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ing price and volume of penny stock transactions, the 
nature of this market, and the specific securities in 
which they are investing. 

‘‘(7) Current practices do not adequately regulate 
the role of ‘promoters’ and ‘consultants’ in the penny 
stock market, and many professionals who have been 
banned from the securities markets have ended up in 
promoter and consultant roles, contributing substan-
tially to fraudulent and abusive schemes. 

‘‘(8) The present regulatory environment has per-
mitted the ascendancy of the use of particular mar-
ket practices, such as ‘reverse mergers’ with shell 
corporations and ‘blank check’ offerings, which are 
used to facilitate manipulation schemes and harm in-
vestors. 

‘‘(9) In light of the substantial and continuing prob-
lems in the penny stock markets, additional legisla-
tive measures are necessary and appropriate.’’ 

REVISION OF SANCTION AUTHORITY WITH RESPECT TO 
PENNY STOCKS; RECOMMENDATIONS TO CONGRESS 

Section 504(b) of Pub. L. 101–429 provided that: ‘‘With-
in 6 months after the date of enactment of this Act 
[Oct. 15, 1990], the Securities and Exchange Commission 
shall submit to each House of the Congress such recom-
mendations as the Commission considers appropriate 
with respect to further revision of section 15(b)(6) of the 
Securities Exchange Act of 1934 (15 U.S.C. 78o(b)(6)). In 
preparing such recommendations, the Commission 
shall consider the desirability and effect of expanding 
the applicability of such section to any promoter, find-
er, consultant, agent or other person who engages in 
activities with a broker, dealer, or issuer for purposes 
of the issuance of or trading in, or inducing or attempt-
ing to induce the purchase or sale of, any security (and 
not just penny stock).’’ 

§ 78o–1. Brokers deemed to be registered 

All brokers and dealers for whom registration 
was in effect on May 27, 1936, in accordance with 
rules and regulations of the Commission pre-
scribed pursuant to section 78o of this title shall 
be deemed to be registered pursuant to said sec-
tion. 

(May 27, 1936, ch. 462, § 10, 49 Stat. 1380.) 

CODIFICATION 

Section was not enacted as a part of the Securities 
Exchange Act of 1934 which comprises this chapter. 

TRANSFER OF FUNCTIONS 

For transfer of functions of Securities and Exchange 
Commission, with certain exceptions, to Chairman of 
such Commission, see Reorg. Plan No. 10 of 1950, §§ 1, 2, 
eff. May 24, 1950, 15 F.R. 3175, 64 Stat. 1265, set out under 
section 78d of this title. 

§ 78o–2. Liabilities arising prior to amendment 
unaffected 

Nothing in this Act shall be deemed to extin-
guish any liability which may have arisen prior 
to the effective date of this Act by reason of any 
violation of section 78o of this title or of any 
rule or regulation thereunder. 

(May 27, 1936, ch. 462, § 11, 49 Stat. 1380.) 

REFERENCES IN TEXT 

This Act, referred to in text, is act May 27, 1936, ch. 
462, 49 Stat. 1375, popularly known as the Unlisted Se-
curities Trading Act, which enacted sections 78l–1, 
78o–1, 78o–2, and 78hh–1 of this title, and amended sec-
tions 78l, 78o, 78q, 78r, 78t, 78u, 78w, and 78ff of this title. 

Effective date of this Act, referred to in text, is July 
1, 1934. See section 78hh–1 of this title. 

CODIFICATION 

Section was not enacted as a part of the Securities 
Exchange Act of 1934 which comprises this chapter. 

§ 78o–3. Registered securities associations 

(a) Registration; application 

An association of brokers and dealers may be 
registered as a national securities association 
pursuant to subsection (b) of this section, or as 
an affiliated securities association pursuant to 
subsection (d) of this section, under the terms 
and conditions hereinafter provided in this sec-
tion and in accordance with the provisions of 
section 78s(a) of this title, by filing with the 
Commission an application for registration in 
such form as the Commission, by rule, may pre-
scribe containing the rules of the association 
and such other information and documents as 
the Commission, by rule, may prescribe as nec-
essary or appropriate in the public interest or 
for the protection of investors. 

(b) Determinations by Commission requisite to 
registration of applicant as national securi-
ties association 

An association of brokers and dealers shall not 
be registered as a national securities association 
unless the Commission determines that— 

(1) By reason of the number and geographi-
cal distribution of its members and the scope 
of their transactions, such association will be 
able to carry out the purposes of this section. 

(2) Such association is so organized and has 
the capacity to be able to carry out the pur-
poses of this chapter and to comply, and (sub-
ject to any rule or order of the Commission 
pursuant to section 78q(d) or 78s(g)(2) of this 
title) to enforce compliance by its members 
and persons associated with its members, with 
the provisions of this chapter, the rules and 
regulations thereunder, the rules of the Mu-
nicipal Securities Rulemaking Board, and the 
rules of the association. 

(3) Subject to the provisions of subsection 
(g) of this section, the rules of the association 
provide that any registered broker or dealer 
may become a member of such association and 
any person may become associated with a 
member thereof. 

(4) The rules of the association assure a fair 
representation of its members in the selection 
of its directors and administration of its af-
fairs and provide that one or more directors 
shall be representative of issuers and investors 
and not be associated with a member of the as-
sociation, broker, or dealer. 

(5) The rules of the association provide for 
the equitable allocation of reasonable dues, 
fees, and other charges among members and 
issuers and other persons using any facility or 
system which the association operates or con-
trols. 

(6) The rules of the association are designed 
to prevent fraudulent and manipulative acts 
and practices, to promote just and equitable 
principles of trade, to foster cooperation and 
coordination with persons engaged in regulat-
ing, clearing, settling, processing information 
with respect to, and facilitating transactions 
in securities, to remove impediments to and 
perfect the mechanism of a free and open mar-
ket and a national market system, and, in 
general, to protect investors and the public in-
terest; and are not designed to permit unfair 
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