
borrowed by, or for the account of, the 
seller. 

(b) A person shall be deemed to own 
a security if: 

(1) The person or his agent has title 
to it; or 

(2) The person has purchased, or has 
entered into an unconditional contract, 
binding on both parties thereto, to pur-
chase it, but has not yet received it; or 

(3) The person owns a security con-
vertible into or exchangeable for it and 
has tendered such security for conver-
sion or exchange; or 

(4) The person has an option to pur-
chase or acquire it and has exercised 
such option; or 

(5) The person has rights or warrants 
to subscribe to it and has exercised 
such rights or warrants; or 

(6) The person holds a security fu-
tures contract to purchase it and has 
received notice that the position will 
be physically settled and is irrevocably 
bound to receive the underlying secu-
rity. 

(c) A person shall be deemed to own 
securities only to the extent that he 
has a net long position in such securi-
ties. 

(d) A broker or dealer shall be 
deemed to own a security, even if it is 
not net long, if: 

(1) The broker or dealer acquired that 
security while acting in the capacity of 
a block positioner; and 

(2) If and to the extent that the 
broker or dealer’s short position in the 
security is the subject of offsetting po-
sitions created in the course of bona 
fide arbitrage, risk arbitrage, or bona 
fide hedge activities. 

(e) A broker-dealer shall be deemed 
to own a security even if it is not net 
long, if: 

(1) The broker-dealer is unwinding 
index arbitrage position involving a 
long basket of stock and one or more 
short index futures traded on a board 
of trade or one or more standardized 
options contracts as defined in 17 CFR 
240.9b–1(a)(4); and 

(2) If and to the extent that the 
broker-dealer’s short position in the se-
curity is the subject of offsetting posi-
tions created and maintained in the 
course of bona-fide arbitrage, risk arbi-
trage, or bona fide hedge activities; and 

(3) The sale does not occur during a 
period commencing at the time that 
the NYSE Composite Index has de-
clined by two percent or more from its 
closing value on the previous day and 
terminating upon the end of the trad-
ing day. The two percent shall be cal-
culated at the beginning of each cal-
endar quarter and shall be two percent, 
rounded down to the nearest 10 points, 
of the average closing value of the 
NYSE Composite Index for the last 
month of the previous quarter. 

(f) In order to determine its net posi-
tion, a broker or dealer shall aggregate 
all of its positions in a security unless 
it qualifies for independent trading 
unit aggregation, in which case each 
independent trading unit shall aggre-
gate all of its positions in a security to 
determine its net position. Independent 
trading unit aggregation is available 
only if: 

(1) The broker or dealer has a written 
plan of organization that identifies 
each aggregation unit, specifies its 
trading objective(s), and supports its 
independent identity; 

(2) Each aggregation unit within the 
firm determines, at the time of each 
sale, its net position for every security 
that it trades; 

(3) All traders in an aggregation unit 
pursue only the particular trading ob-
jective(s) or strategy(s) of that aggre-
gation unit and do not coordinate that 
strategy with any other aggregation 
unit; and 

(4) Individual traders are assigned to 
only one aggregation unit at any time. 

(g) A broker or dealer must mark all 
sell orders of any equity security as 
‘‘long’’ or ‘‘short.’’ 

(1) An order to sell shall be marked 
‘‘long’’ only if the seller is deemed to 
own the security being sold pursuant 
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to paragraphs (a) through (f) of this 
section and either: 

(i) The security to be delivered is in 
the physical possession or control of 
the broker or dealer; or 

(ii) It is reasonably expected that the 
security will be in the physical posses-
sion or control of the broker or dealer 
no later than the settlement of the 
transaction. 

(2) [Reserved] 
(h) Upon written application or upon 

its own motion, the Commission may 
grant an exemption from the provi-
sions of this section, either uncondi-
tionally or on specified terms and con-
ditions, to any transaction or class of 
transactions, or to any security or 
class of securities, or to any person or 
class of persons. 

[69 FR 48029, Aug. 6, 2004, as amended at 72 
FR 36359, July 3, 2007; 72 FR 45557, Aug. 14, 
2007] 

EFFECTIVE DATE NOTE: At 75 FR 11323, Mar. 
10, 2010, § 242.200 was amended by revising 
paragraph (g) introductory text and adding 
paragraph (g)(2), effective May 10, 2010. For 
the convenience of the user, the added and 
revised text is set forth as follows: 

§ 242.200 Definition of ‘‘short sale’’ and 
marking requirements. 

* * * * * 

(g) A broker or dealer must mark all sell 
orders of any equity security as ‘‘long,’’ 
‘‘short,’’ or ‘‘short exempt.’’ 

(1) * * * 
(2) A sale order shall be marked ‘‘short ex-

empt’’ only if the provisions of § 242.201(c) or 
(d) are met. 

* * * * * 

§ 242.201 Price test. 

(a) No short sale price test, including 
any short sale price test of any self- 
regulatory organization, shall apply to 
short sales in any security. 

(b) No self-regulatory organization 
shall have any rule that is not in con-
formity with, or conflicts with, para-
graph (a) of this section. 

[72 FR 36359, July 3, 2007] 

EFFECTIVE DATE NOTE: At 75 FR 11323, Mar. 
10, 2010, § 242.201 was revised, effective May 
10, 2010. For the convenience of the user, the 
revised text is set forth as follows: 

§ 242.201 Circuit breaker. 
(a) Definitions. For the purposes of this sec-

tion: 
(1) The term covered security shall mean 

any NMS stock as defined in § 242.600(b)(47). 
(2) The term effective transaction reporting 

plan for a covered security shall have the same 
meaning as in § 242.600(b)(22). 

(3) The term listing market shall have the 
same meaning as the term ‘‘listing market’’ 
as defined in the effective transaction re-
porting plan for the covered security. 

(4) The term national best bid shall have the 
same meaning as in § 242.600(b)(42). 

(5) The term odd lot shall have the same 
meaning as in § 242.600(b)(49). 

(6) The term plan processor shall have the 
same meaning as in § 242.600(b)(55). 

(7) The term regular trading hours shall 
have the same meaning as in § 242.600(b)(64). 

(8) The term riskless principal shall mean a 
transaction in which a broker or dealer, 
after having received an order to buy a secu-
rity, purchases the security as principal at 
the same price to satisfy the order to buy, 
exclusive of any explicitly disclosed markup 
or markdown, commission equivalent, or 
other fee, or, after having received an order 
to sell, sells the security as principal at the 
same price to satisfy the order to sell, exclu-
sive of any explicitly disclosed markup or 
markdown, commission equivalent, or other 
fee. 

(9) The term trading center shall have the 
same meaning as in § 242.600(b)(78). 

(b)(1) A trading center shall establish, 
maintain, and enforce written policies and 
procedures reasonably designed to: 

(i) Prevent the execution or display of a 
short sale order of a covered security at a 
price that is less than or equal to the current 
national best bid if the price of that covered 
security decreases by 10% or more from the 
covered security’s closing price as deter-
mined by the listing market for the covered 
security as of the end of regular trading 
hours on the prior day; and 

(ii) Impose the requirements of paragraph 
(b)(1)(i) of this section for the remainder of 
the day and the following day when a na-
tional best bid for the covered security is 
calculated and disseminated on a current 
and continuing basis by a plan processor pur-
suant to an effective national market system 
plan. 

(iii) Provided, however, that the policies and 
procedures must be reasonably designed to 
permit: 

(A) The execution of a displayed short sale 
order of a covered security by a trading cen-
ter if, at the time of initial display of the 
short sale order, the order was at a price 
above the current national best bid; and 

(B) The execution or display of a short sale 
order of a covered security marked ‘‘short 
exempt’’ without regard to whether the 
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