
Dear SEC, 

We STRONGLY oppose this new rule. Although we admire the desire to protect retail investors from 
fraud, this is not a viable or comprehensive solution. It would both, #1) financially harm existing 
shareholders (this is a repetitive theme in all of the comments submitted thus far. The Rule cannot 
be allowed to move forward and neglect the very population you are charged with protecting) and 
#2) not fulfill its intended purpose to stop the fraud.  

All empirical evidence on this subject since 1980 has found that low-liquidity micro-cap companies 
(almost all sold OTC) have the highest returns in the entire stock market when broken down by size 
and liquidity. A very high portion of these companies would be unquotable under the New Rule. 
This research has been substantiated by Ibbotson, Chen, Kim & Hu, 2013,  Idzorek, Xiong, & Ibbotson, 
2012, Pastor & Stambaugh, 2003, Datar, Naik & Radcliffe, 1998,  Amihud & Mendelson, 1991, and 
Ibbotson, Siegel & Diermeier, 1984. 

The research concludes that a majority of companies in this category are not frauds and benefit the 
investing public. These companies, and more importantly, their public shareholders, should not be 
overly burdened or directly harmed by the Commissions’ proposed blanket solution.  

Please note the other important finding in this research- the worst returns in the entire market are 
high-liquidity micro-cap companies (almost all sold OTC). The below chart comes from Professor 
Roger Ibbotson et al. (2012).  in the Yale International Working Paper.  

 
 



Professor Ibbotson is a great source to reach out to and can be contacted here 
https://som.yale.edu/faculty/roger-g-ibbotson. 

Forcing Broker-Dealers to only quote “current” OTC stocks will not eliminate the fraud. The vast 
majority of companies that we see on OTC ARE current with their financials. Retail investors do not 
lose money in these stocks because they don’t have the financial information, they lose money in 
the stocks because they are not educated on how to interpret the information that is provided and 
the companies are being heavily promoted by fraudulent CEOs, pump and dump schemes, or other. 
As shown by the data, the most relevant differentiating factor in determining the legitimate 
companies from the fraudulent ones is not whether their financial information is current, it is 
whether they have high or low liquidity (as evidenced by average returns of 15.36% per year for 
low-liquidity micro-caps over 40 years vs 1.32% for high-liquidity micro-caps). By enacting the 
Proposed Rule, retail investors will still be subjected to these promotors and still fall victim to 
fraud. The Rule may mitigate the fraud, by a small degree, while leaving a huge trail of collateral 
damage.  

Again, we cannot STRESS enough that [Release No. 34-87115; File No. S7-14-19] has not taken the 
empirical evidence into consideration and it will do more harm than good. We are aware of dozens 
of families with over half of their life savings in legitimate, low-liquidity, “non-current,” OTC stocks. 
For those citizens to wake up one day to complete and utter financial destruction single handedly 
caused by this Proposed Rule would be devastating. The Commission has the responsibility to 
protect the public, not cause them turmoil beyond belief. 

We URGE you to reconsider.   

 


