§780-6

§ 780-6. Securities analysts and research reports
(a) Analyst protections

The Commission, or upon the authorization
and direction of the Commission, a registered
securities association or national securities ex-
change, shall have adopted, not later than 1 year
after July 30, 2002, rules reasonably designed to
address conflicts of interest that can arise when
securities analysts recommend equity securities
in research reports and public appearances, in
order to improve the objectivity of research and
provide investors with more useful and reliable
information, including rules designed—

(1) to foster greater public confidence in se-
curities research, and to protect the objectiv-
ity and independence of securities analysts,
by—

(A) restricting the prepublication clear-
ance or approval of research reports by per-
sons employed by the broker or dealer who
are engaged in investment banking activi-
ties, or persons not directly responsible for
investment research, other than legal or
compliance staff;

(B) limiting the supervision and compen-
satory evaluation of securities analysts to
officials employed by the broker or dealer
who are not engaged in investment banking
activities; and

(C) requiring that a broker or dealer and
persons employed by a broker or dealer who
are involved with investment banking ac-
tivities may not, directly or indirectly, re-
taliate against or threaten to retaliate
against any securities analyst employed by
that broker or dealer or its affiliates as a re-
sult of an adverse, negative, or otherwise un-
favorable research report that may ad-
versely affect the present or prospective in-
vestment banking relationship of the broker
or dealer with the issuer that is the subject
of the research report, except that such rules
may not limit the authority of a broker or
dealer to discipline a securities analyst for
causes other than such research report in ac-
cordance with the policies and procedures of
the firm;

(2) to define periods during which brokers or
dealers who have participated, or are to par-
ticipate, in a public offering of securities as
underwriters or dealers should not publish or
otherwise distribute research reports relating
to such securities or to the issuer of such secu-
rities;

(3) to establish structural and institutional
safeguards within registered brokers or deal-
ers to assure that securities analysts are sepa-
rated by appropriate informational partitions
within the firm from the review, pressure, or
oversight of those whose involvement in in-
vestment banking activities might potentially
bias their judgment or supervision; and

(4) to address such other issues as the Com-
mission, or such association or exchange, de-
termines appropriate.

(b) Disclosure
The Commission, or upon the authorization

and direction of the Commission, a registered
securities association or national securities ex-
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change, shall have adopted, not later than 1 year
after July 30, 2002, rules reasonably designed to
require each securities analyst to disclose in
public appearances, and each registered broker
or dealer to disclose in each research report, as
applicable, conflicts of interest that are known
or should have been known by the securities an-
alyst or the broker or dealer, to exist at the
time of the appearance or the date of distribu-
tion of the report, including—

(1) the extent to which the securities analyst
has debt or equity investments in the issuer
that is the subject of the appearance or re-
search report;

(2) whether any compensation has been re-
ceived by the registered broker or dealer, or
any affiliate thereof, including the securities
analyst, from the issuer that is the subject of
the appearance or research report, subject to
such exemptions as the Commission may de-
termine appropriate and necessary to prevent
disclosure by virtue of this paragraph of mate-
rial non-public information regarding specific
potential future investment banking trans-
actions of such issuer, as is appropriate in the
public interest and consistent with the protec-
tion of investors;

(3) whether an issuer, the securities of which
are recommended in the appearance or re-
search report, currently is, or during the 1-
year period preceding the date of the appear-
ance or date of distribution of the report has
been, a client of the registered broker or deal-
er, and if so, stating the types of services pro-
vided to the issuer;

(4) whether the securities analyst received
compensation with respect to a research re-
port, based upon (among any other factors) the
investment banking revenues (either generally
or specifically earned from the issuer being
analyzed) of the registered broker or dealer;
and

(5) such other disclosures of conflicts of in-
terest that are material to investors, research
analysts, or the broker or dealer as the Com-
mission, or such association or exchange, de-
termines appropriate.

(¢) Limitation

Notwithstanding subsection (a) or any other
provision of law, neither the Commission nor
any national securities association registered
under section 780-3 of this title may adopt or
maintain any rule or regulation in connection
with an initial public offering of the common eq-
uity of an emerging growth company—

(1) restricting, based on functional role,
which associated persons of a broker, dealer,
or member of a national securities associa-
tion, may arrange for communications be-
tween a securities analyst and a potential in-
vestor; or

(2) restricting a securities analyst from par-
ticipating in any communications with the
management of an emerging growth company
that is also attended by any other associated
person of a broker, dealer, or member of a na-
tional securities association whose functional
role is other than as a securities analyst.

(d) Definitions
In this section—
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(1) the term ‘‘securities analyst’” means any
associated person of a registered broker or
dealer that is principally responsible for, and
any associated person who reports directly or
indirectly to a securities analyst in connec-
tion with, the preparation of the substance of
a research report, whether or not any such
person has the job title of ‘‘securities ana-
lyst’’; and

(2) the term ‘‘research report’” means a writ-
ten or electronic communication that includes
an analysis of equity securities of individual
companies or industries, and that provides in-
formation reasonably sufficient upon which to
base an investment decision.

(June 6, 1934, ch. 404, title I, §15D, as added Pub.
L. 107-204, title V, §501(a), July 30, 2002, 116 Stat.
791; amended Pub. L. 112-106, title I, §105(b), Apr.
5, 2012, 126 Stat. 311.)

AMENDMENTS

2012—Subsecs. (c¢), (d). Pub. L. 112-106 added subsec.
(c) and redesignated former subsec. (¢) as (d).

POST OFFERING COMMUNICATIONS

Pub. L. 112-106, title I, §105(d), Apr. 5, 2012, 126 Stat.
311, provided that: ‘‘Neither the [Securities and Ex-
change] Commission nor any national securities asso-
ciation registered under section 15A of the Securities
Exchange Act of 1934 [15 U.S.C. 780-3] may adopt or
maintain any rule or regulation prohibiting any
broker, dealer, or member of a national securities asso-
ciation from publishing or distributing any research re-
port or making a public appearance, with respect to the
securities of an emerging growth company, either—

‘(1) within any prescribed period of time following
the initial public offering date of the emerging
growth company; or

‘(2) within any prescribed period of time prior to
the expiration date of any agreement between the
broker, dealer, or member of a national securities as-
sociation and the emerging growth company or its
shareholders that restricts or prohibits the sale of se-
curities held by the emerging growth company or its
shareholders after the initial public offering date.”

COMMISSION AUTHORITY

Pub. L. 107-204, title V, §501(c), July 30, 2002, 116 Stat.
793, provided that: ‘“The Commission may promulgate
and amend its regulations, or direct a registered securi-
ties association or national securities exchange to pro-
mulgate and amend its rules, to carry out section 15D
of the Securities Exchange Act of 1934 [15 U.S.C. 780-6],
as added by this section, as is necessary for the protec-
tion of investors and in the public interest.”

§ 780-7. Registration of nationally recognized sta-
tistical rating organizations

(a) Registration procedures
(1) Application for registration
(A) In general

A credit rating agency that elects to be
treated as a nationally recognized statistical
rating organization for purposes of this
chapter (in this section referred to as the
“‘applicant’), shall furnish to the Commis-
sion an application for registration, in such
form as the Commission shall require, by
rule or regulation issued in accordance with
subsection (n), and containing the informa-
tion described in subparagraph (B).
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(B) Required information

An application for registration under this
section shall contain information regard-
ing—

(i) credit ratings performance measure-
ment statistics over short-term, mid-term,
and long-term periods (as applicable) of
the applicant;

(ii) the procedures and methodologies
that the applicant uses in determining
credit ratings;

(iii) policies or procedures adopted and
implemented by the applicant to prevent
the misuse, in violation of this chapter (or
the rules and regulations hereunder), of
material, nonpublic information;

(iv) the organizational structure of the
applicant;

(v) whether or not the applicant has in
effect a code of ethics, and if not, the rea-
sons therefor;

(vi) any conflict of interest relating to
the issuance of credit ratings by the appli-
cant;

(vii) the categories described in any of
clauses (i) through (v) of section
78c(a)(62)(B) of this title with respect to
which the applicant intends to apply for
registration under this section;

(viii) on a confidential basis, a list of the
20 largest issuers and subscribers that use
the credit rating services of the applicant,
by amount of net revenues received there-
from in the fiscal year immediately pre-
ceding the date of submission of the appli-
cation;

(ix) on a confidential basis, as to each
applicable category of obligor described in
any of clauses (i) through (v) of section
78c(a)(62)(B) of this title, written certifi-
cations described in subparagraph (C), ex-
cept as provided in subparagraph (D); and

(x) any other information and documents
concerning the applicant and any person
associated with such applicant as the Com-
mission, by rule, may prescribe as nec-
essary or appropriate in the public interest
or for the protection of investors.

(C) Written certifications

Written certifications required by subpara-
graph (B)(ix)—

(i) shall be provided from not fewer than
10 qualified institutional buyers, none of
which is affiliated with the applicant;

(ii) may address more than one category
of obligors described in any of clauses (i)
through (v) of section 78c(a)(62)(B) of this
title;

(iii) shall include not fewer than 2 cer-
tifications for each such category of obli-
gor; and

(iv) shall state that the qualified institu-
tional buyer—

(I) meets the definition of a qualified
institutional buyer under section
T8c(a)(64) of this title; and

(IT) has used the credit ratings of the
applicant for at least the 3 years imme-
diately preceding the date of the certifi-
cation in the subject category or cat-
egories of obligors.
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