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(a) Applicable margin rules. Except to
the extent inconsistent with this Regu-
lation (§§242.400 through 242.406):

(1) A security futures intermediary
that carries a security future on behalf
of a customer in a securities account
shall record and conduct all financial
relations with respect to such security
future and related positions in accord-
ance with Regulation T and the margin
rules of the self-regulatory authorities
of which the security futures inter-
mediary is a member.

(2) A security futures intermediary
that carries a security future on behalf
of a customer in a futures account
shall record and conduct all financial
relations with respect to such security
future and related positions in accord-
ance with the margin rules of the self-
regulatory authorities of which the se-
curity futures intermediary is a mem-
ber.

(b) Separation and consolidation of ac-
counts. (1) The requirements for secu-
rity futures and related positions in
one account may not be met by consid-
ering items in any other account, ex-
cept as permitted or required under
paragraph (b)(2) of this section or ap-
plicable margin rules. If withdrawals of
cash, securities or other assets depos-
ited as margin are permitted under this
Regulation (§§242.400 through 242.406),
bookkeeping entries shall be made
when such cash, securities, or assets
are used for purposes of meeting re-
quirements in another account.

(2) Notwithstanding paragraph (b)(1)
of this section, the security futures
intermediary shall consider all futures
accounts in which security futures and
related positions are held that are
within the same regulatory classifica-
tion or account type and are owned by
the same customer to be a single ac-
count for purposes of this Regulation
(§§242.400 through 242.406). The security
futures intermediary may combine
such accounts with other futures ac-
counts that are within the same regu-
latory classification or account type
and are owned by the same customer
for purposes of computing a customer’s
overall margin requirement, as per-
mitted or required by applicable mar-
gin rules.

General provisions.
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(c) Accounts of partners. If a partner
of the security futures intermediary
has an account with the security fu-
tures intermediary in which security
futures or related positions are held,
the security futures intermediary shall
disregard the partner’s financial rela-
tions with the firm (as shown in the
partner’s capital and ordinary drawing
accounts) in calculating the margin or
equity of any such account.

(d) Contribution to joint venture. If an
account in which security futures or
related positions are held is the ac-
count of a joint venture in which the
security futures intermediary partici-
pates, any interest of the security fu-
tures intermediary in the joint account
in excess of the interest which the se-
curity futures intermediary would have
on the basis of its right to share in the
profits shall be margined in accordance
with this Regulation (§§242.400 through
242.406).

(e) Extensions of credit. (1) No security
futures intermediary may extend or
maintain credit to or for any customer
for the purpose of evading or circum-
venting any requirement under this
Regulation (§§242.400 through 242.406).

(2) A security futures intermediary
may arrange for the extension or main-
tenance of credit to or for any cus-
tomer by any person, provided that the
security futures intermediary does not
willfully arrange credit that would
constitute a violation of Regulation T,
U or X of the Board of Governors of the
Federal Reserve System (12 CFR parts
220, 221, and 224) by such person.

(f) Change in erxempted person status.
Once a person ceases to qualify as an
exempted person, it shall notify the se-
curity futures intermediary of this fact
before entering into any new security
futures transaction or related trans-
action that would require additional
margin to be deposited under this Reg-
ulation (§§242.400 through 242.406). Fi-
nancial relations with respect to any
such transactions shall be subject to
the provisions of this Regulation
(§§242.400 through 242.406).

§242.403 Required margin.

(a) Applicability. Each security fu-
tures intermediary shall determine the
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required margin for the security fu-
tures and related positions held on be-
half of a customer in a securities ac-
count or futures account as set forth in
this section.

(b) Required margin—(1) General rule.
The required margin for each long or
short position in a security future shall
be fifteen (15) percent of the current
market value of such security future.

(2) Offsetting positions. Notwith-
standing the margin levels specified in
paragraph (b)(1) of this section, a self-
regulatory authority may set the re-
quired initial or maintenance margin
level for an offsetting position involv-
ing security futures and related posi-
tions at a level lower than the level
that would be required under para-
graph (b)(1) of this section if such posi-
tions were margined separately, pursu-
ant to rules that meet the criteria set
forth in section 7(c)(2)(B) of the Act (15
U.S.C. 78g(c)(2)(B)) and are effective in
accordance with section 19(b)(2) of the
Act (15 U.S.C. 78s(b)(2)) and, as applica-
ble, Section 5c(c) of the CEA (7 U.S.C.
Ta-2(c)).

(c) Procedures for certain margin level
adjustments. An exchange registered
under section 6(g) of the Act (15 U.S.C.
78f(g)), or a national securities associa-
tion registered under section 15A(k) of
the Act (15 U.S.C. 780-3(k)), may raise
or lower the required margin level for a
security future to a level not lower
than that specified in this section, in
accordance with section 19(b)(7) of the
Act (15 U.S.C. 78s(b)(7)).

[67 FR 53176, Aug. 14, 2002, as amended at 85
FR 75146, Nov. 24, 2020]

§242.404 Type, form and use of mar-
gin.

(a) When margin is required. Margin is
required to be deposited whenever the
required margin for security futures
and related positions in an account is
not satisfied by the equity in the ac-
count, subject to adjustment under
paragraph (c) of this section.

(b) Acceptable margin deposits. (1) The
required margin may be satisfied by a
deposit of cash, margin securities (sub-
ject to paragraph (b)(2) of this section),
exempted securities, any other asset
permitted under Regulation T to sat-
isfy a margin deficiency in a securities
margin account, or any combination
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thereof, each as valued in accordance
with paragraph (c) of this section.

(2) Shares of a money market mutual
fund may be accepted as a margin de-
posit for purposes of this Regulation
(§§242.400 through 242.406), provided
that:

(i) The customer waives any right to
redeem the shares without the consent
of the security futures intermediary
and instructs the fund or its transfer
agent accordingly;

(ii) The security futures inter-
mediary (or clearing agency or deriva-
tives clearing organization with which
the shares are deposited as margin) ob-
tains the right to redeem the shares in
cash, promptly upon request; and

(iii) The fund agrees to satisfy any
conditions necessary or appropriate to
ensure that the shares may be re-
deemed in cash, promptly upon re-
quest.

(c) Adjustments—(1) Futures accounts.
For purposes of this section, the equity
in a futures account shall be computed
in accordance with the margin rules
applicable to the account, subject to
the following:

(i) A security future shall have no
value;

(ii) Each net long or short position in
a listed option on a contract for future
delivery shall be valued in accordance
with the margin rules applicable to the
account;

(iii) Except as permitted in para-
graph (e) of this section, each margin
equity security shall be valued at an
amount no greater than its Regulation
T collateral value;

(iv) Each other security shall be val-
ued at an amount no greater than its
current market value reduced by the
percentage specified for such security
in §240.15¢3-1(c)(2)(vi) of this chapter;

(v) Freely convertible foreign cur-
rency may be valued at an amount no
greater than its daily marked-to-mar-
ket U.S. dollar equivalent;

(vi) Variation settlement receivable
(or payable) by an account at the close
of trading on any day shall be treated
as a credit (or debit) to the account on
that day; and

(vii) Each other acceptable margin
deposit or component of equity shall be
valued at an amount no greater than
its value under Regulation T.
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(2) Securities accounts. For purposes of
this section, the equity in a securities
account shall be computed in accord-
ance with the margin rules applicable
to the account, subject to the fol-
lowing:

(i) A security future shall have no
value;

(ii) Freely convertible foreign cur-
rency may be valued at an amount no
greater than its daily mark-to-market
U.S. dollar equivalent; and

(iii) Variation settlement receivable
(or payable) to an account at the close
of trading on any day shall be treated
as a credit (or debit) by the account on
that day.

(d) Satisfaction restriction. Any trans-
action, position or deposit that is used
to satisfy the required margin for secu-
rity futures or related positions under
this Regulation (§§242.400 through
242.406), including a related position,
shall be unavailable to satisfy the re-
quired margin for any other position or
transaction or any other requirement.

(e) Alternative collateral valuation for
margin equity securities in a futures ac-
count. (1) Notwithstanding paragraph
(c)(1)(iii) of this section, a security fu-
tures intermediary need not value a
margin equity security at its Regula-
tion T collateral value when deter-
mining whether the required margin
for the security futures and related po-
sitions in a futures account is satisfied,
provided that:

(i) The margin equity security is val-
ued at an amount no greater than the
current market value of the security
reduced by the lowest percentage level
of margin required for a long position
in the security held in a margin ac-
count under the rules of a national se-
curities exchange registered pursuant
to section 6(a) of the Act (15 U.S.C.
78f(a));

(ii) Additional margin is required to
be deposited on any day when the day’s
security futures transactions and re-
lated transactions would create or in-
crease a margin deficiency in the ac-
count if the margin equity securities
were valued at their Regulation T col-
lateral value, and shall be for the
amount of the margin deficiency so
created or increased (a ‘‘special margin
requirement’’); and
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(iii) Cash, securities, or other assets
deposited as margin for the positions in
an account are not permitted to be
withdrawn from the account at any
time that:

(A) Additional cash, securities, or
other assets are required to be depos-
ited as margin under this section for a
transaction in the account on the same
or a previous day; or

(B) The withdrawal, together with
other transactions, deposits, and with-
drawals on the same day, would create
or increase a margin deficiency if the
margin equity securities were valued
at their Regulation T collateral value.

(2) All security futures transactions
and related transactions on any day
shall be combined to determine the
amount of a special margin require-
ment. Additional margin deposited to
satisfy a special margin requirement
shall be valued at an amount no great-
er than its Regulation T collateral
value.

(3) If the alternative collateral valu-
ation method set forth in paragraph (e)
of this section is used with respect to
an account in which security futures or
related positions are carried:

(i) An account that is transferred
from one security futures intermediary
to another may be treated as if it had
been maintained by the transferee from
the date of its origin, if the transferee
accepts, in good faith, a signed state-
ment of the transferor (or, if that is
not practicable, of the customer), that
any margin call issued under this Reg-
ulation (§§242.400 through 242.406) has
been satisfied; and

(ii) An account that is transferred
from one customer to another as part
of a transaction, not undertaken to
avoid the requirements of this Regula-
tion (§§242.400 through 242.406), may be
treated as if it had been maintained for
the transferee from the date of its ori-
gin, if the security futures inter-
mediary accepts in good faith and
keeps with the transferee account a
signed statement of the transferor de-
scribing the circumstances for the
transfer.

(f) Guarantee of accounts. No guar-
antee of a customer’s account shall be
given any effect for purposes of deter-
mining whether the required margin in
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an account is satisfied, except as per-
mitted under applicable margin rules.

§242.405 Withdrawal of margin.

(a) By the customer. Except as other-
wise provided in §242.404(e)(1)(ii) of this
Regulation (§§242.400 through 242.406),
cash, securities, or other assets depos-
ited as margin for positions in an ac-
count may be withdrawn, provided that
the equity in the account after such
withdrawal is sufficient to satisfy the
required margin for the security fu-
tures and related positions in the ac-
count under this Regulation (§§242.400
through 242.406).

(b) By the security futures inter-
mediary. Notwithstanding paragraph (a)
of this section, the security futures
intermediary, in its usual practice,
may deduct the following items from
an account in which security futures or
related positions are held if they are
considered in computing the balance of
such account:

(1) Variation settlement payable, di-
rectly or indirectly, to a clearing agen-
cy that is registered under section 17A
of the Act (15 U.S.C. 78g-1) or a deriva-
tives clearing organization that is reg-
istered under section 5b of the CEA (7
U.S.C. Ta-1);

(2) Interest charged on credit main-
tained in the account;

(3) Communication or shipping
charges with respect to transactions in
the account;

(4) Payment of commissions, broker-
age, taxes, storage and other charges
lawfully accruing in connection with
the positions and transactions in the
account;

(5) Any service charges that the secu-
rity futures intermediary may impose;
or

(6) Any other withdrawals that are
permitted from a securities margin ac-
count under Regulation T, to the ex-
tent permitted under applicable mar-
gin rules.

§242.406 Undermargined accounts.

(a) Failure to satisfy margin call. If any
margin call required by this Regula-
tion (§§242.400 through 242.406) is not
met in full, the security futures inter-
mediary shall take the deduction re-
quired with respect to an undermar-
gined account in computing its net
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capital under Commission or CFTC
rules.

(b) Accounts that liquidate to a deficit.
If at any time there is a liquidating
deficit in an account in which security
futures are held, the security futures
intermediary shall take steps to lig-
uidate ©positions in the account
promptly and in an orderly manner.

(c) Ligquidation of undermargined ac-
counts mnot required. Notwithstanding

Section 402(a) of this Regulation
(§§242.400 through 242.406), section
220.4(d) of Regulation T (12 CFR

220.4(d)) respecting liquidation of posi-
tions in lieu of deposit shall not apply
with respect to security futures carried
in a securities account.

REGULATION AC—ANALYST
CERTIFICATION

SOURCE: 68 FR 9492, February 27, 2003, un-
less otherwise noted.

§242.500 Definitions.

For purposes of Regulation AC
(§§242.500 through 242.505 of this chap-
ter) the term:

Covered person of a broker or dealer
means an associated person of that
broker or dealer but does not include:

(1) An associated person:

(i) If the associated person has no of-
ficers (or persons performing similar
functions) or employees in common
with the broker or dealer who can in-
fluence the activities of research ana-
lysts or the content of research re-
ports; and

(ii) If the broker or dealer maintains
and enforces written policies and pro-
cedures reasonably designed to prevent
the broker or dealer, any controlling
persons, officers (or persons performing
similar functions), and employees of
the broker or dealer from influencing
the activities of research analysts and
the content of research reports pre-
pared by the associated person.

(2) An associated person who is an in-
vestment adviser:

(i) Not registered with the Commis-
sion as an investment adviser because
of the prohibition of section 203A of the
Investment Advisers Act of 1940 (15
U.S.C. 80b-3a); and



§242.501

(ii) Not registered or required to be
registered with the Commission as a
broker or dealer.

NOTE TO DEFINITION OF COVERED PERSON: An
associated person of a broker or dealer who
is not a covered person continues to be sub-
ject to the federal securities laws, including
the anti-fraud provisions of the federal secu-
rities laws.

Foreign person means any person who
is not a U.S. person.

Foreign security means a security
issued by a foreign issuer for which a
U.S. market is not the principal trad-
ing market.

Public appearance means any partici-
pation by a research analyst in a sem-
inar, forum (including an interactive
electronic forum), or radio or tele-
vision or other interview, in which the
research analyst makes a specific rec-
ommendation or provides information
reasonably sufficient upon which to
base an investment decision about a se-
curity or an issuer.

Registered broker or dealer means a
broker or dealer registered or required
to register pursuant to section 15 or
section 156B of the Securities Exchange
Act of 1934 (15 U.S.C. 780 or 780-4) or a
government securities broker or gov-
ernment securities dealer registered or
required to register pursuant to section
15C(a)(1)(A) of the Securities Exchange
Act of 1934 (15 U.S.C. 780-5(a)(1)(A)).

Research analyst means any natural
person who is primarily responsible for
the preparation of the content of a re-
search report.

Research report means a written com-
munication (including an electronic
communication) that includes an anal-
ysis of a security or an issuer and pro-
vides information reasonably sufficient
upon which to base an investment deci-
sion.

Third party research analyst means:

(1) With respect to a broker or dealer,
any research analyst not employed by
that broker or dealer or any associated
person of that broker or dealer; and

(2) With respect to a covered person
of a broker or dealer, any research ana-
lyst not employed by that covered per-
son, by the broker or dealer with whom
that covered person is associated, or by
any other associated person of the
broker or dealer with whom that cov-
ered person is associated.

48

17 CFR Ch. Il (4-1-21 Edition)

United States has the meaning con-
tained in §230.902(1) of this chapter.

U.S. person has the meaning con-
tained in §230.902(k) of this chapter.

§242.501 Certifications in connection
with research reports.

(a) A broker or dealer or covered per-
son that publishes, circulates, or pro-
vides a research report prepared by a
research analyst to a U.S. person in the
United States shall include in that re-
search report a clear and prominent
certification by the research analyst
containing the following:

(1) A statement attesting that all of
the views expressed in the research re-
port accurately reflect the research an-
alyst’s personal views about any and
all of the subject securities or issuers;
and

(2)(1) A statement attesting that no
part of the research analyst’s com-
pensation was, is, or will be, directly or
indirectly, related to the specific rec-
ommendations or views expressed by
the research analyst in the research re-
port; or

(ii) A statement:

(A) Attesting that part or all of the
research analyst’s compensation was,
is, or will be, directly or indirectly, re-
lated to the specific recommendations
or views expressed by the research ana-
lyst in the research report;

(B) Identifying the source, amount,
and purpose of such compensation; and

(C) Further disclosing that the com-
pensation could influence the rec-
ommendations or views expressed in
the research report.

(b) A broker or dealer or covered per-
son that publishes, circulates, or pro-
vides a research report prepared by a
third party research analyst to a U.S.
person in the United States shall be ex-
empt from the requirements of this
section with respect to such research
report if the following conditions are
satisfied:

(1) The employer of the third party
research analyst has no officers (or per-
sons performing similar functions) or
employees in common with the broker
or dealer or covered person; and

(2) The broker or dealer (or, with re-
spect to a covered person, the broker or
dealer with whom the covered person is
associated) maintains and enforces
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written policies and procedures reason-
ably designed to prevent the broker or
dealer, any controlling persons, offi-
cers (or persons performing similar
functions), and employees of the broker
or dealer from influencing the activi-
ties of the third party research analyst
and the content of research reports
prepared by the third party research
analyst.

§242.502 Certifications in connection
with public appearances.

(a) If a broker or dealer publishes,
circulates, or provides a research re-
port prepared by a research analyst
employed by the broker or dealer or
covered person to a U.S. person in the
United States, the broker or dealer
must make a record within 30 days
after any calendar quarter in which the
research analyst made a public appear-
ance that contains the following:

(1) A statement by the research ana-
lyst attesting that the views expressed
by the research analyst in all public
appearances during the calendar quar-
ter accurately reflected the research
analyst’s personal views at that time
about any and all of the subject securi-
ties or issuers; and

(2) A statement by the research ana-
lyst attesting that no part of the re-
search analyst’s compensation was, is,
or will be, directly or indirectly, re-
lated to the specific recommendations
or views expressed by the research ana-
lyst in such public appearances.

(b) If the broker or dealer does not
obtain a statement by the research an-
alyst in accordance with paragraph (a)
of this section:

(1) The broker or dealer shall prompt-
ly notify in writing its examining au-
thority, designated pursuant to section
17(d) of the Securities Exchange Act of
1934 (15 U.S.C. 78q(d)) and §240.17d-2 of
this chapter, that the research analyst
did not provide the certifications speci-
fied in paragraph (a) of this section;
and

(2) For 120 days following notification
pursuant to paragraph (b)(1) of this sec-
tion, the broker or dealer shall disclose
in any research report prepared by the
research analyst and published, cir-
culated, or provided to a U.S. person in
the United States that the research an-
alyst did not provide the certifications
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specified in paragraph (a) of this sec-
tion.

(c) In the case of a research analyst
who is employed outside the United
States by a foreign person located out-
side the United States, this section
shall only apply to a public appearance
while the research analyst is phys-
ically present in the United States.

(d) A broker or dealer shall preserve
the records specified in paragraphs (a)
and (b) of this section in accordance
with §240.17a—4 of this chapter and for a
period of not less than 3 years, the first
2 years in an accessible place.

§242.503 Certain foreign research re-
ports.

A foreign person, located outside the
United States and not associated with
a registered broker or dealer, who pre-
pares a research report concerning a
foreign security and provides it to a
U.S. person in the United States in ac-
cordance with the provisions of
§240.15a-6(a)(2) of this chapter shall be
exempt from the requirements of this
regulation.

§242.504 Notification
persons.

to associated

A broker or dealer shall notify any
person with whom that broker or deal-
er is associated who publishes, cir-
culates, or provides research reports:

(a) Whether the broker or dealer
maintains and enforces written policies
and procedures reasonably designed to
prevent the broker or dealer, any con-
trolling persons, officers (or persons
performing similar functions), or em-
ployees of the broker or dealer from in-
fluencing the activities of research an-
alysts and the content of research re-
ports prepared by the associated per-
son; and

(b) Whether the associated person has
any officers (or persons performing
similar functions) or employees in
common with the broker or dealer who
can influence the activities of research
analysts or the content of research re-
ports and, if so, the identity of those
persons.

§242.505

No provision of this Regulation AC
shall apply to any person who:

Exclusion for news media.
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(a) Is the publisher of any bona fide
newspaper, news magazine or business
or financial publication of general and
regular circulation; and

(b) Is not registered or required to be
registered with the Commission as a
broker or dealer or investment adviser.

REGULATION NMS—REGULATION OF THE
NATIONAL MARKET SYSTEM

SOURCE: 70 FR 37620, June 29, 2005, unless
otherwise noted.

§242.600 NMS security designation
and definitions.

(a) The term national market system
security as used in section 11A(a)(2) of
the Act (156 U.S.C. 78k-1(a)(2)) shall
mean any NMS security as defined in
paragraph (b) of this section.

(b) For purposes of Regulation NMS
(§§242.600 through 242.612), the fol-
lowing definitions shall apply:

(1) Actionable indication of interest
means any indication of interest that
explicitly or implicitly conveys all of
the following information with respect
to any order available at the venue
sending the indication of interest:

(i) Symbol;

(ii) Side (buy or sell);

(iii) A price that is equal to or better
than the national best bid for buy or-
ders and the national best offer for sell
orders; and

(iv) A size that is at least equal to
one round lot.

(2) Aggregate quotation sicze means the
sum of the quotation sizes of all re-
sponsible brokers or dealers who have
communicated on any national securi-
ties exchange bids or offers for an NMS
security at the same price.

(8) Alternative trading system has the
meaning provided in §242.300(a).

(4) Automated quotation means a
quotation displayed by a trading center
that:

(i) Permits an incoming order to be
marked as immediate-or-cancel;

(ii) Immediately and automatically
executes an order marked as imme-
diate-or-cancel against the displayed
quotation up to its full size;

(iii) Immediately and automatically
cancels any unexecuted portion of an
order marked as immediate-or-cancel
without routing the order elsewhere;
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(iv) Immediately and automatically
transmits a response to the sender of
an order marked as immediate-or-can-
cel indicating the action taken with re-
spect to such order; and

(v) Immediately and automatically
displays information that updates the
displayed quotation to reflect any
change to its material terms.

(5) Automated trading center means a
trading center that:

(i) Has implemented such systems,
procedures, and rules as are necessary
to render it capable of displaying
quotations that meet the requirements
for an automated quotation set forth in
paragraph (b)(4) of this section;

(ii) Identifies all quotations other
than automated quotations as manual
quotations;

(iii) Immediately identifies its
quotations as manual quotations when-
ever it has reason to believe that it is
not capable of displaying automated
quotations; and

(iv) Has adopted reasonable standards
limiting when its quotations change
from automated quotations to manual
quotations, and vice versa, to specifi-
cally defined circumstances that pro-
mote fair and efficient access to its
automated quotations and are con-
sistent with the maintenance of fair
and orderly markets.

(6) Average effective spread means the
share-weighted average of effective
spreads for order executions cal-
culated, for buy orders, as double the
amount of difference between the exe-
cution price and the midpoint of the
national best bid and national best
offer at the time of order receipt and,
for sell orders, as double the amount of
difference between the midpoint of the
national best bid and national best
offer at the time of order receipt and
the execution price.

(T) Average realized spread means the
share-weighted average of realized
spreads for order executions cal-
culated, for buy orders, as double the
amount of difference between the exe-
cution price and the midpoint of the
national best bid and national best
offer five minutes after the time of
order execution and, for sell orders, as
double the amount of difference be-
tween the midpoint of the national
best bid and national best offer five
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minutes after the time of order execu-
tion and the execution price; provided,
however, that the midpoint of the final
national best bid and national best
offer disseminated for regular trading
hours shall be used to calculate a real-
ized spread if it is disseminated less
than five minutes after the time of
order execution.

(8) Best bid and best offer mean the
highest priced bid and the lowest
priced offer.

(9) Bid or offer means the bid price or
the offer price communicated by a
member of a national securities ex-
change or member of a national securi-
ties association to any broker or deal-
er, or to any customer, at which it is
willing to buy or sell one or more
round lots of an NMS security, as ei-
ther principal or agent, but shall not
include indications of interest.

(10) Block sice with respect to an order
means it is:

(i) Of at least 10,000 shares; or

(ii) For a quantity of stock having a
market value of at least $200,000.

(11) Categorized by order sice means di-
viding orders into separate categories
for sizes from 100 to 499 shares, from 500
to 1999 shares, from 2000 to 4999 shares,
and 5000 or greater shares.

(12) Categorized by order type means
dividing orders into separate cat-
egories for market orders, marketable
limit orders, inside-the-quote limit or-
ders, at-the-quote limit orders, and
near-the-quote limit orders.

(13) Categorized by security means di-
viding orders into separate categories
for each NMS stock that is included in
a report.

(14) Consolidated display means:

(i) The prices, sizes, and market iden-
tifications of the national best bid and
national best offer for a security; and

(ii) Consolidated last sale informa-
tion for a security.

(15) Consolidated last sale information
means the price, volume, and market
identification of the most recent trans-
action report for a security that is dis-
seminated pursuant to an effective na-
tional market system plan.

(16) Covered order means any market
order or any limit order (including im-
mediate-or-cancel orders) received by a
market center during regular trading
hours at a time when a national best
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bid and national best offer is being dis-
seminated, and, if executed, is executed
during regular trading hours, but shall
exclude any order for which the cus-
tomer requests special handling for
execution, including, but not limited
to, orders to be executed at a market
opening price or a market closing
price, orders submitted with stop
prices, orders to be executed only at
their full size, orders to be executed on
a particular type of tick or bid, orders
submitted on a ‘‘not held” basis, orders
for other than regular settlement, and
orders to be executed at prices unre-
lated to the market price of the secu-
rity at the time of execution.

(17) Customer means any person that
is not a broker or dealer.

(18) Customer limit order means an
order to buy or sell an NMS stock at a
specified price that is not for the ac-
count of either a broker or dealer; pro-
vided, however, that the term customer
limit order shall include an order trans-
mitted by a broker or dealer on behalf
of a customer.

(19) Customer order means an order to
buy or sell an NMS security that is not
for the account of a broker or dealer,
but shall not include any order for a
quantity of a security having a market
value of at least $560,000 for an NMS se-
curity that is an option contract and a
market value of at least $200,000 for
any other NMS security.

(20) Directed order means an order
from a customer that the customer
specifically instructed the broker or
dealer to route to a particular venue
for execution.

(21) Dynamic market monitoring device
means any service provided by a vendor
on an interrogation device or other dis-
play that:

(i) Permits real-time monitoring, on
a dynamic basis, of transaction re-
ports, last sale data, or quotations
with respect to a particular security;
and

(ii) Displays the most recent trans-
action report, last sale data, or
quotation with respect to that security
until such report, data, or quotation
has been superseded or supplemented
by the display of a new transaction re-
port, last sale data, or quotation re-
flecting the next reported transaction
or quotation in that security.
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(22) Effective national market system
plan means any national market sys-
tem plan approved by the Commission
(either temporarily or on a permanent
basis) pursuant to §242.608.

(23) Effective transaction reporting plan
means any transaction reporting plan
approved by the Commission pursuant
to §242.601.

(24) Electronic communications network
means, for the purposes of
§242.602(b)(b), any electronic system
that widely disseminates to third par-
ties orders entered therein by an ex-
change market maker or OTC market
maker, and permits such orders to be
executed against in whole or in part;
except that the term electronic commu-
nications network shall not include:

(i) Any system that crosses multiple
orders at one or more specified times
at a single price set by the system (by
algorithm or by any derivative pricing
mechanism) and does not allow orders
to be crossed or executed against di-
rectly by participants outside of such
times; or

(ii) Any system operated by, or on be-
half of, an OTC market maker or ex-
change market maker that executes
customer orders primarily against the
account of such market maker as prin-
cipal, other than riskless principal.

(2b) Exchange market maker means any
member of a national securities ex-
change that is registered as a specialist
or market maker pursuant to the rules
of such exchange.

(26) Exchange-traded security means
any NMS security or class of NMS se-
curities listed and registered, or admit-
ted to unlisted trading privileges, on a
national securities exchange; provided,
however, that securities not listed on
any national securities exchange that
are traded pursuant to unlisted trading
privileges are excluded.

(27) Executed at the quote means, for
buy orders, execution at a price equal
to the national best offer at the time of
order receipt and, for sell orders, exe-
cution at a price equal to the national
best bid at the time of order receipt.

(28) Executed outside the quote means,
for buy orders, execution at a price
higher than the national best offer at
the time of order receipt and, for sell
orders, execution at a price lower than
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the national best bid at the time of
order receipt.

(29) Ezecuted with price improvement
means, for buy orders, execution at a
price lower than the national best offer
at the time of order receipt and, for
sell orders, execution at a price higher
than the national best bid at the time
of order receipt.

(80) Inside-the-quote limit order, at-the-
quote limit order, and near-the-quote limit
order mean non-marketable buy orders
with limit prices that are, respectively,
higher than, equal to, and lower by
$0.10 or less than the national best bid
at the time of order receipt, and non-
marketable sell orders with limit
prices that are, respectively, lower
than, equal to, and higher by $0.10 or
less than the national best offer at the
time of order receipt.

(31) Intermarket sweep order means a
limit order for an NMS stock that
meets the following requirements:

(i) When routed to a trading center,
the limit order is identified as an inter-
market sweep order; and

(ii) Simultaneously with the routing
of the limit order identified as an
intermarket sweep order, one or more
additional limit orders, as necessary,
are routed to execute against the full
displayed size of any protected bid, in
the case of a limit order to sell, or the
full displayed size of any protected
offer, in the case of a limit order to
buy, for the NMS stock with a price
that is superior to the limit price of
the limit order identified as an inter-
market sweep order. These additional
routed orders also must be marked as
intermarket sweep orders.

(32) Interrogation device means any se-
curities information retrieval system
capable of displaying transaction re-
ports, last sale data, or quotations
upon inquiry, on a current basis on a
terminal or other device.

(33) Joint self-regulatory organization
plan means a plan as to which two or
more self-regulatory organizations,
acting jointly, are sponsors.

(34) Last sale data means any price or
volume data associated with a trans-
action.

(35) Listed equity security means any
equity security listed and registered,
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or admitted to unlisted trading privi-
leges, on a national securities ex-
change.

(36) Listed option means any option
traded on a registered national securi-
ties exchange or automated facility of
a national securities association.

(387) Make publicly available means
posting on an Internet Web site that is
free and readily accessible to the pub-
lic, furnishing a written copy to cus-
tomers on request without charge, and
notifying customers at least annually
in writing that a written copy will be
furnished on request.

(38) Manual quotation means any
quotation other than an automated
quotation.

(39) Market center means any ex-
change market maker, OTC market
maker, alternative trading system, na-
tional securities exchange, or national
securities association.

(40) Marketable limit order means any
buy order with a limit price equal to or
greater than the national best offer at
the time of order receipt, or any sell
order with a limit price equal to or less
than the national best bid at the time
of order receipt.

(41) Moving ticker means any contin-
uous real-time moving display of trans-
action reports or last sale data (other
than a dynamic market monitoring de-
vice) provided on an interrogation or
other display device.

(42) Nasdaq security means any reg-
istered security listed on The Nasdaq
Stock Market, Inc.

(43) National best bid and national best
offer means, with respect to quotations
for an NMS security, the best bid and
best offer for such security that are
calculated and disseminated on a cur-
rent and continuing basis by a plan
processor pursuant to an effective na-
tional market system plan; provided,
that in the event two or more market
centers transmit to the plan processor
pursuant to such plan identical bids or
offers for an NMS security, the best bid
or best offer (as the case may be) shall
be determined by ranking all such
identical bids or offers (as the case may
be) first by size (giving the highest
ranking to the bid or offer associated
with the largest size), and then by time
(giving the highest ranking to the bid
or offer received first in time).

53

§242.600

(44) National market system plan means
any joint self-regulatory organization
plan in connection with:

(i) The planning, development, oper-
ation or regulation of a national mar-
ket system (or a subsystem thereof) or
one or more facilities thereof; or

(ii) The development and implemen-
tation of procedures and/or facilities
designed to achieve compliance by self-
regulatory organizations and their
members with any section of this Reg-
ulation NMS and part 240, subpart A of
this chapter promulgated pursuant to
section 11A of the Act (15 U.S.C. 78k-1).

(45) National securities association
means any association of brokers and
dealers registered pursuant to section
15A of the Act (156 U.S.C. 780-3).

(46) National securities exchange means
any exchange registered pursuant to
section 6 of the Act (15 U.S.C. 78f).

(47) NMS security means any security
or class of securities for which trans-
action reports are collected, processed,
and made available pursuant to an ef-
fective transaction reporting plan, or
an effective national market system
plan for reporting transactions in list-
ed options.

(48) NMS stock means any NMS secu-
rity other than an option.

(49) Non-directed order means any
order from a customer other than a di-
rected order.

(50) Non-marketable limit order means
any limit order other than a market-
able limit order.

(51) Odd-lot means an order for the
purchase or sale of an NMS stock in an
amount less than a round lot.

(52) Options class means all of the put
option or call option series overlying a
security, as defined in section 3(a)(10)
of the Act (15 U.S.C. 78c(a)(10)).

(63) Options series means the con-
tracts in an options class that have the
same unit of trade, expiration date,
and exercise price, and other terms or
conditions.

(54) Orders providing liquidity means
orders that were executed against after
resting at a trading center.

(65) Orders removing liquidity means
orders that executed against resting
trading interest at a trading center.

(66) OTC market maker means any
dealer that holds itself out as being
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willing to buy from and sell to its cus-
tomers, or others, in the United States,
an NMS stock for its own account on a
regular or continuous basis otherwise
than on a national securities exchange
in amounts of less than block size.

(87) Participants, when used in con-
nection with a national market system
plan, means any self-regulatory organi-
zation which has agreed to act in ac-
cordance with the terms of the plan
but which is not a signatory of such
plan.

(68) Payment for order flow has the
meaning provided in §240.10b-10 of this
chapter.

(59) Plan processor means any self-reg-
ulatory organization or securities in-
formation processor acting as an exclu-
sive processor in connection with the
development, implementation and/or
operation of any facility contemplated
by an effective national market system
plan.

(60) Profit-sharing relationship means
any ownership or other type of affili-
ation under which the broker or dealer,
directly or indirectly, may share in
any profits that may be derived from
the execution of non-directed orders.

(61) Protected bid or protected offer
means a quotation in an NMS stock
that:

(i) Is displayed by an automated trad-
ing center;

(ii) Is disseminated pursuant to an ef-
fective national market system plan;
and

(iii) Is an automated quotation that
is the best bid or best offer of a na-
tional securities exchange, the best bid
or best offer of The Nasdaq Stock Mar-
ket, Inc., or the best bid or best offer of
a national securities association other
than the best bid or best offer of The
Nasdaq Stock Market, Inc.

(62) Protected quotation means a pro-
tected bid or a protected offer.

(63) Published aggregate quotation Size
means the aggregate quotation size
calculated by a national securities ex-
change and displayed by a vendor on a
terminal or other display device at the
time an order is presented for execu-
tion to a responsible broker or dealer.

(64) Published bid and published offer
means the bid or offer of a responsible
broker or dealer for an NMS security
communicated by it to its national se-
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curities exchange or association pursu-
ant to §242.602 and displayed by a ven-
dor on a terminal or other display de-
vice at the time an order is presented
for execution to such vresponsible
broker or dealer.

(65) Published quotation sice means the
quotation size of a responsible broker
or dealer communicated by it to its na-
tional securities exchange or associa-
tion pursuant to §242.602 and displayed
by a vendor on a terminal or other dis-
play device at the time an order is pre-
sented for execution to such respon-
sible broker or dealer.

(66) Quotation means a bid or an offer.

(67) Quotation size, when used with re-
spect to a responsible broker’s or deal-
er’s bid or offer for an NMS security,
means:

(i) The number of shares (or units of
trading) of that security which such re-
sponsible broker or dealer has speci-
fied, for purposes of dissemination to
vendors, that it is willing to buy at the
bid price or sell at the offer price com-
prising its bid or offer, as either prin-
cipal or agent; or

(ii) In the event such responsible
broker or dealer has not so specified, a
normal unit of trading for that NMS
security.

(68) Regular trading hours means the
time between 9:30 a.m. and 4:00 p.m.
Eastern Time, or such other time as is
set forth in the procedures established
pursuant to §242.605(a)(2).

(69) Responsible broker
means:

(i) When used with respect to bids or
offers communicated on a national se-
curities exchange, any member of such
national securities exchange who com-
municates to another member on such
national securities exchange, at the lo-
cation (or locations) or through the fa-
cility or facilities designated by such
national securities exchange for trad-
ing in an NMS security a bid or offer
for such NMS security, as either prin-
cipal or agent; provided, however, that,
in the event two or more members of a
national securities exchange have com-
municated on or through such national
securities exchange bids or offers for an
NMS security at the same price, each
such member shall be considered a re-
sponsible broker or dealer for that bid or
offer, subject to the rules of priority

or dealer



Securities and Exchange Commission

and precedence then in effect on that
national securities exchange; and fur-
ther provided, that for a bid or offer
which is transmitted from one member
of a national securities exchange to an-
other member who undertakes to rep-
resent such bid or offer on such na-
tional securities exchange as agent,
only the last member who undertakes
to represent such bid or offer as agent
shall be considered the responsible
broker or dealer for that bid or offer;
and

(ii) When used with respect to bids
and offers communicated by a member
of an association to a broker or dealer
or a customer, the member commu-
nicating the bid or offer (regardless of
whether such bid or offer is for its own
account or on behalf of another per-
son).

(70) Revised bid or offer means a mar-
ket maker’s bid or offer which super-
sedes its published bid or published
offer.

(71) Revised quotation Ssize means a
market maker’s quotation size which
supersedes its published quotation size.

(72) Self-regulatory organization means
any national securities exchange or na-
tional securities association.

(73) Specified persons, when used in
connection with any notification re-
quired to be provided pursuant to
§242.602(a)(3) and any election (or with-
drawal thereof) permitted under
§242.602(a)(b), means:

(i) Each vendor;

(ii) Each plan processor; and

(iii) The processor for the Options
Price Reporting Authority (in the case
of a notification for a subject security
which is a class of securities under-
lying options admitted to trading on
any national securities exchange).

(74) Sponsor, when used in connection
with a national market system plan,
means any self-regulatory organization
which is a signatory to such plan and
has agreed to act in accordance with
the terms of the plan.

(75) SRO display-only facility means a
facility operated by or on behalf of a
national securities exchange or na-
tional securities association that dis-
plays quotations in a security, but does
not execute orders against such
quotations or present orders to mem-
bers for execution.
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(76) SRO trading facilitly means a facil-
ity operated by or on behalf of a na-
tional securities exchange or a na-
tional securities association that exe-
cutes orders in a security or presents
orders to members for execution.

(717) Subject security means:

(i) With respect to a national securi-
ties exchange:

(A) Any exchange-traded security
other than a security for which the ex-
ecuted volume of such exchange, dur-
ing the most recent calendar quarter,
comprised one percent or less of the ag-
gregate trading volume for such secu-
rity as reported pursuant to an effec-
tive transaction reporting plan or ef-
fective national market system plan;
and

(B) Any other NMS security for
which such exchange has in effect an
election, pursuant to §242.602(a)(5)(i),
to collect, process, and make available
to a vendor bids, offers, quotation
sizes, and aggregate quotation sizes
communicated on such exchange; and

(ii) With respect to a member of a na-
tional securities association:

(A) Any exchange-traded security for
which such member acts in the capac-
ity of an OTC market maker unless the
executed volume of such member, dur-
ing the most recent calendar quarter,
comprised one percent or less of the ag-
gregate trading volume for such secu-
rity as reported pursuant to an effec-
tive transaction reporting plan or ef-
fective national market system plan;
and

(B) Any other NMS security for
which such member acts in the capac-
ity of an OTC market maker and has in
effect an election, pursuant to
§242.602(a)(5)(ii), to communicate to its
association bids, offers, and quotation
sizes for the purpose of making such
bids, offers, and quotation sizes avail-
able to a vendor.

(78) Time of order erecution means the
time (to the second) that an order was
executed at any venue.

(79) Time of order receipt means the
time (to the second) that an order was
received by a market center for execu-
tion.

(80) Time of the transaction has the
meaning provided in §240.10b-10 of this
chapter.
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(81) Trade-through means the pur-
chase or sale of an NMS stock during
regular trading hours, either as prin-
cipal or agent, at a price that is lower
than a protected bid or higher than a
protected offer.

(82) Trading center means a national
securities exchange or national securi-
ties association that operates an SRO
trading facility, an alternative trading
system, an exchange market maker, an
OTC market maker, or any other
broker or dealer that executes orders
internally by trading as principal or
crossing orders as agent.

(83) Trading rotation means, with re-
spect to an options class, the time pe-
riod on a national securities exchange
during which:

(i) Opening, re-opening, or closing
transactions in options series in such
options class are not yet completed;
and

(ii) Continuous trading has not yet
commenced or has not yet ended for
the day in options series in such op-
tions class.

(84) Transaction report means a report
containing the price and volume asso-
ciated with a transaction involving the
purchase or sale of one or more round
lots of a security.

(85) Transaction reporting association
means any person authorized to imple-
ment or administer any transaction re-
porting plan on behalf of persons act-
ing jointly under §242.601(a).

(86) Transaction reporting plan means
any plan for collecting, processing,
making available or disseminating
transaction reports with respect to
transactions in securities filed with the
Commission pursuant to, and meeting
the requirements of, §242.601.

(87) Vendor means any securities in-
formation processor engaged in the
business of disseminating transaction
reports, last sale data, or quotations
with respect to NMS securities to bro-
kers, dealers, or investors on a real-
time or other current and continuing
basis, whether through an electronic
communications network, moving
ticker, or interrogation device.

[62 FR 544, Jan. 3, 1997, as amended at 83 FR
58427, Nov. 19, 2018]
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§242.601 Dissemination of transaction
reports and last sale data with re-
spect to transactions in NMS stocks.

(a) Filing and effectiveness of trans-
action reporting plans. (1) Every na-
tional securities exchange shall file a
transaction reporting plan regarding
transactions in listed equity and
Nasdaq securities executed through its
facilities, and every national securities
association shall file a transaction re-
porting plan regarding transactions in
listed equity and Nasdaq securities exe-
cuted by its members otherwise than
on a national securities exchange.

(2) Any transaction reporting plan, or
any amendment thereto, filed pursuant
to this section shall be filed with the
Commission, and considered for ap-
proval, in accordance with the proce-
dures set forth in §242.608(a) and (b).
Any such plan, or amendment thereto,
shall specify, at a minimum:

(i) The listed equity and Nasdaq secu-
rities or classes of such securities for
which transaction reports shall be re-
quired by the plan;

(ii) Reporting requirements with re-
spect to transactions in listed equity
securities and Nasdaq securities, for
any broker or dealer subject to the
plan;

(iii) The manner of collecting, proc-
essing, sequencing, making available
and disseminating transaction reports
and last sale data reported pursuant to
such plan;

(iv) The manner in which such trans-
action reports reported pursuant to
such plan are to be consolidated with
transaction reports from national secu-
rities exchanges and national securi-
ties associations reported pursuant to
any other effective transaction report-
ing plan;

(v) The applicable standards and
methods which will be utilized to en-
sure promptness of reporting, and accu-
racy and completeness of transaction
reports;

(vi) Any rules or procedures which
may be adopted to ensure that trans-
action reports or last sale data will not
be disseminated in a fraudulent or ma-
nipulative manner;

(vii) Specific terms of access to
transaction reports made available or
disseminated pursuant to the plan; and
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(viii) That transaction reports or last
sale data made available to any vendor
for display on an interrogation device
identify the marketplace where each
transaction was executed.

(3) No transaction reporting plan
filed pursuant to this section, or any
amendment to an effective transaction
reporting plan, shall become effective
unless approved by the Commission or

otherwise permitted in accordance
with the procedures set forth in
§242.608.

(b) Prohibitions and reporting require-
ments. (1) No broker or dealer may exe-
cute any transaction in, or induce or
attempt to induce the purchase or sale
of, any NMS stock:

(i) On or through the facilities of a
national securities exchange unless
there is an effective transaction report-
ing plan with respect to transactions in
such security executed on or through
such exchange facilities; or

(ii) Otherwise than on a national se-
curities exchange unless there is an ef-
fective transaction reporting plan with
respect to transactions in such secu-
rity executed otherwise than on a na-
tional securities exchange by such
broker or dealer.

(2) BEvery broker or dealer who is a
member of a national securities ex-
change or national securities associa-
tion shall promptly transmit to the ex-
change or association of which it is a
member all information required by
any effective transaction reporting
plan filed by such exchange or associa-
tion (either individually or jointly with
other exchanges and/or associations).

(c) Retransmission of transaction re-
ports or last sale data. Notwithstanding
any provision of any effective trans-
action reporting plan, no national se-
curities exchange or national securi-
ties association may, either individ-
ually or jointly, by rule, stated policy
or practice, transaction reporting plan
or otherwise, prohibit, condition or
otherwise limit, directly or indirectly,
the ability of any vendor to re-
transmit, for display in moving tick-
ers, transaction reports or last sale
data made available pursuant to any
effective transaction reporting plan;
provided, however, that a national secu-
rities exchange or national securities
association may, by means of an effec-
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tive transaction reporting plan, condi-
tion such retransmission upon appro-
priate undertakings to ensure that any
charges for the distribution of trans-
action reports or last sale data in mov-
ing tickers permitted by paragraph (d)
of this section are collected.

(d) Charges. Nothing in this section
shall preclude any national securities
exchange or national securities asso-
ciation, separately or jointly, pursuant
to the terms of an effective transaction
reporting plan, from imposing reason-
able, uniform charges (irrespective of
geographic location) for distribution of
transaction reports or last sale data.

(e) Appeals. The Commission may, in
its discretion, entertain appeals in con-
nection with the implementation or op-
eration of any effective transaction re-
porting plan in accordance with the
provisions of §242.608(d).

(f) Exemptions. The Commission may
exempt from the provisions of this sec-
tion, either unconditionally or on spec-
ified terms and conditions, any na-
tional securities exchange, national se-
curities association, broker, dealer, or
specified security if the Commission
determines that such exemption is con-
sistent with the public interest, the
protection of investors and the removal
of impediments to, and perfection of
the mechanisms of, a national market
system.

§242.602 Dissemination of quotations
in NMS securities.

(a) Dissemination requirements for na-
tional securities exchanges and national
securities associations. (1) Every na-
tional securities exchange and national
securities association shall establish
and maintain procedures and mecha-
nisms for collecting bids, offers,
quotation sizes, and aggregate
quotation sizes from responsible bro-
kers or dealers who are members of
such exchange or association, proc-
essing such bids, offers, and sizes, and
making such bids, offers, and sizes
available to vendors, as follows:

(i) Each national securities exchange
shall at all times such exchange is open
for trading, collect, process, and make
available to vendors the best bid, the
best offer, and aggregate quotation
sizes for each subject security listed or
admitted to unlisted trading privileges
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which is communicated on any na-
tional securities exchange by any re-
sponsible broker or dealer, but shall
not include:

(A) Any bid or offer executed imme-
diately after communication and any
bid or offer communicated by a respon-
sible broker or dealer other than an ex-
change market maker which is can-
celled or withdrawn if not executed im-
mediately after communication; and

(B) Any bid or offer communicated
during a period when trading in that
security has been suspended or halted,
or prior to the commencement of trad-
ing in that security on any trading
day, on that exchange.

(ii) Each national securities associa-
tion shall, at all times that last sale
information with respect to NMS secu-
rities is reported pursuant to an effec-
tive transaction reporting plan, col-
lect, process, and make available to
vendors the best bid, best offer, and
quotation sizes communicated other-
wise than on an exchange by each
member of such association acting in
the capacity of an OTC market maker
for each subject security and the iden-
tity of that member (excluding any bid
or offer executed immediately after
communication), except during any pe-
riod when over-the-counter trading in
that security has been suspended.

(2) Bach national securities exchange
shall, with respect to each published
bid and published offer representing a
bid or offer of a member for a subject
security, establish and maintain proce-
dures for ascertaining and disclosing to
other members of that exchange, upon
presentation of orders sought to be exe-
cuted by them in reliance upon para-
graph (b)(2) of this section, the identity
of the responsible broker or dealer who
made such bid or offer and the
quotation size associated with it.

(3)(1) If, at any time a national secu-
rities exchange is open for trading,
such exchange determines, pursuant to
rules approved by the Commission pur-
suant to section 19(b)(2) of the Act (156
U.S.C. 78s(b)(2)), that the level of trad-
ing activities or the existence of un-
usual market conditions is such that
the exchange is incapable of collecting,
processing, and making available to
vendors the data for a subject security
required to be made available pursuant
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to paragraph (a)(1) of this section in a
manner that accurately reflects the
current state of the market on such ex-
change, such exchange shall imme-
diately notify all specified persons of
that determination. Upon such notifi-
cation, responsible brokers or dealers
that are members of that exchange
shall be relieved of their obligation
under paragraphs (b)(2) and (c)(3) of
this section and such exchange shall be
relieved of its obligations under para-
graphs (a)(1) and (2) of this section for
that security; provided, however, that
such exchange will continue, to the
maximum extent practicable under the
circumstances, to collect, process, and
make available to vendors data for
that security in accordance with para-
graph (a)(1) of this section.

(ii) During any period a national se-
curities exchange, or any responsible
broker or dealer that is a member of
that exchange, is relieved of any obli-
gation imposed by this section for any
subject security by virtue of a notifica-
tion made pursuant to paragraph
(a)(3)(1) of this section, such exchange
shall monitor the activity or condi-
tions which formed the basis for such
notification and shall immediately re-
notify all specified persons when that
exchange is once again capable of col-
lecting, processing, and making avail-
able to vendors the data for that secu-
rity required to be made available pur-
suant to paragraph (a)(1) of this section
in a manner that accurately reflects
the current state of the market on
such exchange. Upon such renotifica-
tion, any exchange or responsible
broker or dealer which had been re-
lieved of any obligation imposed by
this section as a consequence of the
prior notification shall again be sub-
ject to such obligation.

(4) Nothing in this section shall pre-
clude any national securities exchange
or national securities association from
making available to vendors indica-
tions of interest or bids and offers for a
subject security at any time such ex-
change or association is not required to
do so pursuant to paragraph (a)(1) of
this section.
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(5)(i) Any national securities ex-
change may make an election for pur-
poses of the definition of subject secu-
rity in §242.600(b)(77) for any NMS secu-

rity, by collecting, processing, and
making available bids, offers,
quotation sizes, and aggregate

quotation sizes in that security; except
that for any NMS security previously
listed or admitted to unlisted trading
privileges on only one exchange and
not traded by any OTC market maker,
such election shall be made by noti-
fying all specified persons, and shall be
effective at the opening of trading on
the business day following notification.

(ii) Any member of a national securi-
ties association acting in the capacity
of an OTC market maker may make an
election for purposes of the definition
of subject security in §242.600(b)(77) for
any NMS security, by communicating
to its association bids, offers, and
quotation sizes in that security; except
that for any other NMS security listed
or admitted to unlisted trading privi-
leges on only one exchange and not
traded by any other OTC market
maker, such election shall be made by
notifying its association and all speci-
fied persons, and shall be effective at
the opening of trading on the business
day following notification.

(iii) The election of a national securi-
ties exchange or member of a national
securities association for any NMS se-
curity pursuant to this paragraph (a)(b)
shall cease to be in effect if such ex-
change or member ceases to make
available or communicate bids, offers,
and quotation sizes in such security.

(b) Obligations of responsible brokers
and dealers. (1) Each responsible broker
or dealer shall promptly communicate
to its national securities exchange or
national securities association, pursu-
ant to the procedures established by
that exchange or association, its best
bids, best offers, and quotation sizes for
any subject security.

(2) Subject to the provisions of para-
graph (b)(3) of this section, each re-
sponsible broker or dealer shall be obli-
gated to execute any order to buy or
sell a subject security, other than an
odd-lot order, presented to it by an-
other broker or dealer, or any other
person belonging to a category of per-
sons with whom such responsible
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broker or dealer customarily deals, at
a price at least as favorable to such
buyer or seller as the responsible bro-
ker’s or dealer’s published bid or pub-
lished offer (exclusive of any commis-
sion, commission equivalent or dif-
ferential customarily charged by such
responsible broker or dealer in connec-
tion with execution of any such order)
in any amount up to its published
quotation size.

(3)(i) No responsible broker or dealer
shall be obligated to execute a trans-
action for any subject security as pro-
vided in paragraph (b)(2) of this section
to purchase or sell that subject secu-
rity in an amount greater than such re-
vised quotation size if:

(A) Prior to the presentation of an
order for the purchase or sale of a sub-
ject security, a responsible broker or
dealer has communicated to its ex-
change or association, pursuant to
paragraph (b)(1) of this section, a re-
vised quotation size; or

(B) At the time an order for the pur-
chase or sale of a subject security is
presented, a responsible broker or deal-
er is in the process of effecting a trans-
action in such subject security, and im-
mediately after the completion of such
transaction, it communicates to its ex-
change or association a revised
quotation size, such responsible broker
or dealer shall not be obligated by
paragraph (b)(2) of this section to pur-
chase or sell that subject security in an
amount greater than such revised
quotation size.

(ii) No responsible broker or dealer
shall be obligated to execute a trans-
action for any subject security as pro-
vided in paragraph (b)(2) of this section
if:

(A) Before the order sought to be exe-
cuted is presented, such responsible
broker or dealer has communicated to
its exchange or association pursuant to
paragraph (b)(1) of this section, a re-
vised bid or offer; or

(B) At the time the order sought to
be executed is presented, such respon-
sible broker or dealer is in the process
of effecting a transaction in such sub-
ject security, and, immediately after
the completion of such transaction,
such responsible broker or dealer com-
municates to its exchange or associa-
tion pursuant to paragraph (b)(1) of
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this section, a revised bid or offer; pro-
vided, however, that such responsible
broker or dealer shall nonetheless be
obligated to execute any such order in
such subject security as provided in
paragraph (b)(2) of this section at its
revised bid or offer in any amount up
to its published quotation size or re-
vised quotation size.

(4) Subject to the provisions of para-
graph (a)(4) of this section:

(i) No national securities exchange or
OTC market maker may make avail-
able, disseminate or otherwise commu-
nicate to any vendor, directly or indi-
rectly, for display on a terminal or
other display device any bid, offer,
quotation size, or aggregate quotation
size for any NMS security which is not
a subject security with respect to such
exchange or OTC market maker; and

(ii) No vendor may disseminate or
display on a terminal or other display
device any bid, offer, quotation size, or
aggregate quotation size from any na-
tional securities exchange or OTC mar-
ket maker for any NMS security which
is not a subject security with respect
to such exchange or OTC market
maker.

(5)(1) Entry of any priced order for an
NMS security by an exchange market
maker or OTC market maker in that
security into an electronic communica-
tions network that widely disseminates
such order shall be deemed to be:

(A) A bid or offer under this section,
to be communicated to the market
maker’s exchange or association pursu-
ant to this paragraph (b) for at least
the minimum quotation size that is re-
quired by the rules of the market mak-
er’s exchange or association if the
priced order is for the account of a
market maker, or the actual size of the
order up to the minimum quotation
size required if the priced order is for
the account of a customer; and

(B) A communication of a bid or offer
to a vendor for display on a display de-
vice for purposes of paragraph (b)(4) of
this section.

(ii) An exchange market maker or
OTC market maker that has entered a
priced order for an NMS security into
an electronic communications network
that widely disseminates such order
shall be deemed to be in compliance
with paragraph (b)(56)(i)(A) of this sec-
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tion if the electronic communications
network:

(A)(I) Provides to a national securi-
ties exchange or national securities as-
sociation (or an exclusive processor
acting on behalf of one or more ex-
changes or associations) the prices and
sizes of the orders at the highest buy
price and the lowest sell price for such
security entered in, and widely dis-
seminated by, the electronic commu-
nications network by exchange market
makers and OTC market makers for
the NMS security, and such prices and
sizes are included in the quotation data
made available by such exchange, asso-
ciation, or exclusive processor to ven-
dors pursuant to this section; and

(2) Provides, to any broker or dealer,
the ability to effect a transaction with
a priced order widely disseminated by
the electronic communications net-
work entered therein by an exchange
market maker or OTC market maker
that is:

(i) BEquivalent to the ability of any
broker or dealer to effect a transaction
with an exchange market maker or
OTC market maker pursuant to the
rules of the national securities ex-
change or national securities associa-
tion to which the electronic commu-
nications network supplies such bids
and offers; and

(ii) At the price of the highest priced
buy order or lowest priced sell order, or
better, for the lesser of the cumulative
size of such priced orders entered
therein by exchange market makers or
OTC market makers at such price, or
the size of the execution sought by the
broker or dealer, for such security; or

(B) Is an alternative trading system
that:

(I) Displays orders and provides the
ability to effect transactions with such
orders under §242.301(b)(3); and

(2) Otherwise is in compliance with
Regulation ATS (§242.300 through
§242.303).

(c) Transactions in listed options. (1) A
national securities exchange or na-
tional securities association:

(i) Shall not be required, under para-
graph (a) of this section, to collect
from responsible brokers or dealers
who are members of such exchange or
association, or to make available to
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vendors, the quotation sizes and aggre-
gate quotation sizes for listed options,
if such exchange or association estab-
lishes by rule and periodically pub-
lishes the quotation size for which such
responsible brokers or dealers are obli-
gated to execute an order to buy or sell
an options series that is a subject secu-
rity at its published bid or offer under
paragraph (b)(2) of this section;

(ii) May establish by rule and periodi-
cally publish a quotation size, which
shall not be for less than one contract,
for which responsible brokers or deal-
ers who are members of such exchange
or association are obligated under
paragraph (b)(2) of this section to exe-
cute an order to buy or sell a listed op-
tion for the account of a broker or
dealer that is in an amount different
from the quotation size for which it is
obligated to execute an order for the
account of a customer; and

(iii) May establish and maintain pro-
cedures and mechanisms for collecting
from responsible brokers and dealers
who are members of such exchange or
association, and making available to
vendors, the quotation sizes and aggre-
gate quotation sizes in listed options
for which such responsible broker or
dealer will be obligated under para-
graph (b)(2) of this section to execute
an order from a customer to buy or sell
a listed option and establish by rule
and periodically publish the size, which
shall not be less than one contract, for
which such responsible brokers or deal-
ers are obligated to execute an order
for the account of a broker or dealer.

(2) If, pursuant to paragraph (c)(1) of
this section, the rules of a national se-
curities exchange or national securi-
ties association do not require its
members to communicate to it their
quotation sizes for listed options, a re-
sponsible broker or dealer that is a
member of such exchange or associa-
tion shall:

(i) Be relieved of its obligations
under paragraph (b)(1) of this section
to communicate to such exchange or
association its quotation sizes for any
listed option; and

(ii) Comply with its obligations under
paragraph (b)(2) of this section by exe-
cuting any order to buy or sell a listed
option, in an amount up to the size es-
tablished by such exchange’s or asso-
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ciation’s rules under paragraph (c)(1) of
this section.

(3) Thirty second response. Each re-
sponsible broker or dealer, within thir-
ty seconds of receiving an order to buy
or sell a listed option in an amount
greater than the quotation size estab-
lished by a national securities ex-
change’s or national securities associa-
tion’s rules pursuant to paragraph
(c)(1) of this section, or its published
quotation size must:

(i) Execute the entire order; or

(ii1)(A) Execute that portion of the
order equal to at least:

(I) The quotation size established by
a national securities exchange’s or na-
tional securities association’s rules,
pursuant to paragraph (c¢)(1) of this sec-
tion, to the extent that such exchange
or association does not collect and
make available to vendors quotation
size and aggregate quotation size under
paragraph (a) of this section; or

(2) Its published quotation size; and

(B) Revise its bid or offer.

(4) Notwithstanding paragraph (c)(3)
of this section, no responsible broker
or dealer shall be obligated to execute
a transaction for any listed option as
provided in paragraph (b)(2) of this sec-
tion if:

(i) Any of the circumstances in para-
graph (b)(3) of this section exist; or

(ii) The order for the purchase or sale
of a listed option is presented during a
trading rotation in that listed option.

(d) Exemptions. The Commission may
exempt from the provisions of this sec-
tion, either unconditionally or on spec-
ified terms and conditions, any respon-
sible broker or dealer, electronic com-
munications network, national securi-
ties exchange, or national securities
association if the Commission deter-
mines that such exemption is con-
sistent with the public interest, the
protection of investors and the removal
of impediments to and perfection of the
mechanism of a national market sys-
tem.

[62 FR 544, Jan. 3, 1997, as amended at 83 FR
58427, Nov. 19, 2018]





