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ABOUT THE MUNICIPAL SECURITIES RULEMAKING BOARD

The mission of the Municipal Securities Rulemaking Board
(MSRB) is to protect investors, municipal entities (includ-
ing issuers of municipal securities, 529 college savings plans
and public pension plans) and obligated persons whose credit
stands behind municipal securities, as well as to promote a fair
and efficient municipal market. To accomplish this mission,
the MSRB regulates securities firms, banks and municipal
advisors that engage in municipal securities and municipal
advisory activities. In addition to writing rules governing the
activities of these regulated entities, the MSRB operates the
Electronic Municipal Market Access (EMMA) website to
promote transparency and widespread access to information,
provides education and conducts extensive outreach as part of
its mission-driven activities. The MSRB has operated under
Congressional mandate with oversight by the Securities and
Exchange Commission (SEC) since 1975.

The MSRB’s majority-public board of directors is composed
of 21 members, including representatives of regulated enti-
ties, investors, municipal entities and other members of the
public, and is a self-regulatory organization subject to over-
sight by the SEC. Members of the MSRB meet throughout
the year to make policy decisions, approve rulemaking, en-
hance information systems and review developments in the
municipal market. The operations of the MSRB are funded
through assessments on regulated entities and a professional
staff in Alexandria, Virginia manages the MSRB’s day-to-day
operations.

Rulemaking Process

The Securities Exchange Act sets forth certain areas appro-
priate for the MSRB’s rulemaking, including rules to prevent
fraudulent and manipulative acts and practices, to promote
just and equitable principles of trade and to serve various
other specific purposes described in the Securities Exchange
Act. In order to provide the maximum opportunity for indus-
try participation, the MSRB generally publishes rulemaking
proposals as requests for comments and provides for public
comment period. Substantive comments on rule proposals re-
ceived as a result of these procedures have had an important
impact on the MSRB'’s deliberations.

Upon adoption by the MSRB in final form, rule proposals are
filed with the SEC. In its rule filings, the MSRB is required
to address the terms and purpose of the proposed rules, the
statutory basis for their adoption, an analysis of the comments
received, and the statutory justification for any anticipated
burden on competition the rule proposals might impose.

The Securities Exchange Act requires the SEC to publish the
MSRB’s rule proposals in the Federal Register for public
comment. MSRB rules only become effective upon approval
by the SEC or, in very limited circumstances provided under
the Securities Exchange Act, immediately upon filing with the
SEC. Upon becoming effective, MSRB rules have the force
and effect of federal law.

The MSRB’s rules are enforced by the Financial Industry
Regulatory Authority for securities firms, by bank regulatory
agencies (the Board of Governors of the Federal Reserve Sys-
tem, the Office of the Comptroller of the Currency, the Federal
Deposit Insurance Corporation and the Office of Thrift Super-
vision) for banks, and by the SEC for municipal advisors and
all securities firms and banks. Although the MSRB does not
have inspection or enforcement powers, an important aspect
of its rulemaking activities involves the ongoing interpreta-
tion of its rules. This is done by means of interpretive letters
and notices. The MSRB also closely coordinates with the or-
ganizations charged with enforcement of the MSRB’s rules
concerning the meaning and proper application of the rules.

Principles-Based Rules

MSRB rules reflect the special characteristics of the munici-
pal market and its unique regulatory needs, and are designed
to regulate the conduct of regulated entities. In general,
MSRB rules are “principles-based” with specific guidance
given where appropriate.

MSRB rules can generally be categorized as (1) fair practice
rules (e.g., requirements to provide affirmative disclosures
of material facts to investors; to ensure the suitability of rec-
ommendations of municipal securities transactions; to fairly
price transactions; to avoid conflicts of interest; and to pub-
lish fair and accurate advertisements and price quotations);
(2) uniform practice rules (e.g., rules to ensure that standard
procedures are followed in underwriting, clearing, confirm-
ing and settling transactions in municipal securities; to help
ensure the efficiency of market operations while accommo-
dating the differences between municipal securities and other
debt instruments); (3) professional qualification rules (e.g.,
requirements for market professionals to pass tests demon-
strating competency; continuing education requirements); (4)
operational standards (e.g., rules regarding recordkeeping;
supervision of professionals); and (5) marketplace disclosure
rules (e.g., rules requiring real-time reporting of trade prices,
underwriter filing of issuer’s disclosure documents, and dis-
closure to the MSRB of political contributions by regulated
entities for public dissemination).

These rules require regulated entities to observe the highest
professional standards in their activities and relationships
with customers and municipal entities, and go significantly
beyond the general anti-fraud principles that constrain federal
securities laws.

vii
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Operating Procedures and Finances

The MSRB’s administrative rules provide for a chair and vice
chair, elected by the members for a one-year term. The MSRB
has established standing committees as well as rulemak-
ing working groups focused on specific areas of rulemaking
activities.

As a self-regulatory organization, the MSRB is not financed
by the federal government. The MSRB’s operations are sup-
ported by fees and assessments paid by regulated entities

viii |

engaged in municipal securities and municipal advisory ac-
tivities, including an initial and annual fee for all regulated
entities, an assessment based on the volume of new issue un-
derwriting in which a securities firm or bank participates and
an assessment based on municipal securities transactions by
securities firms and banks.
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Rule A-1
Rules of the Board

The rules of the Board shall be classified as administra-
tive rules, definitional rules and general rules, respectively.
Administrative rules shall pertain to the operation and ad-
ministration of the Board and shall be identified by the prefix
“A”. Definitional rules shall define terms used in the rules of
the Board and shall be identified by the prefix “D”. General
rules shall pertain to all other matters within the scope of the
Board’s authority and shall be identified by the prefix “G”.

Rule A-2
Powers of the Board

Subject to the provisions of the Act and the rules and regu-
lations of the Commission thereunder, and other applicable
law, the Board shall have the power to determine all matters
relating to the operation and administration of the Board and
to exercise all other rights and powers granted by the Act and
other applicable law to the Board. Notwithstanding anything
to the contrary in the Board’s rules or By-laws, no delegation
will derogate from Board powers under the Act or other ap-
plicable law.

Rule A-3
Membership on the Board

(a) Number and Representation. The Board shall consist of
15 members, at all times equally divided among the following
groups:

@) Public Representatives. Individuals who are not
associated with any broker, dealer, or municipal securities
dealer (other than by reason of being under common control
with, or indirectly controlling, any broker or dealer which is
not a broker, dealer or municipal securities dealer that effects
municipal securities transactions), at least one of whom shall
be representative of investors in municipal securities, and at
least one of whom shall be representative of issuers of mu-
nicipal securities;

(i)  Broker-Dealer Representatives. Individuals who
are associated with and representative of brokers, dealers and
municipal securities dealers which are not banks or subsidiar-
ies or departments or divisions of banks;

(iii)  Bank Representatives. Individuals who are associ-
ated with and representative of municipal securities dealers
which are banks or subsidiaries or departments or divisions of
banks.

(b) Increase or Decrease in Number. The total number of
members of the Board may be increased or decreased from
time to time by rule of the Board, but in no event shall the
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total number of members of the Board be less than 15. Any
such increase or decrease shall be in multiples of six so that
the total number of members of the Board shall always be an
odd number, equally divided among the three groups of repre-
sentatives enumerated in section (a) of this rule.

(¢) Nomination and Election of Members.

(i) Members shall be nominated and elected in accor-
dance with the procedures specified by this rule. All members
of the Board shall be elected for terms of three years, so that
the terms of office of one-third of the whole Board shall ex-
pire each year. The terms of office of all members of the Board
shall commence on October 1 of the year in which elected and
shall terminate on September 30 of the year in which their
terms expire. A member of the Board may serve additional
terms as a Board member upon nomination and election for
each such additional term in accordance with the procedures
specified by this rule, provided that, a member of the Board
may immediately succeed himself or herself in office for
only a single successive term and only upon nomination and
election for such successive term in accordance with the pro-
cedures specified by this rule. No broker-dealer representative
or bank representative may be succeeded in office by any per-
son associated with the broker, dealer or municipal securities
dealer with which such member was associated at the expi-
ration of such member’s term except in the case of a Board
member who succeeds himself or herself in office.

(ii)  The Board will appoint a Nominating Committee
composed of nine members. The membership of the Nomi-
nating Committee shall consist of six Board members and
three persons who are not members of the Board. Of the six
Board members, two shall be bank representatives, two shall
be broker-dealer representatives, and two shall be public rep-
resentatives. Of the three non-Board members, one shall be
associated with and representative of bank dealers, one shall
be associated with and representative of brokers, dealers, and
municipal securities dealers other than bank dealers, and one
shall not be associated with any broker, dealer, or municipal
securities dealer (other than by reason of being under common
control with, or indirectly controlling any broker or dealer
which is not a broker, dealer or municipal securities dealer
that effects municipal securities transactions). In appoint-
ing persons to serve on the Nominating Committee, factors
to be considered include, without limitation, diversity in the
geographic location, size and type of brokers, dealers and mu-
nicipal securities dealers represented on such Committee.

(iii) The Nominating Committee shall publish a no-
tice in a financial journal having general national circulation
among members of the municipal securities industry solicit-
ing nominations for the positions on the Board to be filled in
such year. The notice shall require that recommendations be
accompanied by a statement of the position for which the per-
son is recommended, the background and qualifications for

Rule A-3 | 1
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membership on the Board of the person recommended and
information concerning such person’s association with any
broker, dealer, or municipal securities dealer. The Nominating
Committee shall accept recommendations pursuant to such
notice for a period of at least 30 days. Any interested member
of the public, whether or not associated with a broker, dealer,
or municipal securities dealer, may submit recommendations
to the Nominating Committee. The names of all persons
recommended to the Nominating Committee shall be made
available to the public upon request.

(iv) The Nominating Committee shall nominate one
person for each of the Board positions to be filled and shall
submit the nominees to the Board for approval. In making
such nominations, the Nominating Committee shall take into
consideration such factors as, without limitation, diversity
in the geographic location, size and type of brokers, dealers,
and municipal securities dealer represented. Each nomination
shall be accompanied by a statement indicating the position
for which such person is nominated, the nominee’s qualifi-
cations to serve as a member of the Board, and information
concerning the nominee’s association with any broker, dealer,
or municipal securities dealer. The names of the nominees
will be confidential.

(v)  The Board shall accept or reject each nominee
submitted by the Nominating Committee. In the event that
the Board rejects a nominee, the Nominating Committee will
propose another nominee for Board consideration.

(vi)  The public representatives on the Board will, prior
to their assumption of office, be subject to approval by the
Commission to assure that no one of them is associated with
any broker, dealer or municipal securities dealer (other than
by reason of being under common control with, or indirectly
controlling, any broker or dealer which is not a broker, dealer
or municipal securities dealer that effects municipal securities
transactions) and that at least one of the public representatives
of the Board is representative of investors in municipal securi-
ties and at least one is representative of issuers of municipal
securities.

(vii) Upon completion of the procedures for nomination
and election of new Board members, the Board will announce
the names of the new members not later than October 1 of
each year.

(d) Resignation and Removal of Members. A member may
resign from the Board by submitting a written notice of res-
ignation to the Chair of the Board which shall specify the
effective date of such member’s resignation. In no event shall
such date be more than 30 days from the date of delivery of
such notice to the Chair. If no date is specified, the resigna-
tion shall become effective immediately upon its delivery to
the Chair. In the event the Board shall find that any mem-
ber has willfully violated any provision of the Act, any rule
or regulation of the Commission thereunder, or any rule of
the Board or has abused his or her authority or has otherwise
acted, or failed to act, so as to affect adversely the public in-
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terest or the best interests of the Board, the Board may, upon
the affirmative vote of two-thirds of the whole Board (which
shall include the affirmative vote of at least one public rep-
resentative, one broker-dealer representative and one bank
representative), remove such member from office.

(e) Vacancies. Vacancies on the Board shall be filled by vote
of the members of the Board, subject to the Commission’s
power of approval referred to in section (c) of this rule with
respect to public representatives. Any person so elected to fill
a vacancy shall serve for the term, or any unexpired portion
of the term, for which such person’s predecessor was elected.
For purposes of this rule, the term “vacancies on the Board”
shall include any vacancy resulting from the resignation of
any person duly elected to the Board prior to the commence-
ment of his or her term.

(f) Compensation and Expenses. The Board may provide
for reasonable compensation of the MSRB Chair, Committee
Chairs, members of the Board, and members of any Com-
mittee, including Committees made up entirely of non-Board
members. The Board also may provide for reimbursement of
actual and reasonable expenses incurred by such persons in
connection with the business of the MSRB.

(g) Affiliations. Two persons associated with the same bro-
ker, dealer or municipal securities dealer shall not serve as
members of the Board at the same time.

(h) For purposes of this rule:

1) the term “Dodd-Frank Act” means the Dodd-
Frank Wall Street Reform and Consumer Protection Act, Pub.
L. No. 111-203, 124 Stat. 1376 (2010).

(ii))  the term “independent of any municipal securi-
ties broker, municipal securities dealer, or municipal advisor”
means that the individual has “no material business rela-
tionship” with any municipal securities broker, municipal
securities dealer, or municipal advisor. The term “no material
business relationship” means that, at a minimum, the individ-
ual is not and, within the last two years, was not associated
with a municipal securities broker, municipal securities deal-
er, or municipal advisor, and that the individual does not have
a relationship with any municipal securities broker, municipal
securities dealer, or municipal advisor, whether compensatory
or otherwise, that reasonably could affect the independent
judgment or decision making of the individual. The Board, or
by delegation its Nominating Committee, may determine that
additional circumstances involving the individual constitute
a “material business relationship” with a municipal securities
broker, municipal securities dealer, or municipal advisor.

(iii) the terms “municipal advisor” and “municipal
entity” have the meanings set forth in Section 975(e) of the
Dodd-Frank Act.

(i) Transitional Provision for the Board’s Fiscal Year Com-
mencing October 1, 2010.



(i) Notwithstanding any other provision of this rule, for
the Board’s fiscal years commencing October 1, 2010 and
ending September 30, 2012, the Board shall consist of 21
members who are knowledgeable of matters related to the
municipal securities markets and are:

(A) Public Representatives. 11 individuals who are
independent of any municipal securities broker, munici-
pal securities dealer, or municipal advisor, of which:

(1) at least one shall be representative of insti-
tutional or retail investors in municipal securities;

(2) at least one shall be representative of mu-
nicipal entities; and

(3) atleast one shall be a member of the public
with knowledge of or experience in the municipal
industry; and

(B) Regulated Representatives. 10 individuals who
are associated with a broker, dealer, municipal securities
dealer, or municipal advisor, of which:

(1) at least one shall be associated with and
representative of brokers, dealers or municipal se-
curities dealers that are not banks or subsidiaries or
departments or divisions of banks;

(2) at least one shall be associated with and
representative of municipal securities dealers that
are banks or subsidiaries or departments or divisions
of banks; and

(3) at least one, and not less than 30 percent of
the total number of regulated representatives, shall
be associated with and representative of municipal
advisors and shall not be associated with a broker,
dealer or municipal securities dealer.

(ii)  Prior to October 1, 2010, the Board shall elect 11
new Board members — eight public representatives and three
municipal advisor representatives — with terms expiring on
September 30,2012.

(iii)) Notwithstanding any other provision of this rule,
the Nominating Committee shall publish, or shall have pub-
lished at any time on or after enactment of the Dodd-Frank
Act, a notice in a financial journal having general national cir-
culation among members of the municipal securities industry
soliciting nominations for municipal advisor candidates for
the Board for the fiscal years commencing on October 1,2010
and ending September 30, 2012. The notice shall require that
recommendations be accompanied by information concerning
the background of the nominee. The Nominating Committee
shall accept recommendations pursuant to such notice for
a period of at least 14 days from the date of publication of
the notice. Any interested member of the public, whether or
not associated with a municipal advisor, may submit recom-
mendations to the Nominating Committee. The names of all
persons recommended to the Nominating Committee shall be
made available to the public upon request.
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(iv)  Onor after October 1,2010 and prior to the forma-
tion of the Nominating Committee for purposes of nominating
potential new members of the Board with terms commencing
on October 1, 2011, the Board shall amend the provisions of
section (c) of this rule relating to the composition and proce-
dures of the Nominating Committee to:

(A) reflect the composition of the Board as provided
under the Dodd-Frank Act;

(B) assure that the Nominating Committee shall be
composed of a majority of public representatives and to
assure fair representation of bank representatives, broker-
dealer representatives and advisor representatives within
the meaning of Section 975 of the Dodd-Frank Act; and

(C) reflect such other considerations consistent with
the provisions of the Act and the Dodd-Frank Act as the
Board shall determine are appropriate.

(v)  The Board may take such actions as are necessary
or appropriate pursuant to this section (i) prior to October 1,
2010 for the purpose of effectuating the provisions of Section
975(b) of the Dodd-Frank Act.

Rule A-4
Meetings of the Board

(a) Meetings. Regular meetings of the Board shall be held at
least quarterly and at such time and place as from time to time
determined by resolution of the Board or provided by rule of
the Board. Special meetings of the Board shall be called by
the Chair of the Board or at the written request of not less
than three members, which request shall in each case specify
the purpose or purposes of the meeting. At special meetings,
the Board shall consider only those specific matters for which
the meeting was called, unless all members consent either at
the meeting or in writing before or after the meeting to the
consideration of other matters.

(b) Notice of Meetings. Notice of the time and place of spe-
cial meetings of the Board shall be provided to each member,
as well as to the Secretary of the Board, not later than the
third calendar day preceding the date on which the meeting
is to be held or as otherwise required by law, provided that
such advance notice may be waived by unanimous consent of
all Board members attending such meeting. Notice of a spe-
cial meeting shall also set forth the purpose or purposes of
the meeting. Notice of a special meeting need not be given to
any member who submits a signed waiver of notice before or
after the meeting, or who attends the meeting without protest-
ing, prior thereto or at the commencement thereof, the lack of
notice to such member. No notice of regular meetings of the
Board shall be required.

(¢) Quorum and Voting Requirements. A quorum of the
Board shall consist of two-thirds of the whole Board (at least
one of whom shall be a public representative, one a broker-
dealer representative and one a bank representative), and any

Rule A-4 | 3



MSRB RULE BOOK

action taken by the affirmative vote of a majority of the whole
Board at any meeting at which a quorum is present shall, ex-
cept as otherwise provided by rule of the Board, constitute the
action of the Board. Unless otherwise specified by the Act or
by rule of the Board, action by the Board may be by resolu-
tion. Resolutions of the Board shall take effect immediately,
unless a different effective date shall be specified therein.

(d) Action Without a Meeting. Action by the Board may be
taken without a meeting by written consent of the Board set-
ting forth the action so taken or by telephone or e-mail poll of
all members of the Board, provided that, in the case of action
taken by telephone or e-mail poll, the Board, at a meeting, or
the chairman of the Board authorizes the action to be taken
by such means. The Executive Director shall transmit to each
Board member, as soon as practicable after a telephone or
e-mail poll is taken, a written statement setting forth the ques-
tion or questions with respect to which the telephone or e-mail
poll was taken and the results of the telephone or e-mail poll.
Such statement shall also be entered in the minutes of the next
Board meeting. In the case of action taken without a meeting
by written consent, telephone or e-mail poll, an affirmative
vote of a majority of the whole Board is required.

Rule A-5
Officers and Employees of the Board

(a) Officers of the Board. The officers of the Board shall
consist of a Chair and a Vice Chair, and such other officers
as the Board may deem necessary or appropriate. The Chair
shall preside at meetings of the Board. During the absence
or inability to act of the Chair, or while the office of Chair is
vacant, the Vice Chair shall be vested with all of the powers
and shall perform all of the duties of the Chair. In the event of
the absence of both the Chair and Vice Chair at any meeting
of the Board, the Board may designate one of the members
present as acting Chair for the purpose of presiding at such
meeting. The officers of the Board shall have such other pow-
ers and perform such other duties as the Board may determine
by resolution.

(b) Election of Officers of the Board. Officers of the Board
shall be elected annually from among the members, by secret,
written ballot of the members, at a meeting of the Board held
prior to October 1 of each year according to procedures adopt-
ed by the Board. Officers shall serve for a term commencing
on the October 1 next following their election and ending with
the succeeding September 30; provided, however, that any of-
ficer may resign his or her office prior to the expiration of his
or her term by filing a written notice of resignation with the
Secretary to the Board which shall specify the effective date
of such resignation. In no event shall such date be less than
10 days or more than 30 days from the date of filing of such
notice. If no date is specified, the resignation shall become ef-
fective 10 days from the date of filing. The Board may remove
any officer at any time by two-thirds vote of the whole Board.
Vacancies in office shall be filled as soon as practicable by
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vote of the members and any person elected to fill a vacancy
shall serve only for the remainder of his or her predecessor’s
term. For purposes of this rule, the term “vacancies in office”
shall include any vacancy resulting from the resignation of
any person duly elected to an office prior to the commence-
ment of his or her term.

(c) Executive and Administrative Staff. The staff of the
Board shall consist of an Executive Director, a General Coun-
sel, a Secretary to the Board, a Treasurer to the Board, and
such other personnel as the Board shall deem necessary or
appropriate. The duties and responsibilities of the Executive
Director shall be as prescribed by the Board. The duties and
responsibilities of all other staff shall be as prescribed by the
Executive Director.

(d) Attorneys, Consultants and Others. The Board may retain
such attorneys, consultants and other independent contractors
as the Board may deem necessary or appropriate.

Rule A-6
Committees of the Board

(a) Establishment. The Board may establish one or more
standing or special committees, each to have and exercise
such powers and authority as may be provided by the Board in
the resolution establishing such committee; provided, howev-
er, that no such committee shall have the authority to exercise
any of the powers and authority specifically required to be ex-
ercised by the entire Board by the Act or by rule of the Board
or other applicable law. The Chair of the Board shall be an ex
officio member of each committee.

(b) Procedure. The Board shall, by resolution, establish rules
of procedure for each committee appointed by the Board, to
the extent deemed necessary or appropriate by the Board. To
the extent not so provided by the Board, each committee may
determine its own rules of procedure.

Rule A-7
Assessments

The Board shall, by rule, provide for the costs and expenses
of its operation and administration by levying such fees and
charges on brokers, dealers, municipal securities dealers, and
municipal advisors as may be determined necessary or appro-
priate by the Board.
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Rule A-8
Rulemaking Procedures

(a) Adoption of Proposed Rules and Submission to Commis-
sion. The Board shall adopt such proposed rules as the Board
shall deem necessary or appropriate to effect the purposes of
the Act with respect to transactions in municipal securities ef-
fected by brokers, dealers and municipal securities dealers,
and municipal advisory activities engaged in by municipal
advisors, including, as a minimum, proposed rules relating
to those matters prescribed in section 15B(b)(2)(A) through
(L) of the Act. Upon their adoption by the Board, the Board
shall submit proposed rules to the Commission in accordance
with the procedures set forth in section 19(b) of the Act and
shall file such proposed rules with the appropriate regulatory
agencies in accordance with the provisions of section 17(c) of
the Act. A proposed rule of the Board shall become a rule of
the Board upon its approval by the Commission, pursuant to
section 19(b)(2) of the Act, or upon filing with the Commis-
sion in accordance with the provisions of section 19(b)(3)(A)
of the Act, or upon the determination of the Commission in
accordance with the provisions of section 19(b)(3)(B) of the
Act. Documents required to be submitted to the Commission
in connection with the proposed rules of the Board shall be
signed on behalf of the Board by the Secretary of the Board,
or by any person designated by the Board for that purpose by
resolution.

(b) Advisory Opinions and Interpretations. The Board may
from time to time render or cause to be rendered advisory
opinions and interpretations of rules of the Board at the
request of any interested person. Such opinions and interpre-
tations shall represent the Board’s intent in adopting the rules
which are the subject of such opinions and interpretations.

(c) Procedures. The Board may from time to time prescribe
and amend procedures relating to the administration of Board
rules. Such procedures and amendments may be approved by
the Board pursuant to rule A-4(d).

Each broker, dealer, municipal securities dealer, and
municipal advisor shall be subject to such procedures and
amendments thereto in the same manner as the broker, dealer,
municipal securities dealer, and municipal advisor is subject
to the rules of the Board.

Procedures and amendments thereto shall become effec-
tive no earlier than 10 business days after publication of such
procedures and amendments.

(d) Access to Board Rules and Other Action. The Board shall
establish procedures designed to provide access by all inter-
ested persons to rules of the Board and other official Board
action, and otherwise to keep all interested persons informed
and advised of all such rules and action.

Rule A-9
Fiscal Year

The fiscal year of the Board shall commence on October 1
of each year and end on September 30 of the following year.

Rule A-10
Independent Audit

The books and records of the Board shall be audited annually
by independent certified public accountants selected by the
Board, who shall certify the results of their audit to the Board
not later than 90 days following the close of each fiscal year
of the Board.

Rule A-11
*RESERVED**

Rule A-12
Initial Fee

Prior to effecting any transaction in or inducing or attempt-
ing to induce the purchase or sale of any municipal security,
or engaging in municipal advisory activities, a broker, dealer,
municipal securities dealer, or municipal advisor shall pay
to the Board an initial fee of $100, accompanied by a writ-
ten statement-setting forth the name, address and Securities
and Exchange Commission registration number of the broker,
dealer, municipal securities dealer, or municipal advisor on
whose behalf such fee is paid. The Commission registration
number shall also be set forth on the face of the remittance.
Such fee shall be payable at the offices of the Board. In the
event any person subject to this rule shall fail to pay the re-
quired fee, the Board may recommend to the Commission
that the registration of such person with the Commission be
suspended or revoked. No municipal advisor shall be in viola-
tion of this rule for failure to pay this initial fee in advance of
January 1,2011.

Rule A-12 Interpretations

Interpretive Letters

Extent of municipal securities activities. You inquire wheth-
er your firm is subject to the initial fee imposed by rule A-12
of the Municipal Securities Rulemaking Board (“MSRB”). In
that letter, you argue that the fee would constitute a substantial
portion of the income of the [company name omitted] from
the sale of a municipal securities and that firms with a low
volume of business should not be required to pay this fee.

The MSRB was established by the Securities Acts Amend-
ments of 1975 as the primary rulemaking authority with
respect to the activities of municipal securities brokers and
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dealers and transactions in municipal securities. All munici-
pal securities brokers and dealers, regardless of the volume
of their municipal securities business, are subject to the rules
promulgated by the MSRB.

MSRB rule A-12 provides for an initial assessment upon all
municipal securities brokers and dealers to defray a portion
of the MSRB’s costs and expenses. In approving this rule,
the Commission determined that such an assessment does not
impose an undue burden and is consistent with the statutory
requirement that the MSRB be self-funding. Thus, we can
find no reason to recommend that the Commission exempt
the Company from the provisions of MSRB rule A-12. SEC
interpretation of January 6, 1977.

Extent of municipal securities activities. We have received
a copy of your letter of December 17, 1976, addressed to the
Municipal Securities Rulemaking Board (“MSRB”), in which
you question the applicability of MSRB Rule A-12 to [name
of company omitted], a registered broker-dealer which, in
1976, engaged in occasional municipal securities transac-
tions involving securities which totaled under $12,000 in face
amount.

The MSRB was established by the Securities Acts Amend-
ments of 1975 (the “Amendments”) as the primary rulemaking
authority with respect to the activities of municipal securities
brokers and dealers and with respect to transactions in munic-
ipal securities. All municipal securities brokers and dealers,
regardless of whether they were registered broker-dealers pri-
or to the Amendments and regardless of the volume of their
municipal securities business, are subject to the rules promul-
gated by the MSRB.

MSRB Rule A-12 provides for a single, initial assessment
of $100 upon all municipal securities brokers and dealers to
defray a portion of the MSRB’s costs and expenses in carry-
ing out its Congressionally mandated function of devising a
system of rules and regulations applicable to all municipal
securities professionals. The bulk of those costs and expenses
are currently defrayed by revenues from fees assessed pursu-
ant to Rule A-13 which applies to underwriters of municipal
securities.

In approving MSRB Rule A-12, the Commission determined
that such an assessment does not impose an undue burden and
is consistent with the statutory requirement that the MSRB
be self-funding. Therefore, we would not recommend that the
Commission consider exempting [name of company omitted]
from the provisions of MSRB Rule A-12. SEC interpretation
of January 4, 1977.

Previously registered entities. Thank you for your letter
[name and date deleted] which has been referred to me for
response. The letter relates to the Municipal Securities Rule-
making Board’s rule A-12, which imposes an initial fee of
$100 on municipal securities brokers and municipal securities
dealers.

Rule A-12

We note that the terms “municipal securities broker” and
“municipal securities dealer” are not restricted under the Se-
curities Acts Amendments of 1975 (the “1975 Amendments”)
to securities firms and banks effecting transactions exclusive-
ly in municipal securities. Many municipal securities brokers
and municipal securities dealers (other than bank dealers)
were registered with the Securities and Exchange Commis-
sion (the “Commission”) as brokers or dealers prior to the
1975 Amendments. Municipal securities brokers and munici-
pal securities dealers already registered with the Commission
were not required to re-register with respect to their municipal
securities activities, but nevertheless are subject to payment
of the Board’s initial fee. In addition, many municipal securi-
ties brokers and municipal securities dealers have been and
are members of the national securities exchanges and the Na-
tional Association of Securities Dealers, Inc.

We are unable to conclude from the information set forth in
your letter that the initial fee imposed by the Board’s rule
A-12 is inapplicable to your firm. MSRB interpretation of
June 16, 1976.

Introducing broker. We are in receipt of your letter dated
March 23, 1976, concerning the Municipal Securities Rule-
making Board’s initial fee of $100 payable by municipal
securities brokers and municipal securities dealers.

We note that the term “broker” as defined in section 3(a)(4)
of the Securities Exchange Act of 1934 (the “Act”) is not re-
stricted to securities firms that directly effect transactions for
the account of others. Rule 15¢3-1(a)(2) of the Securities and
Exchange Commission, which establishes the ... minimum
net capital requirement applicable to brokers that generally
do not carry customer accounts, necessarily assumes that the
introduction and forwarding of transactions and accounts “to
another broker or dealer” is itself the performance of a broker-
age function. The definition of the term “municipal securities
broker” set forth in section 3(a)(31) of the Act incorporates
the statutory definition of “broker” and therefore appears sim-
ilarly not restricted to firms directly effecting transactions in
municipal securities for the account of others.

Pursuant to rule D-1 of the Board, which incorporates the def-
initions of terms used in the Act for purposes of the Board’s
rules, the term “municipal securities broker” as used in rule
A-12 has the same meaning as set forth in section 3(a)(31)
of the Act. Accordingly, we are unable to conclude from the
information set forth in your letter that the fee imposed by
rule A-12 is inapplicable to your firm. MSRB interpretation
of April 2, 1976.

Introducing broker. Thank you for your letter [name and
date deleted] which has been referred to me for response. Your
letter relates to the Municipal Securities Rulemaking Board’s
rule A-12, which imposes an initial fee of $100 on munici-
pal securities brokers and municipal securities dealers. More
particularly, you question whether an introducing broker with
respect to municipal securities transactions is a “municipal se-
curities broker” subject to the Board’s rule A-12.



We note that the term “broker” as defined in section 3(a)(4)
of the Securities Exchange Act of 1934 (the “Act”) is not re-
stricted to securities firms that directly effect transactions in
securities for the account of others. We call your attention to
various rules of the Securities and Exchange Commission
governing the activities of “brokers” and “dealers” that recog-
nize introducing brokers as “brokers” under the Act. See, e.g.,
rules 15¢3-1(a)(2), 15¢3-3(k)(2). The definition of the term
“municipal securities broker” set forth in section 3(a)(31) of
the Act incorporates the statutory definition of “broker” and
therefore appears similarly not limited to firms directly ef-
fecting transactions in municipal securities for the account of
others.

With respect to the portion of your business that relates to
transactions in municipal securities, we note that the term
“municipal securities broker” is not limited under the Act to
brokers effecting transactions exclusively in municipal secu-
rities. Such transactions need not constitute a principal part
of a municipal securities broker’s business. Pursuant to rule
D-1 of the Board, which incorporates the definition of terms
used in the Act for purposes of the Board’s rules, the term
“municipal securities broker” as used in rule A-12 has the
same meaning as set forth in section 3(a)(31) of the Act. Ac-
cordingly, we are unable to conclude from the information set
forth in your letter that the fee imposed by rule A-12 is inap-
plicable to your situation.

You may wish, however, to consult the staff of the Securities
and Exchange Commission with respect to your status. If we
may be of any further assistance to you, please do not hesitate
to contact us. MSRB interpretation of June 11, 1976.

Affiliated entities. Thank you for your letter [name and date
deleted] which has been referred to me for response. The let-
ter relates to the Municipal Securities Rulemaking Board’s
rule A-12, which imposes an initial fee of $100 on municipal
securities brokers and municipal securities dealers.

Your letter indicates that you acquired the firm of [firm’s
name deleted] which is registered with the Securities and Ex-
change Commission as a broker-dealer, as of April 1, 1976.
The acquired firm, which is now called [firm’s name deleted]
is a wholly-owned subsidiary of your firm.

We note that the Securities Exchange Act of 1934 (the “Act”)
defines the terms “municipal securities broker” and “munici-
pal securities dealer” by reference to the types of activities
engaged in by a “person,” rather than by reference to the af-
filiation or ownership of the “person.” Under section 3(a)(9)
of the Act, parent and subsidiary corporations are considered
to be separate “persons.” Accordingly, we are unable to con-
clude from the information set forth in your letter that the
initial fee imposed by the Board’s rule A-12 is inapplicable
to [the acquired firm] because of your ownership of that firm.

We should point out, however, that the applicability of the
initial fee depends upon the nature of [the acquired firm’s]
activities. If [the acquired firm] was a municipal securities
broker or municipal securities dealer prior to its acquisition
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by you, the initial fee would be payable in accordance with
rule A-12 regardless of the nature of [the acquired firm’s]
present securities activities. Of course, the initial fee would
also be payable if [the acquired firm] is presently acting as
a municipal securities broker or municipal securities dealer.
As your letter does not discuss the activities of [the acquired
firm] prior to or after its acquisition by you, we are unable to
conclude that the Board’s initial fee is inapplicable. MSRB
interpretation of June 11, 1976.

See also:

Rule A-14 Interpretive Letters — Fully disclosed broker, MSRB
interpretation of April 4, 1978.

- Extent and type of municipal securities activities, MSRB inter-
pretation of May 3, 1978.

- Registered municipal securities dealer, MSRB interpretation of
June 11, 1981.

Rule G-3 Interpretive Letter — Municipal securities principal:
MSRB registered dealer, MSRB interpretation of March 30,
1994.

Rule A-13
Underwriting and Transaction Assesments for
Brokers, Dealers and Municipal Securities Dealers

(a) Underwriting Assessments-Scope. Each broker, dealer
and municipal securities dealer shall pay to the Board an
underwriting fee as set forth in section (b) for all municipal
securities purchased from an issuer by or through such bro-
ker, dealer or municipal securities dealer, whether acting as
principal or agent, as part of a primary offering, provided that
section (b) of this rule shall not apply to a primary offering of
securities if all such securities in the primary offering:

1) are commercial paper as defined in MSRB Rule
G-32(d); or

(i)  constitute municipal fund securities.

If a syndicate or similar account has been formed for the pur-
chase of the securities, the underwriting fee shall be paid by
the managing underwriter on behalf of each participant in the
syndicate or similar account.

(b) Underwriting Assessments-Amount. For those primary
offerings subject to assessment under section (a) above, the
amount of the underwriting fee is .003% ($.03 per $1,000) of
the par value.

(¢c) Transaction and Technology Assessments.

6) Transaction Fee on Inter-Dealer Sales. Each bro-
ker, dealer and municipal securities dealer shall pay to the
Board a fee equal to .001% ($.01 per $1,000) of the total par
value of inter-dealer municipal securities sales that it reports
to the Board under rule G-14(b), except as provided in subsec-
tion (iii) of this section (c). For those inter-dealer transactions
reported to the Board by a broker, dealer or municipal securi-
ties dealer on behalf of another broker, dealer or municipal
securities dealer, the inter-dealer transaction fee shall be paid
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by the broker, dealer or municipal securities dealer that re-
ported the transaction to the Board. Such broker, dealer or
municipal securities dealer may then collect the inter-dealer
transaction fee from the broker, dealer or municipal securities
dealer on whose behalf the transaction was reported.

(ii)  Transaction Fee on Customer Sales. Each broker,
dealer and municipal securities dealer shall pay to the Board
a fee equal to .001% ($.01 per $1,000) of the total par value
of sales to customers that it reports to the Board under rule
G-14(b), except as provided in subsection (iii) of this section
(c). The customer transaction fee shall be paid by the broker,
dealer or municipal securities dealer that effected the sale to
the customer.

(iii)  Transactions Not Subject to Transaction Fee.
Transaction fees assessed pursuant to subsection (i) or (ii) of
this section (c) are not assessed on transactions in municipal
securities that:

(a) have a final stated maturity of nine months or
less; or

(b) at the time of trade, may be tendered at the op-
tion of the holder to an issuer of such securities or its
designated agent for redemption or purchase at par value
or more at least as frequently as every nine months until
maturity, earlier redemption, or purchase by an issuer or
its designated agent.

(iv)  Technology Fee.

(a) Technology Fee on Inter-Dealer Sales. Each
broker, dealer and municipal securities dealer shall pay
to the Board a fee equal to $1.00 per transaction for
each inter-dealer municipal securities sale that it reports
to the Board under rule G-14(b). For those inter-dealer
transactions reported to the Board by a broker, dealer or
municipal securities dealer on behalf of another broker,
dealer or municipal securities dealer, the technology fee
shall be paid by the broker, dealer or municipal securities
dealer that reported the transaction to the Board. Such
broker, dealer or municipal securities dealer may then
collect the technology fee from the broker, dealer or mu-
nicipal securities dealer on whose behalf the transaction
was reported.

(b) Technology Fee on Customer Sales. Each bro-
ker, dealer and municipal securities dealer shall pay to
the Board a fee equal to $1.00 per transaction for sales to
customers that it reports to the Board under rule G-14(b).
The technology fee shall be paid by the broker, dealer or
municipal securities dealer that effected the sale to the
customer.

(d) Billing Procedure. The Board periodically will invoice
brokers, dealers and municipal securities dealers for payment
of underwriting and transaction fees. The underwriting and
transaction fees must be paid within 30 days of the sending of
the invoice by the Board.

Rule A-13

(e) Prohibition on Charging Fees Required Under this Rule
to Issuers. No broker, dealer or municipal securities dealer
shall charge or otherwise pass through the fee required under
this rule to an issuer of municipal securities.

(f) Definition. The term “primary offering” shall have the
meaning set forth in Rule G-32(d)(viii), provided that, for
purposes of Rule A-13, the term “primary offering” shall not
include any remarketing of municipal securities.

Rule A-13 Interpretations

Interpretive Notice on Underwriting Assessment

April 7, 1976

The Municipal Securities Rulemaking Board (the “Board”)
has received several requests for interpretation of rule A-13,
which requires each municipal securities broker and munici-
pal securities dealer to pay the Board a fee [on] ... the face
amount of municipal securities purchased from an issuer as
part of a new issue. These requests concern the applicability
of the fee to securities which have a stated maturity of [nine
months or less], but are part of a new issue having a final
stated maturity of [more than nine months].

Rule A-13 is intended to impose the ... underwriting assess-
ment on the face amount of all securities purchased from
an issuer that are part of a new issue of municipal securities
if any part of the issue has a final stated maturity of [nine
months or less]... from the date of the securities. Thus, calcu-
lation of the fee should be based upon all municipal securities
which are part of such new issue, including securities having
a stated maturity of [nine months or less]. The assessment is
not intended to apply, however, to short-term issues having a
final maturity of [nine months or less].

NOTE: Revised to reflect subsequent amendments.

Interpretive Letters

Underwriting assessment: intrastate underwriting. This
will acknowledge receipt of your letter dated March 3, 1978
requesting that [Company name deleted] be granted an exemp-
tion from rule A-13 of the Municipal Securities Rulemaking
Board (the “Board”). Rule A-13 requires municipal securities
brokers and municipal securities dealers to pay a fee to the
Board based on their municipal securities underwriting activ-
ity. In your letter, you suggest that “the Company”’ should not
be subject to the underwriting assessment imposed by the rule
because it engages only in intrastate sales of municipal securi-
ties “to registered broker-dealers or institutional investors.”

As a technical matter, although the Board has the authority
to interpret its rules and to amend them through prescribed
statutory procedures, the Board does not have the authority
to grant exemptions from the rules. The authority to grant



exemptions is vested in the Securities and Exchange Commis-
sion by section 15B(a)(4) of the Securities Exchange Act of
1934, as amended (the “Act”).

In considering whether “the Company” should request an
exemption from the Commission, the following information
concerning rule A-13 may be helpful. The purpose of rule
A-13 is to provide a reasonable and equitable means of de-
fraying the costs and expenses of operating and administering
the Board, as contemplated by section 15B(b)(2)(J) of the
Act. The rule applies to all municipal securities dealers, with
respect to their municipal securities underwriting activities,
and covers situations in which new issue municipal securities
are sold by or through a municipal securities professional to
other securities professionals and institutional customers, as
well as to individuals.

With respect to the intrastate character of “the Company’s”
underwriting activity, we note that certain provisions of the
Securities Acts Amendments of 1975 (Pub. L. 94-29) had the
effect of including within the scope of municipal securities
dealer regulation the intrastate activities of municipal securi-
ties dealers. (See sections 3(a)(17), 15(a)(1) and 15B(a)(1) of
the Act.) Rule A-13 makes no distinction between interstate
and intrastate offerings. MSRB interpretation of March 27,
1978.

Underwriting assessment: application to private place-
ments. This is in response to your request for a clarification
of the application of Board rule A-13, concerning the un-
derwriting assessment for municipal securities brokers and
municipal securities dealers, to private placements of munici-
pal securities.

Rule A-13 imposes an assessment fee on the underwriting of
new issue municipal securities as an equitable means of de-
fraying the costs and expenses of operating the Board. The
assessment fee applies to new issue municipal securities which
are “... purchased from an issuer by or through [a] munici-
pal securities broker, or municipal securities dealer, whether
acting as principal or agent.” The Board has consistently in-
terpreted the rule as requiring payment of the assessment fee
where a municipal securities dealer acting as agent for the
issuer arranges the direct placement of new issue municipal
securities with institutional customers or individuals. In such
cases it can be said that the securities are purchased from an
issuer “through” the municipal securities dealer.

Of course, a municipal securities dealer who serves in an ad-
visory role to an issuer on such matters as the structure or
timing of a new issue, but who plays no part in arranging a
private placement of the securities, would not be required to
pay the assessment fee prescribed by rule A-13. MSRB inter-
pretation of February 22, 1982.
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Rule A-14
Annual Fee

In addition to any other fees prescribed by the rules of the
Board, each broker, dealer, municipal securities dealer, and
municipal advisor shall pay an annual fee to the Board of
$500, with respect to each fiscal year of the Board in which
the broker, dealer, municipal securities dealer, or municipal
advisor conducts municipal securities activities or municipal
advisory activities. Except as set forth below, such fee must
be received at the office of the Board no later than October 31
of the fiscal year for which the fee is paid, accompanied by the
invoice sent to the broker, dealer, municipal securities dealer,
or municipal advisor by the Board, or a written statement
setting forth the name, address and Commission registration
number of the broker, dealer, municipal securities dealer, or
municipal advisor on whose behalf the fee is paid. No munici-
pal advisor shall be in violation of this rule for failure to pay
this annual fee in advance of January 1, 2011.

Rule A-14 Interpretations

Interpretive Letters

Registered municipal securities dealer. Your letter dated
February 11, 1981 has been referred to me for response.

In your letter you state that [the firm] “has had no transactions
in municipal securities since a trade on September 13, 1979.”
You note that according to rule A-14 of the Board relating to
annual fees, a fee ... is payable for each fiscal year in which
the municipal securities broker or municipal securities dealer
conducts business. You conclude that “[s]ince we did not con-
duct any business during the last fiscal year (10/1/79-9/30/80)
it would appear that [the firm] should be entitled to a refund”
for the fiscal year ending October, 1980, and should not be
liable for payment of the annual fee for the fiscal year ending
October 1981.

The purpose of the annual fee imposed by rule A-14 is to de-
fray the costs of the Board’s communications with those firms
which are qualified to do a municipal securities business.
There is no threshold level of municipal securities business
which triggers liability for payment of the annual fee. Rather,
the fee is imposed on all brokers and dealers who are regis-
tered as municipal securities brokers with the S.E.C. Since
[the firm] is registered as a municipal securities dealer, it is
liable for payment of the annual fee imposed by rule A-14 for
the fiscal year ending October 1981.

If your firm no longer intends to do a municipal securities
business, rule A-15 of the Board provides a procedure for
withdrawal from registration as a municipal securities dealer.
Withdrawal from registration would, of course, enable your
firm to avoid paying annual fees to the Board. However, at
such time as your firm resumes any municipal securities busi-
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ness, it would be required to pay the initial and annual fees
imposed by rules A-12 and A-14, respectively. MSRB inter-
pretation of June 11, 1981.

Fully disclosed broker. I refer to your letter of March 24,
1978 in which you request a determination concerning wheth-
er as a broker who passes all of his business through a dealer
on a fully disclosed basis you are subject to the Municipal
Securities Rulemaking Board’s rules A-12 and A-14 which
impose an initial and annual fee on municipal securities bro-
kers and municipal securities dealer.

I note that the term “broker” as defined in section 3(a)(4) of the
Securities Exchange Act of 1934 (the “Act”) is not restricted
to securities firms that directly effect transactions in securities
for the account of others. I call your attention to various rules
of the Securities and Exchange Commission governing the
activities of “brokers” and “dealers” that recognize introduc-
ing brokers as “brokers” under the Act. See e.g., rules 15¢c-3-1
1(a)(2) and 15¢3-3(k)(2). The definition of the term “munici-
pal securities broker” set forth in section 3(a)(31) of the Act
incorporates the statutory definition of “broker” and therefore
appears similarly not limited to firms directly effecting trans-
actions in municipal securities for the account of others.

Pursuant to rule D-1 of the Board, which incorporates the
definition of terms used in the Act for purposes of the Board’s
rules, the term “municipal securities broker” as used in rules
A-12 and A-14 has the same meaning as set forth in section
3(a)(31) of the Act.

Accordingly, we are unable to conclude that the fees imposed
by the Board are inapplicable to your situation. MSRB inter-
pretation of April 4, 1978.

Extent and type of municipal securities activities. Your
letter dated March 23, 1978 concerning compliance with the
Municipal Securities Rulemaking Board’s requirements has
been referred to me for response.

The Municipal Securities Rulemaking Board was established
by the Securities Acts Amendments of 1975 as the primary
rulemaking authority with respect to the activities of mu-
nicipal securities brokers and dealers and with respect to
transactions in municipal securities. The Board’s rules apply
to each municipal securities broker and municipal securi-
ties dealer within the meaning of sections 3(a)(31) and 3(a)
(30), respectively, of the Securities Exchange Act of 1934, as
amended (the “Act”), and all municipal securities brokers and
dealers regardless of the volume of their municipal securities
business, are subject to the rules promulgated by the Board
insofar as transactions in municipal securities are concerned,
whether such transactions are solicited or unsolicited.

Under section 15B(b)(2)(J) of the Act, the Board is directed to
prescribe fees and charges payable by each municipal securi-
ties dealer and municipal securities broker to defray the costs
and expenses of operating the Board. Pursuant to this author-
ity, the Board adopted rules A-12 and A-14 which impose an
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initial fee and an annual fee on each municipal securities bro-
ker and municipal securities dealer. A copy of these rules are
enclosed.

In approving MSRB rules A-12 and A-14, the Securities and
Exchange Commission determined that these assessments are
consistent with the statutory requirement that the MSRB be
self-funding. We therefore request that you comply with these
rules and forward your checks to us promptly. MSRB inter-
pretation of May 3,1978.

See also:

Rule G-3 Interpretive Letter — Municipal securities principal:
MSRB registered dealer, MSRB interpretation of March 30,
1994.

Rule A-15

Notification to Board of Termination of Municipal
Securities Activities and Change of Name or
Address

(a) Procedure for Notifying Board of Termination. A broker,
dealer, or municipal securities dealer that ceases to be en-
gaged in municipal securities activities must promptly notify
the Board of such broker’s, dealer’s or municipal securities
dealer’s change of status by filing with the Board a written
statement setting forth such broker’s, dealer’s or municipal
securities dealer’s name, address and Commission registra-
tion number and the fact that such broker, dealer or municipal
securities dealer is no longer engaging in municipal securities
activities.

(b) Obligation to Pay Fees. A broker, dealer, or municipal
securities dealer that files notification with the Board pursu-
ant to section (a) of this rule shall be obligated to pay the fees
owed to the Board at the time of filing of such notification.

(c) Notification of Name or Address Change. Each broker,
dealer or municipal securities dealer which has followed the
procedure set forth in Board rule A-12 shall notify the Board
promptly of any changes to the information required by rule
A-12.

Rule A-15 Interpretations

Interpretive Letters

See:

Rule G-3 Interpretive Letter — Municipal securities principal:
MSRB registered dealer, MSRB interpretation of March 30,
1994.
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Rule A-16
Examination Fees

Every individual who takes the Municipal Fund Securities
Limited Principal Qualification Examination (Series 51), Mu-
nicipal Securities Representative Qualification Examination
(Series 52), or Municipal Securities Principal Qualification
Examination (Series 53) shall pay to the Board a fee of $60
per examination for the development of the examination.
The examinations are administered by the Financial In-
dustry Regulatory Authority (“FINRA”). The examination
fees are collected by FINRA and are in addition to any fees
charged by FINRA for the administration and delivery of the
examinations.

Rule A-17
Confidentiality of Examination Reports

Any report of an examination or of information extracted
from a report of an examination (“examination report”) of a
broker, dealer and municipal securities dealer furnished to the
Board by the Securities and Exchange Commission pursuant
to section 15(B)(c)(7)(B) of the Act and rule 15Bc7-1 there-
under shall be maintained and utilized in accordance with the
following terms and conditions, in order to ensure the confi-
dentiality of any information contained in such reports:

(1) Any such examination report shall be reviewed only by
authorized members of the Board’s staff; no member of the
Board shall have access, directly or indirectly, to an examina-
tion report. Anything herein to the contrary notwithstanding,
the staff of the Board may furnish to the Board or any appro-
priate committee thereof summaries or other communications
relating to the examination reports, provided that such sum-
maries or other communications shall not contain information
which might make it possible to identify the brokers, dealers
or municipal securities dealers or associated persons which
are the subject of the examination reports to which any such
summary or other communication relates.

(2) The Executive Director and General Counsel shall desig-
nate jointly the members of the staff of the Board who shall
have access to the examination reports.

(3) Each member of the staff of the Board who is authorized
pursuant to section (2) of this rule to have access to the ex-
amination reports shall execute a written undertaking that he
or she will not copy or use for personal purposes any part of
such reports, nor reveal the contents thereof to any unauthor-
ized person.

(4) The examination reports shall be maintained on the
premises of the Board in locked cabinets with access thereto
limited to authorized members of the staff of the Board.
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MSRB DEFINITIONAL RULES

Rule D-1
General

Unless the context otherwise specifically requires, the terms
used in the rules of the Municipal Securities Rulemaking
Board shall have the respective meanings set forth in the Se-
curities Exchange Act of 1934 (15 U.S.C. § 78a et seq.) and
the rules and regulations of the Securities and Exchange Com-
mission thereunder.

Rule D-2
“Act!,

The term “Act” shall mean the Securities Exchange Act of
1934, as from time to time amended.

Rule D-3
“Commission”

The term “Commission” shall mean the Securities and Ex-
change Commission.

Rule D-4
“Board”

The term “Board” shall mean the Municipal Securities Rule-
making Board.

Rule D-5
“Member”

The term “Member” shall mean a member of the Board.

Rule D-6
“Whole Board”

The term “Whole Board” shall mean the total number of
members of the Board provided for in the administrative rules
of the Board without regard to vacancies.

Rule D-7
“Proposed Rules and Rules of the Board”

The term “Rule” shall mean a rule which the Board shall
have adopted within the scope of its authority under section
15B of the Act, which shall have become effective in accor-
dance with section 19(b) of the Act or which shall have been
amended by the Commission pursuant to section 19(c) of the
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Act. The term “Proposed Rule” shall mean a rule of the Board
prior to the time when the same shall have become effective
in accordance with section 19(b) of the Act.

Rule D-8
“Bank Dealer”

The term “Bank Dealer” shall mean a municipal securities
dealer which is a bank or a separately identifiable department
or division of a bank as defined in rule G-1 of the Board.

Rule D-9
“Customer”

Except as otherwise specifically provided by rule of the
Board, the term “Customer” shall mean any person other than
a broker, dealer, or municipal securities dealer acting in its
capacity as such or an issuer in transactions involving the sale
by the issuer of a new issue of its securities.

MSRB INTERPRETATION

Excerpt from Notice of Approval of Fair Practice
Rules

October 24, 1978

Rule D-9 codifies, as a definitional rule of general application,
the definition of the term “customer” presently set forth in
various Board rules. Employees and other associated persons
of brokers, dealers and municipal securities dealers would,
under this definition, be “customers” with respect to transac-
tions affected for their personal accounts. An issuer would be
a “customer” within the meaning of the rule except in the case
of a sale by it of a new issue of its securities.

Rule D-10
“Discretionary Account”

The term “Discretionary Account” shall mean the account of a
customer carried or introduced by a broker, dealer, or munici-
pal securities dealer with respect to which such broker, dealer,
or municipal securities dealer is authorized to determine what
municipal securities will be purchased, sold or exchanged by
or for the account.



Rule D-10 Interpretation

Excerpt from Notice of Approval of Fair Practice
Rules

October 24, 1978

Rule D-10 defines a discretionary account as an account for
which a municipal securities professional has been authorized
to determine what municipal securities will be purchased,
sold or exchanged by or for the account. The definition cov-
ers accounts for which a municipal securities professional
exercises discretionary authority from time to time, as well
as accounts in which the customer sometimes, but not always,
makes investment decisions. Under rule D-10, a discretionary
account will not be deemed to exist if the professional’s dis-
cretion is limited to the price at which, or the time at which,
an order given by a customer for a definite amount of a speci-
fied security is executed. The definition relates to discretion
concerning what municipal securities will be purchased, sold
or exchanged, rather than when or at what price such transac-
tions may occur.

Rule D-11
“Associated Persons”

Unless the context otherwise requires or a rule of the Board
otherwise specifically provides, the terms “broker,” “dealer,”
“municipal securities broker,” “municipal securities dealer,”
“bank dealer,” and “municipal advisor” shall refer to and
include their respective associated persons. Unless other-
wise specified, persons whose functions are solely clerical or
ministerial shall not be considered associated persons for pur-
poses of the Board’s rules.

Rule D-11 Interpretation

Excerpt from Notice of Approval of Fair Practice
Rules

October 24, 1978

Rule D-11 is designed to eliminate the need to make specific
reference to personnel of securities firms and bank dealers in
each Board rule that applies both to the organization and its
personnel.

The term “associated person” in rule D-11 has the same mean-
ing as set forth in section 3(a)(18) and 3(a)(32) of the Act,
except that clerical and ministerial personnel are excluded
from the definition for purposes of the Board’s rules, un-
less otherwise specified. Although the statutory definitions
of associated persons include individuals and organizations
in a control relationship with the securities professional, the
context of the fair practice rules indicates that such rules will
ordinarily not apply to persons who are associated with se-
curities firms and bank dealers solely by reason of a control
relationship.

MSRB RULE BOOK

Rule D-12
“Municipal Fund Security”

The term “Municipal Fund Security” shall mean a municipal
security issued by an issuer that, but for the application of
Section 2(b) of the Investment Company Act of 1940, would
constitute an investment company within the meaning of Sec-
tion 3 of the Investment Company Act of 1940.

Rule D-12 Interpretation

Interpretation Relating to Sales of Municipal Fund
Securities in the Primary Market

January 18, 2001

The Municipal Securities Rulemaking Board (the “Board”)
has learned that sales of certain interests in trust funds held
by state or local governmental entities may be effected by
or through brokers, dealers or municipal securities dealers
(“dealers™). In particular, the Board has reviewed two types
of state or local governmental programs in which dealers may
effect transactions in such interests: pooled investment funds
under trusts established by state or local governmental enti-
ties (“local government pools”)! and higher education savings
plan trusts established by states (“higher education trusts”).?
In response to a request of the Board, staff of the Division of
Market Regulation of the Securities and Exchange Commis-
sion (the “SEC”) has stated that “at least some interests in
local government pools and higher education trusts may be,
depending on the facts and circumstances, ‘municipal securi-
ties’ for purposes of the [Securities] Exchange Act [of 1934].”3
Any such interests that may, in fact, constitute municipal se-
curities are referred to herein as “municipal fund securities.”
To the extent that dealers effect transactions in municipal fund
securities, such transactions are subject to the jurisdiction of
the Board pursuant to Section 15B of the Securities Exchange
Act of 1934 (the “Exchange Act”).

With respect to the applicability to municipal fund securi-
ties of Exchange Act Rule 15¢2-12, relating to municipal
securities disclosure, staff of the SEC’s Division of Market
Regulation has stated:

[W]e note that Rule 15¢2-12(f)(7) under the Exchange
Act defines a “primary offering” as including an offer-
ing of municipal securities directly or indirectly by or
on behalf of an issuer of such securities. Based upon an
analysis of programs that have been brought to our atten-
tion, it appears that interests in local government pools
or higher education trusts generally are offered only by
direct purchase from the issuer. Accordingly, we would
view those interests as having been sold in a “primary
offering” as that term is defined in Rule 15c¢2-12. If a
dealer is acting as an “underwriter” (as defined in Rule
15¢2-12(f)(8)) in connection with that primary offering,
the dealer may be subject to the requirements of Rule
15¢2-12.#
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Rule 15¢2-12(f)(8) defines an underwriter as “any person who
has purchased from an issuer of municipal securities with a
view to, or offers or sells for an issuer of municipal securities
in connection with, the offering of any municipal security, or
participates or has a direct or indirect participation in any such
undertaking, or participates or has a participation in the direct
or indirect underwriting of any such undertaking.””

Consistent with SEC staff’s view regarding the sale in pri-
mary offerings of municipal fund securities, dealers acting as
underwriters in primary offerings of municipal fund securities
generally would be subject to the requirements of rule G-36,
on delivery of official statements, advance refunding docu-
ments and Forms G-36(0S) and G-36(ARD) to Board or its
designee. Thus, unless such primary offering falls within one
of the stated exemptions in Rule 15¢2-12, the Board expects
that the dealer would receive a final official statement from
the issuer or its agent under its contractual agreement entered
into pursuant to Rule 15¢2-12(b)(3).° Such final official state-
ment should be received from the issuer in sufficient time for
the dealer to send it, together with Form G-36(0S), to the
Board within one business day of receipt but no later than 10
business days after any final agreement to purchase, offer, or
sell the municipal fund securities, as required under rule G-
36(b)(i).” “Final official statement,” as used in rule G-36(b)(i),
has the same meaning as in Rule 15¢2-12(f)(3), which states,
in relevant part:

The term final official statement means a document or
set of documents prepared by an issuer of municipal se-
curities or its representatives that is complete as of the
date delivered to the Participating Underwriter(s) and
that sets forth information concerning the terms of the
proposed issue of securities; information, including fi-
nancial information or operating data, concerning such
issuers of municipal securities and those other entities,
enterprises, funds, accounts, and other persons material
to an evaluation of the Offering; and a description of the
undertakings to be provided pursuant to paragraph (b)(5)
(i), paragraph (d)(2)(ii), and paragraph (d)(2)(iii) of this
section, if applicable, and of any instances in the previ-
ous five years in which each person specified pursuant to
paragraph (b)(5)(ii) of this section failed to comply, in
all material respects, with any previous undertakings in a
written contract or agreement specified in paragraph (b)
(5)(i) of this section.®

The Board understands that issuers of municipal fund securi-
ties typically issue and deliver the securities continuously as
customers make purchases, rather than issuing and deliver-
ing a single issue on a specified date. As used in Board rules,
the term “underwriting period” with respect to an offering
involving a single dealer (i.e., not involving an underwriting
syndicate) is defined as the period (A) commencing with the
first submission to the dealer of an order for the purchase of
the securities or the purchase of the securities from the issuer,
whichever first occurs, and (B) ending at such time as the fol-
lowing two conditions both are met: (1) the issuer delivers the
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securities to the dealer, and (2) the dealer no longer retains an
unsold balance of the securities purchased from the issuer or
21 calendar days elapse after the date of the first submission
of an order for the securities, whichever first occurs.” Since
an offering consisting of securities issued and delivered on a
continuous basis would not, by its very nature, ever meet the
first condition for the termination of the underwriting period,
such offering would continuously remain in its underwriting
period." Further, since rule G-36(d) requires a dealer that
has previously provided an official statement to the Board to
send any amendments to the official statement made by the
issuer during the underwriting period, such dealer would re-
main obligated to send to the Board any amendments made
to the official statement during such continuous underwriting
period. However, in view of the increased possibility that an
issuer may change the dealer that participates in the sale of its
securities during such a continuous underwriting period, the
Board has determined that rule G-36(d) would require that the
dealer that is at the time of an amendment then serving as un-
derwriter for securities that are still in the underwriting period
send the amendment to the Board, regardless of whether that
dealer or another dealer sent the original official statement to
the Board.

In addition, municipal fund securities sold in a primary of-
fering would constitute new issue municipal securities for
purposes of rule G-32, on disclosures in connection with new
issues, so long as the securities remain in their underwriting
period. Rule G-32 generally requires that a dealer selling a
new issue municipal security to a customer must deliver the
official statement in final form to the customer by settlement
of such transaction. Thus, a dealer effecting transactions
in municipal fund securities that are sold during a continu-
ous underwriting period would be required to deliver to the
customer the official statement by settlement of each such
transaction. However, in the case of a customer purchasing
such securities who is a repeat purchaser, no new delivery of
the official statement would be required so long as the cus-
tomer has previously received it in connection with a prior
purchase and the official statement has not been changed from
the one previously delivered to that customer.!

Certain other implications arise under Board rules as a result
of the status, in the view of SEC staff, of sales of municipal
fund securities as primary offerings. For example, dealers are
reminded that the definition of “municipal securities business”
under rule G-37, on political contributions and prohibitions
on municipal securities business, and rule G-38, on consul-
tants, includes the purchase of a primary offering from the
issuer on other than a competitive bid basis or the offer or
sale of a primary offering on behalf of any issuer. Thus, a
dealer’s transactions in municipal fund securities may affect
such dealer’s obligations under rules G-37 and G-38. In addi-
tion, rule G-23, on activities of financial advisors, applies to a
dealer’s financial advisory or consultant services to an issuer
with respect to a new issue of municipal securities.



The Board understands that local government pools are established by
state or local governmental entities as trusts that serve as vehicles for the
pooled investment of public moneys of participating governmental enti-
ties. Participants purchase interests in the trust and trust assets are invested
in a manner consistent with the trust’s stated investment objectives. Inves-
tors generally do not have a right to control investment of trust assets. See
generally National Association of State Treasurers, Special Report: Local
Government Investment Pools (July 1995); Standard & Poor’s Fund Ser-
vices, Local Government Investment Pools (May 1999).

The Board understands that higher education trusts generally are estab-
lished by states under section 529(b) of the Internal Revenue Code as
“qualified state tuition programs” through which individuals make in-
vestments for the purpose of accumulating savings for qualifying higher
education costs of beneficiaries. Individuals purchase interests in the trust
and trust assets are invested in a manner consistent with the trust’s stated
investment objectives. Investors do not have a right to control investment
of trust assets. See generally College Savings Plans Network, Special Re-
port on State and College Savings Plans (1998).

Letter dated February 26, 1999 from Catherine McGuire, Chief Coun-
sel, Division of Market Regulation, SEC, to Diane G. Klinke, General
Counsel of the Board, in response to letter dated June 2, 1998 from Di-
ane G. Klinke to Catherine McGuire, published as Municipal Securities
Rulemaking Board, SEC No-Action Letter, Wash. Serv. Bur. (CCH) File
No0.032299033 (Feb. 26, 1999) (the “SEC Letter™).

SEC Letter.

The definition of underwriter excludes any person whose interest is limited
to a commission, concession, or allowance from an underwriter or dealer
not in excess of the usual and customary distributors’ or sellers’ commis-
sion, concession, or allowance.

Section (b)(3) of Rule 15¢2-12 requires that a dealer serving as a Partici-
pating Underwriter in connection with a primary offering subject to the
Rule contract with an issuer of municipal securities or its designated agent
to receive copies of a final official statement at the time and in the quanti-
ties set forth in the Rule.

If a primary offering of municipal fund securities is exempt from Rule
15¢2-12 (other than as a result of being a limited offering as described in
section (d)(1)(i) of the Rule) and an official statement in final form has
been prepared by the issuer, then the dealer would be expected to send the
official statement in final form, together with Form G-36(OS), to the Board
under rule G-36(c)(i).

Dealers seeking guidance as to whether a particular document or set
of documents constitutes a final official statement for purposes of rule
G-36(b)(i) should consult with SEC staff to determine whether such docu-
ment or set of documents constitutes a final official statement for purposes
of Rule 15¢2-12.

See rule G-32(c)(ii)(B). If approved by the SEC, the proposed rule change
will redesignate this section as rule G-32(d)(ii)(B).

Similarly, an offering involving an underwriting syndicate and consisting
of securities issued and delivered on a continuous basis also would remain
in its underwriting period under the definition thereof set forth in rule G-
11(a)(ix).

This is equally true for other forms of municipal securities for which a
customer has already received an official statement in connection with an
earlier purchase and who proceeds to make a second purchase of the same
securities during the underwriting period. Furthermore, in the case of a
repeat purchaser of municipal securities for which no official statement in
final form is being prepared, no new delivery of the written notice to that
effect or of any official statement in preliminary form would be required so
long as the customer has previously received it in connection with a prior
purchase. However, if an official statement in final form is subsequently
prepared, the customer’s next purchase would trigger the delivery require-
ment with respect to such official statement. Also, if an official statement
which has previously been delivered is subsequently amended during the
underwriting period, the customer’s next purchase would trigger the deliv-
ery requirement with respect to such amendment.

MSRB RULE BOOK

Rule D-13
“Municipal Advisory Activities”

“Municipal advisory activities” means the activities described
in Section 15B(e)(4)(A)(i) and (ii) of the Act.

Rule D-14
“Appropriate Regulatory Agency”

With respect to a broker, dealer, or municipal securities deal-
er, “appropriate regulatory agency” has the meaning set forth
in section 3(a)(34) of the Act. With respect to municipal advi-
sors, “appropriate regulatory agency” means the Commission.
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MSRB GENERAL RULES

Rule G-1
Separately Identifiable Department or Division of a
Bank

(a) A separately identifiable department or division of a
bank, as such term is used in section 3(a)(30) of the Act, is
that unit of the bank which conducts all of the activities of the
bank relating to the conduct of business as a municipal securi-
ties dealer (“municipal securities dealer activities”), as such
activities are hereinafter defined, provided that:

(1) Such unit is under the direct supervision of an of-
ficer or officers designated by the board of directors of the
bank as responsible for the day-to-day conduct of the bank’s
municipal securities dealer activities, including the supervi-
sion of all bank employees engaged in the performance of
such activities; and

(2)  There are separately maintained in or separately
extractable from such unit’s own facilities or the facilities of
the bank, all of the records relating to the bank’s municipal
securities dealer activities, and further provided that such re-
cords are so maintained or otherwise accessible as to permit
independent examination thereof and enforcement of applica-
ble provisions of the Act, the rules and regulations thereunder
and the rules of the Board.

(b) For purposes of this rule, the activities of the bank which
shall constitute municipal securities dealer activities are as
follows:

(1)  underwriting, trading and sales of municipal
securities;

(2) financial advisory and consultant services for issu-
ers in connection with the issuance of municipal securities;

(3)  processing and clearance activities with respect to
municipal securities;

(4)  research and investment advice with respect to
municipal securities;

(5) any activities other than those specifically enu-
merated above which involve communication, directly or
indirectly, with public investors in municipal securities; and

(6)  maintenance of records pertaining to the activities
described in paragraphs (1) through (5) above;

provided, however, that the activities enumerated in para-
graphs (4) and (5) above shall be limited to such activities as
they relate to the activities enumerated in paragraphs (1) and
(2) above.

(c) The fact that directors and senior officers of the bank
may from time to time set broad policy guidelines affecting
the bank as a whole and which are not directly related to the
day-to-day conduct of the bank’s municipal securities dealer
activities, shall not disqualify the unit hereinbefore described
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as a separately identifiable department or division of the bank
or require that such directors or officers be considered as part
of such unit.

(d) The fact that the bank’s municipal securities dealer activi-
ties are conducted in more than one geographic organizational
or operational unit of the bank shall not preclude a finding that
the bank has a separately identifiable department or division
for purposes of this rule, provided, however, that all such units
are identifiable and that the requirements of paragraphs (1)
and (2) of section (a) of this rule are met with respect to each
such unit. All such geographic, organizational or operational
units of the bank shall be considered in the aggregate as the
separately identifiable department or division of the bank for
purposes of this rule.

Rule G-1 Interpretations

See:

Rule G-23 Interpretation — Notice of Application of Board
Rules to Financial Advisory Services Rendered to Corporate
Obligors on Industrial Development Bonds, May 23, 1983.

Interpretive Letters

Separately identifiable department or division of a bank.
This will acknowledge receipt of your letter of November 12,
1975, in which you request, on behalf of the Dealer Bank As-
sociation, an interpretative opinion with respect to the rule
of the Municipal Securities Rulemaking Board (the “Board”)
defining the term “separately identifiable department or divi-
sion of a bank,” as used in section 3(a)(30) of the Securities
Exchange Act of 1934, as amended (the “Act”). Such rule was
originally numbered rule 4 of the Board and became effective
on October 15, 1975. The rule is presently numbered rule G-1
of the Board.

In your letter you pose a series of questions concerning rule
G-1, as follows:

(1) A bank has an operations department that performs pro-
cessing and clearance activities, and maintains records,
with respect to the bank’s underwriting, trading and sales
of municipal securities, as well as with respect to certain
other bank activities. Can this bank have a “separately
identifiable department or division” as defined in rule
G-1?

(2) In a bank with numerous branches, an employee or offi-
cer in a branch will on occasion accept or solicit an order
from a customer for municipal securities. Does this pre-
clude a finding that the bank has a “separately identifiable
department or division?

(3) Mr. X is a senior vice president of a bank. He is not a
director. Mr. X’s only relationship to the bank’s munici-
pal securities dealer activities is that he is a member of a



management committee within the bank that determines
the amount of the bank’s funds that will be made avail-
able for the bank’s municipal securities dealer activities,
as well as for other bank activities. The bank has a sepa-
rately identifiable department or division that otherwise
meets the requirements of rule G-1. Is Mr. X a person
who must be designated by the board of directors of the
bank under rule G-1(a)(1)?

(4) A bank has a corporate trust department that, among oth-
er things, serves as paying agent for certain municipal
securities and performs clearing functions in municipal
securities, in addition to the processing and clearance
activities performed in connection with the bank’s un-
derwriting, trading and sales of municipal securities. Are
the persons in the bank’s corporate trust department who
engage solely in activities that do not relate to the under-
writing, trading and sales of municipal securities by the
bank performing municipal securities dealer activities?

With respect to question (1) above, paragraph (d) of rule G-1
contemplates that the municipal securities dealer activities of
a bank, as such activities are defined in paragraph (b) of the
rule, may be conducted in more than one organizational or op-
erational unit of the bank, for example, underwriting, trading
and sales activities in the bond department, and processing
and clearance activities in the operations department of the
bank. Under the rule, all such units can be aggregated to con-
stitute a separately identifiable department or division within
the meaning of section 3(a)(30) of the Act, provided that each
such unit is identifiable and under the direct supervision of an
officer designated by the board of directors of the bank as re-
sponsible for the day-to-day conduct of the bank’s municipal
securities dealer activities. The officer so designated need not
be the same for all such units. For example, the senior officer
of the bank’s bond department may be designated as respon-
sible for the municipal securities dealer activities conducted
by that department, while the senior officer of the bank’s op-
erations department may be designated as responsible for the
municipal securities dealer activities conducted by that de-
partment. In addition, the records of each such unit relating to
municipal securities dealer activities must be separately main-
tained or separately extractable so as to permit independent
examination of such records and enforcement of applicable
provisions of the Act, the rules and regulations of the Com-
mission thereunder and the rules of the Board. Finally, each
such unit comprising the separately identifiable department
or division may be engaged in activities other than those re-
lating to municipal securities dealer activities. For example,
the bond department may also engage in activities relating to
United States government obligations, while the operations
department may perform processing and clearance functions
for departments of the bank other than the bond department.

With respect to question (2) above, paragraph (d) of rule
G-1 also contemplates that the municipal securities dealer
activities of a bank may be conducted at more than one geo-
graphic location. However, in order for such a bank to have a
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separately identifiable department or division, the branch em-
ployees who accept or solicit orders for municipal securities
must, with respect to acceptance or solicitation of such orders,
be affiliated with one of the identifiable units of the bank com-
prising such department or division and must, with respect to
acceptance or solicitation of such orders, be responsible to an
officer designated by the board of directors of the bank as re-
sponsible for the day-to-day conduct of the bank’s municipal
securities dealer activities. Further, the bank’s records relating
to the transactions effected by such branch employees must
meet the criteria of paragraph (a) of rule G-1 with respect to
separate maintenance and accessibility.

With respect to question (3) above, paragraph (c) of rule G-1
recognizes that senior officers of a bank may make determina-
tions affecting bank policy as a whole which have an indirect
effect on the municipal securities dealer activities of the bank.
For example, determinations with respect to the deployment
of the bank’s funds may affect the size of the bank’s inventory
of municipal securities or volume of underwriting. Ordinarily
such determinations would not directly relate to the dayto-day
conduct of the bank’s municipal securities dealer activities
and senior officers making such determinations need not be
designated by the board of directors of the bank as responsible
for the conduct of such activities. However, if the determina-
tions of senior officers have a direct and immediate impact
on the day-to-day conduct of the bank’s municipal securities
dealer activities, whether by reason of the scope of such de-
terminations, the frequency with which such determinations
are made, or by reason of other factors, such officers may be
considered to be directly engaged in the conduct of the bank’s
municipal securities dealer activities and required to be de-
signated by the board of directors of the bank as responsible
for the day-to-day conduct of such activities.

With respect to question (4) above, the regulatory focus of
section 15B(b)(2)(H) of the Act is on the dealer activities of
a bank. Accordingly, subparagraph (b)(2) of rule G-1 was in-
tended to relate to such dealer activities, and not to describe
other activities of the bank which might involve municipal
securities. Employees of a bank’s corporate trust department
who perform clearance and other functions with respect to
municipal securities, but which do not relate to the underwrit-
ing, trading and sales activities of the bank, do not perform
municipal securities dealer activities within the meaning of
rule G-1.

This opinion is rendered on behalf of the Board, pursuant to
authority delegated by the Board. Copies of this opinion are
being sent to the Securities and Exchange Commission, the
bank regulatory agencies and the National Association of Se-
curities Dealers, Inc. MSRB interpretation of November 17,
1975.

Inclusion of IDB-related activities. This responds to your
letter of June 14, 1983 concerning your request for an in-
terpretation of Board rule G-1, which defines a “separately
identifiable department or division” of a bank. In particular,
you request our advice concerning whether certain activities
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engaged in by your Corporate Finance Division (the “Divi-
sion”) should be considered “municipal securities dealer ac-
tivities” for purposes of the rule. Your letter and a subsequent
telephone conversation set forth the following facts:

The Division acts as financial advisor to certain corporate
customers of the Bank. Some of these customers wish to
raise money through the issuance of IDBs. In order to assist
these corporations in the placement of the IDBs, the Division
contacts from one to ten institutional investors and provides
them with information regarding the terms of the proposed
financing and basic facts about the corporation. If the investor
expresses interest in the financing, a confidential memoran-
dum describing the financing, prepared by the corporation
with the assistance of the Division, is sent.

During negotiations between the corporation and the investor,
the Division may act as a liaison between the two parties in
the communication of comments on the financing documents.
According to the bank, the Division is not an agent of the
corporation and is not authorized to act on behalf of the cor-
poration in accepting any terms or conditions associated with
the proposed financing. For its services, the Division usually
receives a percentage of the total dollar amount of securities
issued, with a minimum contingent on the successful comple-
tion of the deal. While the bank has established a separately
identifiable division pursuant to rule G-1, the Division is not
part of it.

Your inquiry was discussed by the Board at its July meeting.
The Board is of the view that the activities of the Division,
as described, constitute the sales of municipal securities for
purposes of the definition of municipal securities dealer activ-
ities in Board rule G-1. Therefore, these activities should be
conducted in the bank’s registered separately identifiable de-
partment by persons qualified under the Board’s professional
qualifications rules. MSRB interpretation of July 26, 1983.

Portfolio credit analyst. This will acknowledge with thanks
receipt of your letter dated May 2, 1978 concerning the status
of persons occupying the position of portfolio credit analyst
at your bank. Your letter, as well as our telephone conversa-
tions prior and subsequent to the letter, raise two questions
concerning the status of such persons under Board rules. First,
are the functions of a portfolio credit analyst subject to the
requirements of rule G-1, which defines a separately identifi-
able dealer department or division of a bank? Second, must a
portfolio credit analyst qualify as a municipal securities rep-
resentative or municipal securities principal under Board rule
G-3?

Although we recognize that the primary purpose of the port-
folio credit analyst, as set forth in the material you furnished
to me, is to review your bank’s investment portfolio, a func-
tion not subject to Board regulation, to the extent that the
analyst provides research advice and analysis in connection
with your bank’s underwriting, trading or sales activities, the
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analyst must be included within the municipal securities deal-
er department for purposes of rule G-1, and is subject to the
qualification requirements of rule G-3.

Under Board rule G-1, a separately identifiable department or
division of a bank is that unit of the bank which conducts all of
the municipal securities dealer activities of the bank. Section
(b) of the rule defines municipal securities dealer activities to
include research with respect to municipal securities to the
extent such research relates to underwriting, trading, sales or
financial advisory and consultant services performed by the
bank. Thus, we think it clear that for purposes of rule G-1,
persons functioning as portfolio credit analysts who render
research in connection with underwriting, trading or sales ac-
tivities at your bank must be included within the separately
identifiable department or division of the bank for purposes
of rule G-1. This is consistent with the underlying purpose
of rule G-1 to assure that all of the functions performed at
the bank relating to the business of the bank as a municipal
securities dealer are appropriately identified for purposes of
supervision, inspection and enforcement.

Under rule G-3(a)(iii)!"!, a municipal securities representative
is defined as a person associated with a municipal securities
broker or municipal securities dealer who performs certain
functions similar to those defined as municipal securities
dealer activities in rule G-1. The position of portfolio credit
analyst as described in your letter and accompanying material
appears to fit the definition of municipal securities representa-
tive to the extent that persons occupying such position perform
research in connection with the bank’s underwriting, trading
or sales activities. Under rule G-3(e)""!, municipal securities
representatives are required to qualify in accordance with
Board rules. A similar result would obtain with respect to
qualification as a municipal securities principal, if the port-
folio credit analyst functions in a supervisory capacity. MSRB
interpretation of June 8, 1978.

"l [Currently codified at rule G-3(a)(i).]
' [Currently codified at rule G-3(a)(ii).]



Rule G-2
Standards of Professional Qualification

No broker, dealer or municipal securities dealer shall effect
any transaction in, or induce or attempt to induce the purchase
or sale of, any municipal security unless such broker, dealer or
municipal securities dealer and every natural person associ-
ated with such broker, dealer or municipal securities dealer is
qualified in accordance with the rules of the Board.

Rule G-2 Interpretations

Interpretive Letters

Execution of infrequent unsolicited orders. This is in re-
sponse to your letter in which you state that your firm is a
discount broker that executes orders on an unsolicited basis
and that occasionally a customer will approach your firm to
sell a municipal security they own or to purchase a specific
issue. You ask that the Board give consideration to allowing
a firm like yours to act as a broker/dealer for customers on an
unsolicited basis without being required to have an associated
person qualified as a municipal securities principal.

Rule G-2, on standards of professional qualification, states
that no dealer shall effect any transaction in, or induce or
attempt to induce the purchase or sale of, any municipal se-
curity unless such dealer and every natural person associated
with such dealer is qualified in accordance with the rules of
the Board. Rule G-3, on professional qualifications, states that
a dealer that conducts a general securities business shall have
at least one associated person qualified as a municipal secu-
rities principal to supervise the dealer’s municipal securities
activities.

The Board’s rules do not provide an exemption from the nu-
merical requirements for municipal securities principals based
on the type of transactions in municipal securities in which a
dealer engages. There also is no exemption from the Board’s
rules based on a de minimus number of transactions in mu-
nicipal securities. MSRB interpretation of October 2, 1998.
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Rule G-3

Classification of Principals and Representatives;
Numerical Requirements; Testing; Continuing
Education Requirements

No broker, dealer or municipal securities dealer or person who
is a municipal securities representative, municipal securities
principal, municipal securities sales principal or financial and
operations principal (as hereafter defined) shall be qualified
for purposes of rule G-2 unless such broker, dealer or mu-
nicipal securities dealer or person meets the requirements of
this rule.

(a) Municipal Securities Representative.

(i) Definition. The term “municipal securities repre-
sentative” means a natural person associated with a broker,
dealer or municipal securities dealer, other than a person
whose functions are solely clerical or ministerial, whose ac-
tivities include one or more of the following:

(A) underwriting, trading or sales of municipal
securities;

(B) financial advisory or consultant services for
issuers in connection with the issuance of municipal
securities;

(C) research or investment advice with respect to
municipal securities; or

(D) any other activities which involve communi-
cation, directly or indirectly, with public investors in
municipal securities;

provided, however, that the activities enumerated in
subparagraphs (C) and (D) above shall be limited to such
activities as they relate to the activities enumerated in
subparagraphs (A) and (B) above.

(i)  Qualification Requirements.

(A) Except as otherwise provided in this paragraph
(a)(ii), every municipal securities representative shall
take and pass the Municipal Securities Representative
Qualification Examination prior to being qualified as a
municipal securities representative. The passing grade
shall be determined by the Board.

(B) The requirements of subparagraph (a)(ii)(A) of
this rule shall not apply to any person who is duly quali-
fied as a general securities representative by reason of
having taken and passed the General Securities Regis-
tered Representative Examination.

(C) The requirements of subparagraph (a)(ii)(A) of
this rule shall not apply to any person who is duly quali-
fied as a limited representative — investment company
and variable contracts products by reason of having tak-
en and passed the Limited Representative — Investment
Company and Variable Contracts Products Examination,
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but only if such person’s activities with respect to mu-
nicipal securities described in paragraph (a)(i) of this rule
are limited solely to municipal fund securities.

(D) Any person who ceases to be associated with
a broker, dealer or municipal securities dealer (whether
as a municipal securities representative or otherwise) for
two or more years at any time after having qualified as
a municipal securities representative in accordance with
subparagraph (a)(ii)(A), (B) or (C) shall again meet the
requirements of subparagraph (a)(ii)(A), (B) or (C) prior
to being qualified as a municipal securities representative.

(iii))  Apprenticeship.

(A) Any person who first becomes associated with
a broker, dealer or municipal securities dealer in a rep-
resentative capacity (whether as a municipal securities
representative, general securities representative or lim-
ited representative — investment company and variable
contracts products) without having previously qualified
as a municipal securities representative, general securi-
ties representative or limited representative — investment
company and variable contracts products shall be per-
mitted to function in a representative capacity without
qualifying pursuant to subparagraph (a)(ii)(A), (B) or
(C) for a period of at least 90 days following the date
such person becomes associated with a broker, dealer or
municipal securities dealer, provided, however, that such
person shall not transact business with any member of the
public with respect to, or be compensated for transactions
in, municipal securities during such 90 day period, re-
gardless of such person’s having qualified in accordance
with the examination requirements of this rule. A person
subject to the requirements of this paragraph (a)(iii) shall
in no event continue to perform any of the functions of a
municipal securities representative after 180 days follow-
ing the commencement of such person’s association with
such broker, dealer or municipal securities dealer, unless
such person qualifies as a municipal securities represen-
tative pursuant to subparagraph (a)(ii)(A), (B) or (C).

(B) Prior experience, of at least 90 days, as a gen-
eral securities representative, limited representative
— investment company and variable contracts products
or limited representative — government securities, will
meet the requirements of this paragraph (a)(iii).

(b) Municipal Securities Principal; Municipal Fund Securi-
ties Limited Principal.

(i)  Definition. The term “municipal securities princi-
pal” means a natural person (other than a municipal securities
sales principal), associated with a broker, dealer or municipal
securities dealer that has filed with the Board in compliance
with rule A-12, who is directly engaged in the management,
direction or supervision of one or more of the following
activities:

(A) underwriting, trading or sales of municipal
securities;



(B) financial advisory or consultant services for
issuers in connection with the issuance of municipal
securities;

(C) processing, clearance, and, in the case of bro-
kers, dealers and municipal securities dealers other than
bank dealers, safekeeping of municipal securities;

(D) research or investment advice with respect to
municipal securities;

(E) any other activities which involve communi-
cation, directly or indirectly, with public investors in
municipal securities;

(F) maintenance of records with respect to the ac-
tivities described in subparagraphs (A) through (E); or

(G) training of municipal securities principals or
municipal securities representatives.

provided, however, that the activities enumerated in
subparagraphs (D) and (E) above shall be limited to such
activities as they relate to the activities enumerated in
subparagraphs (A) or (B) above.

(i)  Qualification Requirements.

(A) Every municipal securities principal shall take
and pass the Municipal Securities Principal Qualification
Examination prior to being qualified as a municipal secu-
rities principal. The passing grade shall be determined by
the Board.

(B) Any person seeking to become qualified as a
municipal securities principal in accordance with sub-
paragraph (b)(ii)(A) of this rule must, prior to being
qualified as a municipal securities principal:

(1) have been duly qualified as either a munici-
pal securities representative or a general securities
representative; provided, however, that any person
who qualifies as a municipal securities representa-
tive solely by reason of subparagraph (a)(ii)(C) shall
not be qualified to take the Municipal Securities
Principal Qualification Examination on or after Oc-
tober 1, 2002; or

(2) have taken and passed either the Municipal
Securities Representative Qualification Examination
or the General Securities Registered Representative
Examination.

(C) Any person who ceases to act as a municipal se-
curities principal for two or more years at any time after
having qualified as such shall meet the requirements of
subparagraphs (b)(ii)(A) and (B) prior to being qualified
as a municipal securities principal.

(D) For the first 90 days after becoming a municipal
securities principal, the requirements of subparagraph (b)
(i1)(A) shall not apply to any person who is qualified as
a municipal securities representative, general securities
representative or general securities principal, provided,
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however, that such person shall take and pass the Munici-
pal Securities Principal Qualification Examination within
that period.

(iii) Numerical Requirements. Every broker, dealer

and municipal securities dealer shall have at least two munici-
pal securities principals, except:

(A) every broker, dealer or municipal securities
dealer which is a member of a registered securities asso-
ciation and which conducts a general securities business,
or

(B) every broker, dealer or municipal securities
dealer having fewer than eleven persons associated with
it in whatever capacity on a full-time or full-time equiva-
lent basis who are engaged in the performance of its
municipal securities activities, or, in the case of a bank
dealer, in the performance of its municipal securities
dealer activities, shall have at least one municipal securi-
ties principal.

(iv)  Municipal Fund Securities Limited Principal.

(A) Definition. The term “municipal fund securi-
ties limited principal” means a natural person (other than
a municipal securities principal or municipal securities
sales principal), associated with a broker, dealer or mu-
nicipal securities dealer that has filed with the Board in
compliance with rule A-12, who is directly engaged in
the functions of a municipal securities principal as set
forth in paragraph (b)(i), but solely as such activities re-
late to transactions in municipal fund securities.

(B) Qualification Requirements.

(1) Every municipal fund securities limited
principal shall take and pass the Municipal Fund
Securities Limited Principal Qualification Exami-
nation prior to being qualified as a municipal fund
securities limited principal. The passing grade shall
be determined by the Board.

(2) Any person seeking to become qualified as
a municipal fund securities limited principal in ac-
cordance with clause (b)(iv)(B)(1) of this rule must,
as a condition to being qualified as a municipal fund
securities limited principal:

(a) have been duly qualified as either a
general securities principal or an investment
company/variable contracts limited principal; or

(b) have taken and passed either the
General Securities Principal Qualification Ex-
amination or the Investment Company and
Annuity Principal Qualification Examination.

(3) Any person who ceases to act as a munici-
pal fund securities limited principal for two or more
years at any time after having qualified as such shall
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meet the requirements of clauses (b)(iv)(B)(1) and
(2) prior to being qualified as a municipal fund secu-
rities limited principal.

(4) For the first 90 days after becoming a
municipal fund securities limited principal, the re-
quirements of clauses (b)(iv)(B)(1) and (2) shall
not apply to any person who is qualified as a gen-
eral securities representative, investment company/
variable contracts limited representative, general
securities principal or investment company/variable
contracts limited principal, provided, however, that
such person shall meet the requirements of clauses
(b)(iv)(B)(1) and (2) within that period.

(C) Actions as Municipal Securities Principal. Any
municipal fund securities limited principal may under-
take all actions required or permitted under any Board
rule to be taken by a municipal securities principal, but
solely with respect to activities related to municipal fund
securities, and shall be subject to all provisions of Board
rules applicable to municipal securities principals except
to the extent inconsistent with this paragraph (b)(iv).

(D) Numerical Requirements. Any broker, dealer or
municipal securities dealer whose municipal securities
activities are limited exclusively to municipal fund se-
curities may count any municipal fund securities limited
principal toward the numerical requirement for munici-
pal securities principal set forth in paragraph (b)(iii).

(¢c) Municipal Securities Sales Principal.

(i) Definition. The term “municipal securities sales
principal” means a natural person (other than a municipal
securities principal) associated with a broker, dealer or mu-
nicipal securities dealer (other than a bank dealer) whose
supervisory activities with respect to municipal securities are
limited exclusively to supervising sales to and purchases from
customers of municipal securities.

(i1))  Qualification Requirements.

(A) Every municipal securities sales principal shall
take and pass the General Securities Sales Supervisor
Qualification Examination prior to acting in such capac-
ity. The passing grade shall be determined by the Board.

(B) Any person seeking to become qualified as a
municipal securities sales principal in accordance with
subparagraph (c)(ii)(A) of this rule, must, prior to being
qualified as a municipal securities sales principal:

(1) have been duly qualified as either a munici-
pal securities representative or a general securities
representative; or

(2) have taken and passed either the Municipal
Securities Representative Qualification Examination
or the General Securities Registered Representative
Examination.
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(C) Any person who ceases to act as a municipal se-
curities sales principal for two or more years at any time
after having qualified as such shall meet the requirements
of subparagraphs (c)(ii)(A) and (B) prior to being quali-
fied as a municipal securities sales principal.

(D) For the first 90 days after becoming a municipal
securities sales principal, the requirements of subpara-
graph (c)(ii)(A) shall not apply to any person who is
qualified as a municipal securities representative, general
securities representative or general securities principal,
provided, however, that such person shall take and pass
the General Securities Sales Supervisory Qualification
Examination within that period.

(d) Financial and Operations Principal.

@) Definition. The term “financial and operations
principal” means a natural person associated with a broker,
dealer or municipal securities dealer (other than a bank dealer
or a broker, dealer or municipal securities dealer meeting the
requirements of subparagraph (a)(2)(iv), (v) or (vi) of rule
15¢3-1 under the Act or exempted from the requirements
of rulel15c3-1 in accordance with paragraph (b)(3) thereof),
whose duties include:

(A) approval of and responsibility for financial re-
ports required to be filed with the Commission or any
self-regulatory organization;

(B) final preparation of such reports;

(C) overall supervision of individuals who assist in
the preparation of such reports;

(D) overall supervision of and responsibility for
individuals who are involved in the maintenance of the
books and records from which such reports are derived;

(E) overall supervision and/or performance of the
responsibilities of the broker, dealer or municipal securi-
ties dealer pursuant to the financial responsibility rules
under the Act;

(F) overall supervision of and responsibility for all
individuals who are involved in the administration and
maintenance of the processing and clearance functions of
such broker, dealer or municipal securities dealer; and

(G) overall supervision of and responsibility for all
individuals who are involved in the administration and
maintenance of the safekeeping functions of such broker,
dealer or municipal securities dealer.

(i1))  Qualification Requirements.

(A) Every financial and operations principal shall be
qualified in such capacity in accordance with the rules of
a registered securities association.

(B) Any person who ceases to be associated with
a broker, dealer or municipal securities dealer as a fi-
nancial and operations principal for two or more years
at any time after having qualified as such in accordance



with this paragraph (d)(ii) shall qualify in such capac-
ity in accordance with the rules of a registered securities
association prior to being qualified as a financial and op-
erations principal.

(iii)) Numerical Requirements. Every broker, dealer
and municipal securities dealer (other than a bank dealer and
a broker, dealer or municipal securities dealer meeting the
requirements of subparagraph (a)(2)(iv), (v) or (vi) of rule
15¢3-1 under the Act or exempted from the requirements of
rule 15¢3-1 in accordance with paragraph (b)(3) thereof) shall
have at least one financial and operations principal, including
its chief financial officer, qualified in accordance with para-
graph (d)(ii) of this rule.

(e) Confidentiality of Qualification Examinations. No asso-
ciated person of a broker, dealer or municipal securities dealer
shall:

@) in the course of taking a qualification examination
required by this rule receive or give assistance of any nature;

(i)  disclose to any person questions, or answers to any
questions, on any qualification examination required by this
rule;

(iii) engage in any activity inconsistent with the con-
fidential nature of any qualification examination required by
this rule, or with its purpose as a test of the qualification of
persons taking such examinations; or

(iv) knowingly sign a false certification concerning
any such qualification examination.

(f) Retaking of Qualification Examinations. Any associ-
ated person of a broker, dealer or municipal securities dealer
who fails to pass a qualification examination prescribed by
the Board shall be permitted to take the examination again
after a period of 30 days has elapsed from the date of the pri-
or examination, except that any person who fails to pass an
examination three or more times in succession shall be pro-
hibited from again taking the examination until a period of six
months has elapsed from the date of such person’s last attempt
to pass the examination.

(g) Waiver of Qualification Requirements.

@) The requirements of paragraphs (a)(ii), (a)(iii),
(b)(ii), (b)(iv)(B) and (c)(ii) may be waived in extraordinary
cases for any associated person of a broker, dealer or munici-
pal securities dealer who demonstrates extensive experience
in a field closely related to the municipal securities activities
of such broker, dealer or municipal securities dealer. Such
waiver may be granted by

(A) a registered securities association with respect
to a person associated with a member of such association,
or

(B) the appropriate regulatory agency as defined
in section 3(a)(34) of the Act with respect to a person
associated with any other broker, dealer or municipal se-
curities dealer.
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(ii)) The requirements of paragraph (d)(ii) may be
waived for any associated person of a broker, dealer or munic-
ipal securities dealer in circumstances sufficient to justify the
granting of a waiver if such person were seeking to register
and qualify with a member of a registered securities associa-
tion as a financial and operations principal. Such waiver may
be granted by a registered securities association with respect
to a person associated with a member of such association.

(h) Continuing Education Requirements.

This section (h) prescribes requirements regarding the con-
tinuing education of certain registered persons subsequent to
their initial qualification and registration with a registered se-
curities association with respect to a person associated with
a member of such association, or the appropriate regulatory
agency as defined in section 3(a)(34) of the Act with respect to
a person associated with any other broker, dealer or municipal
securities dealer (“the appropriate enforcement authority”).
The requirements shall consist of a Regulatory Element and a
Firm Element as set forth below.

@) Regulatory Element.

(A) Requirements — No broker, dealer or munici-
pal securities dealer shall permit any registered person to
continue to, and no registered person shall continue to,
perform duties as a registered person, unless such person
has complied with the requirements of section (i) hereof.

Each registered person shall complete the Regulato-
ry Element on the occurrence of their second registration
anniversary date and every three years thereafter or as
otherwise prescribed by the Board. On each occasion,
the Regulatory Element must be completed within 120
days after the person’s registration anniversary date. A
person’s initial registration date, also known as the “base
date,” shall establish the cycle of anniversary dates for
purposes of this section (i). The content of the Regulatory
Element shall be determined by the Board for each regis-
tration category of persons subject to the rule.

(B) Failure to Complete — Unless otherwise deter-
mined by the Board, any registered persons who have not
completed the Regulatory Element within the prescribed
time frames will have their registrations deemed inac-
tive until such time as the requirements of the program
have been satisfied. Any person whose registration has
been deemed inactive under this section shall cease all
activities as a registered person and is prohibited from
performing any duties and functioning in any capacity
requiring registration. A registration that is inactive for a
period of two years will be administratively terminated. A
person whose registration is so terminated may reactivate
the registration only by reapplying for registration and
meeting the qualification requirements of the applicable
provisions of this rule. The appropriate enforcement au-
thority may, upon application and a showing of good
cause, allow for additional time for a registered person to
satisfy the program requirements.
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(C) Disciplinary Actions — Unless otherwise de-
termined by the appropriate enforcement authority, a
registered person will be required to retake the Regulato-
ry Element and satisfy all of its requirements in the event
such person:

(1) becomes subject to any statutory disqualifi-
cation as defined in Section 3(a)(39) of the Securities
Exchange Act of 1934;

(2) becomes subject to suspension or to the im-
position of a fine of $5,000 or more for violation of
any provision of any securities law or regulation, or
any agreement with or rule or standard of conduct of
any securities governmental agency, securities self-
regulatory organization, the appropriate enforcement
authority or as imposed by any such regulatory or
self-regulatory organization in connection with a
disciplinary proceeding; or

(3) is ordered as a sanction in a disciplinary
action to retake the Regulatory Element by any
securities governmental agency, the appropriate
enforcement authority or securities self-regulatory
organization.

The retaking of the Regulatory Element shall commence
with participation within 120 days of the registered per-
son becoming subject to the statutory disqualification, in
the case of (1) above, or the completion of the sanction or
the disciplinary action becomes final, in the case of (2) or
(3) above. The date that the disciplinary action becomes
final will be deemed the person’s new base date for pur-
poses of this section (i).

(D) Any registered person who has terminated as-
sociation with a broker, dealer or municipal securities
dealer and who has, within two years of the date of termi-
nation, become reassociated in a registered capacity with
a broker, dealer or municipal securities dealer shall par-
ticipate in the Regulatory Element at such intervals that
apply (second registration anniversary and every three
years thereafter) based on the initial registration anniver-
sary date rather than based on the date of reassociation in
a registered capacity.

(E) Any former registered person who becomes re-
associated in a registered capacity with a broker, dealer
or municipal securities dealer more than two years after
termination as such will be required to satisfy the pro-
gram’s requirements in their entirety (second registration
anniversary and every three years thereafter), based on
the most recent registration date.

(F) Definition of registered person — For purposes
of this section, the term “registered person” means any
person registered with the appropriate enforcement au-
thority as a municipal securities representative, municipal
securities principal, municipal securities sales principal
or financial and operations principal pursuant to this rule.
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(G) In-Firm Delivery of the Regulatory Element.
Brokers, dealers and municipal securities dealers will be
permitted to administer the continuing education Regu-
latory Element program to their registered persons by
instituting an in-firm program acceptable to the Board.
The following procedures are required:

(1) Principal In-Charge. The broker, dealer or
municipal securities dealer has designated a municipal
securities principal or a general securities principal to
be responsible for the in-firm delivery of the Regulatory
Element.

(2) Site Requirements.

(a) The location of all delivery sites will be
under the control of the broker, dealer or municipal
securities dealer.

(b) Delivery of Regulatory Element continu-
ing education will take place in an environment
conducive to training. (Examples: a training facil-
ity, conference room or other area dedicated to this
purpose would be appropriate. Inappropriate loca-
tions would include a personal office or any location
that is not or cannot be secured from traffic and
interruptions).

(c) Where multiple delivery terminals are
placed in a room, adequate separation between ter-
minals will be maintained.

(3) Technology Requirements. The communication
links and firm delivery computer hardware must comply
with standards defined by the Board or its designated
vendor.

(4) Supervision.

(a) The broker, dealer or municipal securities
dealer’s written supervisory procedures must con-
tain the procedures implemented to comply with the
requirements of in-firm delivery of the Regulatory
Element continuing education.

(b) The broker, dealer or municipal securities
dealer’s written supervisory procedures must iden-
tify the municipal securities principal or general
securities principal designated pursuant to section
(h)(1))(G)(1) of this rule and contain a list of indi-
viduals authorized by the broker, dealer or municipal
securities dealer to serve as proctors.

(c) Firm locations for delivery of the Regulato-
ry Element continuing education will be specifically
listed in the broker, dealer or municipal securities
dealer’s written supervisory procedures.

(5) Proctors.

(a) All sessions will be proctored by an autho-
rized person during the entire Regulatory Element
session. Proctors must be present in the session room



or must be able to view the person(s) sitting for
Regulatory Element continuing education through a
window or by video monitor.

(b) The individual responsible for proctoring
at each administration will sign a certification that
required procedures have been followed, that no ma-
terial from Regulatory Element continuing education
has been reproduced, and that no candidate received
any assistance to complete the session. Such certifi-
cation may be part of the sign-in log required under
section (h)(1)(G)(6)(c) of this rule.

(c) Individuals serving as proctors must be per-
sons registered with a self-regulatory organization
and supervised by the designated principal for pur-
poses of in-firm delivery of the Regulatory Element
continuing education.

(d) Proctors will check and verify the identifi-
cation of all individuals taking Regulatory Element
continuing education.

(6) Administration.

(a) All appointments will be scheduled in ad-
vance using the procedures and software specified
by the Board to communicate with the Board’s sys-
tem and designated vendor.

(b) The broker, dealer or municipal securities
dealer and its proctor will conduct each session in
accordance with the administrative appointment
scheduling procedures established by the Board or
its designated vendor.

(c) A sign-in log will be maintained at the de-
livery facility. Logs will contain the date of each
session, the name and social security number of
the individual taking the session, the fact that re-
quired identification was checked, the sign-in time,
the sign-out time, and the name of the individual
proctoring the session. Such logs are required to be
retained pursuant to rules G-8 and G-9.

(d) No material will be permitted to be utilized
for the session nor may any session-related material
be removed.

(e) Delivery sites will be made available for in-
spection by the appropriate enforcement authority.

(f) Before commencing the in-firm delivery of
the Regulatory Element continuing education, bro-
kers, dealers and municipal securities dealers are
required to file with the Board a letter of attestation
(as specified below) signed by a municipal securities
principal or general securities principal attesting to
the establishment of required procedures addressing
principal in-charge, supervision, site, technology,
proctors, and administrative requirements. Letters
filed with the Board should be sent to the Municipal
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Securities Rulemaking Board, Professional Quali-
fications Department, 1900 Duke Street, Suite 600,
Alexandria, Virginia, 22314.

Letter of Attestation for In-Firm Delivery of Regulatory
Element Continuing Education

{Name of broker, dealer or municipal securities dealer} has
established procedures for delivering Regulatory Element
continuing education on its premises. I have determined that
these procedures are reasonably designed to comply with SRO
requirements pertaining to in-firm delivery of Regulatory El-
ement continuing education, including that such procedures
have been implemented to comply with principal in-charge,
supervision, site, technology, proctors, and administrative
requirements.

Signature

Printed name

Title (Must be signed by a municipal securities principal or
general securities principal of the broker, dealer or municipal
securities dealer)

Date

(i)  Firm Element.

(A) Persons Subject to the Firm Element — The
requirements of this section shall apply to any person
registered with a broker, dealer or municipal securities
dealer who has direct contact with customers in the con-
duct of the broker, dealer or municipal securities dealer’s
securities sales, trading and investment banking activi-
ties, and to the immediate supervisors of such persons
(collectively, “covered registered persons”). “Customer”
shall mean any natural person and any organization,
other than another broker, dealer or municipal securities
dealer, executing securities transactions with or through
or receiving investment banking services from a broker,
dealer or municipal securities dealer.

(B) Standards for the Firm Element.

(1) Each broker, dealer and municipal securi-
ties dealer must maintain a continuing and current
education program for its covered registered persons
to enhance their securities knowledge, skill, and
professionalism. At a minimum, each broker, dealer
and municipal securities dealer shall at least annu-
ally evaluate and prioritize its training needs and
develop a written training plan. The plan must take
into consideration the broker, dealer and municipal
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securities dealer’s size, organizational structure, and
scope of business activities, as well as regulatory
developments and the performance of covered regis-
tered persons in the Regulatory Element. If a broker,
dealer or municipal securities dealer’s analysis de-
termines a need for supervisory training for persons
with supervisory responsibility, such training must
be included in the broker, dealer or municipal securi-
ties dealer’s training plan.

(2) Minimum Standards for Training Programs
— Programs used to implement a broker, dealer or
municipal securities dealer’s training plan must be
appropriate for the business of the broker, dealer or
municipal securities dealer and, at a minimum must
cover the following matters concerning securities
products, services and strategies offered by the bro-
ker, dealer or municipal securities dealer:

(a) General investment features and asso-
ciated risk factors;

(b) Suitability  and
considerations;

sales  practice

(c) Applicable regulatory requirements.

(3) Administration of Continuing Education
Program — A broker, dealer or municipal securities
dealer must administer its continuing education pro-
grams in accordance with its annual evaluation and
written plan and must maintain records documenting
the content of the programs and completion of the
programs by covered registered persons.

(C) Participation in the Firm Element — Covered
registered persons included in a broker, dealer or munici-
pal securities dealer’s plan must take all appropriate and
reasonable steps to participate in continuing education
programs as required by the broker, dealer or municipal
securities dealer.

(D) Specific Training Requirements — The appro-
priate enforcement authority may require a broker, dealer
or municipal securities dealer, individually or as part of
a larger group, to provide specific training to its covered
registered persons in such areas the appropriate enforce-
ment authority deems appropriate. Such a requirement
may stipulate the class of covered registered persons for
which it is applicable, the time period in which the re-
quirement must be satisfied and, where appropriate, the
actual training content.
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Rule G-3 Interpretations

Interpretive Notice on Professional Qualifications

January 27, 1977

On December 23, 1976, the Municipal Securities Rulemaking
Board (the “Board”) issued an interpretive notice address-
ing certain questions received by the Board with respect to
its professional qualifications rules (rules G-2 through G-7).
Since that time, the Board has received additional questions
concerning rule G-3 which are discussed in this interpretive
notice.

1. Requirements for Financial and Operations
Principals.

Under the rule G-3(b)(ii)!"!, every municipal securities broker
and municipal securities dealer other than a bank dealer is
required to have at least one qualified financial and operations
principal. As defined in the rule, this person is responsible for
the overall supervision and preparation of financial reports to
the Securities and Exchange Commission and self-regulatory
organizations and for the processing, clearance, safekeeping
and recordkeeping activities of the firm. If more than one
person shares these overall supervisory responsibilities, each
such person must be qualified as a financial and operations
principal.

The question has been asked whether a financial and opera-
tions principal whose duties relate solely to financial and
operational matters and not, for example, to underwriting,
trading, or sales functions must qualify also as a municipal se-
curities principal by passing the Board’s municipal securities
principal examination when it is prescribed. The Board does
not intend to impose such a requirement on persons whose
functions are limited to those set forth in the definition of a
financial and operations principal.

The question has also been asked whether a person perform-
ing only the functions of a financial and operations principal
on and after December 1, 1975 would be “grandfathered” as
a municipal securities principal for purposes of taking the
Board’s municipal securities principal examination when
prescribed if such person begins supervising underwriting,
trading or sales functions. Activities relating to financial and
operational matters are substantially different from those re-
lating to underwriting, trading and sales or other categories of
activities supervised by municipal securities principals. The
Board does not intend, therefore, that financial and operations
principals be “grandfathered” for purposes of the Board’s ex-
amination requirements for municipal securities principals, or
that a financial and operations principal would be qualified to
engage in such other supervisory activities solely by reason of
having met the Board’s requirements for financial and opera-
tions principals.

The Board has also been asked whether senior officers or
general partners of a firm, who may bear ultimate legal re-
sponsibility for the financial and operational activities of the



firm, must be qualified as financial and operations principals
under the Board’s rules. Although the answer depends on the
particular factual situation, officers or partners not direct-
ly involved in the financial and operations affairs of a firm
generally would not be required to qualify as financial and
operations principals.

2. Activities Requiring Qualification as a Municipal
Securities Principal.

The question has been asked whether supervisory person-
nel in the processing and clearance areas must qualify as the
municipal securities principals under rule G-3. In a securities
firm, the financial and operations principal ordinarily would
be the only person supervising operations-related activities
who will be required to pass an examination. With respect
to bank dealer supervisory personnel, to whom the financial
and operations principal classification does not apply, quali-
fication in a principal capacity in the operations area will not
be required unless the person in question exercises policy-
making authority. Thus, an individual may supervise a bank
dealer’s processing activities without qualifying as a munici-
pal securities principal, regardless of the number of persons
supervised by such individual, if policy-making functions and
discretionary authority are delegated to a higher level.

Somewhat different considerations apply in determining
which persons are required to be qualified as municipal securi-
ties principals in connection with underwriting, trading, sales
or other activities referred to in the Board’s rules as municipal
securities principal activities. In these areas, the qualification
requirements apply to persons having supervisory responsi-
bility with respect to the day-to-day conduct of the activities
in question, even though such persons may not have a policy-
making role. The Board’s conclusions in this regard are based
on the fact that in these other areas the supervisory person is
responsible for the activities of personnel who communicate
directly with issuers, traders, and investors.

3. Activities Requiring Qualification as a Municipal
Securities Representative.

In certain cases, communications from customers may be re-
ceived at a time when a duly qualified municipal securities
representative or municipal securities principal is unavailable.
Similarly, there may be situations in which it becomes impor-
tant to advise a customer promptly of transactions effected
and orders confirmed, even though the individual responsible
for the account may not be able to communicate with the cus-
tomer at that time.

In many cases under the rules of other self-regulatory orga-
nizations, communications of this nature, which in essence
reflect a mechanical function, may be received and made by
properly supervised competent individuals whose clerical and
ministerial functions would not otherwise subject them to
qualification requirements. The Board believes the principle
underlying this practice and the application of other self-regu-
latory organizations’ qualification rules is sound.
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Accordingly, the Board interprets rule G-3 to permit the re-
cording and transmission in customary channels of orders,
the reading of approved quotations, and the giving of reports
of transactions by non-qualified clerical personnel when the
duly qualified municipal securities representative or munici-
pal securities principal who normally handles the account
or customer is unavailable. The foregoing interpretation is
applicable only to clerical personnel who are: (a) deemed ca-
pable and competent by a municipal securities principal or
general securities principal to engage in such activities; (b)
specifically authorized in writing to perform such functions
on an occasional basis as necessary or directed to perform
such functions in specific instances, in either case by a duly
qualified municipal securities principal or general securities
principal; (c) familiar with the normal type and size of trans-
action effected with or for the customer or the account; and
(d) closely supervised by duly qualified municipal personnel.

All orders for municipal securities received by clerical per-
sonnel under the foregoing interpretation must be reviewed
and approved by duly qualified municipal personnel famil-
iar with the customer or account prior to being accepted or
effected by the municipal securities broker or municipal secu-
rities dealer. Solicitation of orders by clerical personnel is not
permitted. Confirmations of transactions may be given and
quotations read by clerical personnel only when approved by
duly qualified municipal personnel. Individuals subject to the
90-day apprenticeship requirements of rule G-3(i)[" are not
clerical personnel and are not authorized or permitted to en-
gage in such activities with members of the public.

Also, the question has been raised whether a bank’s branch
office personnel, who are not otherwise required to be quali-
fied under rule G-3, will be required to take and pass the
qualification examination for municipal securities representa-
tives in order to respond to a depositor’s inquiry concerning
possible investments in municipal securities. Insofar as the
branch office personnel merely refer the depositor to qualified
bank dealer personnel for discussion concerning the merits
of an investment in municipal securities and execution of the
depositor’s order, the branch office personnel would not be
required to be qualified under the Board’s professional quali-
fications requirements. However, if branch office personnel
seek to advise the depositor concerning the merits of a pos-
sible investment, or otherwise perform more than a purely
ministerial function, qualification under the Board’s rules
would be required.

"I [Currently codified at rule G-3(d)(iii).]
11 [Currently codified at rule G-3(a)(iii).]

Debriefing of Examination Candidates

June 2, 1981

Board rule G-3 sets forth standards of qualifications for mu-
nicipal securities brokers and municipal securities dealers and
their associated persons, including examination requirements
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for municipal securities principals, municipal securities fi-
nancial and operations principals, municipal securities sales
principals, and municipal securities representatives.

In order to assure that its examinations constitute valid tests
of the qualifications of persons who take them, the Board has
instituted various procedures, in the question writing as well
as the administration phases, which are designed to preserve
the confidentiality of the examinations. In addition, on one
occasion the Board found it necessary to take legal action,
alleging copyright violations, against a securities training
school which had used in its training material questions and
answers that appeared to have been taken from questions con-
tained in Board qualification examinations.

The Board wishes to point out that the practice of “debriefing”
persons who have taken a municipal securities qualifications
examination (i.e. requesting or encouraging such persons to
reveal the contents of the examinations) may not only give
rise to an infringement of the Board’s copyright but would, if
engaged in by members of the municipal securities industry,
constitute a violation of the Board’s rules. In this regard, rule
G-3(g)" provides that no person associated with a munici-
pal securities broker or municipal securities dealer shall (i)
disclose to any person any question on any municipal secu-
rities qualification examination or the answers to any such
questions, (ii) engage in any activity inconsistent with the
confidential nature of any such qualification examination or
its purpose as a test of the qualifications of persons taking
such examination, or (iii) knowingly sign a false certification
concerning any such qualification examination.

"l [Currently codified at rule G-3(e).]

Use of Nonqualified Individuals to Solicit New
Account Business

December 21, 1984

The Board has received inquiries whether individuals who
solicit new account business on behalf of municipal securities
dealers must be qualified under the Board’s rules. In partic-
ular, it has come to the Board’s attention that nonqualified
individuals are making “cold calls” to individuals and, by
reading from prepared scripts, introduce the services offered
by a municipal securities dealer, prequalify potential custom-
ers, or suggest the purchase of specific securities currently
being offered by a municipal securities dealer.

Board rule G-3(a) defines municipal securities representative
activities to include any activity which involves communi-
cation with public investors regarding the sale of municipal
securities but exempts activities that are solely clerical or
ministerial. In the past, the Board has permitted nonquali-
fied individuals, under the clerical or ministerial exemption,
to contact existing customers in very limited circumstances.
In an interpretive notice on rule G-3, the Board permitted
certain ministerial and clerical functions to be performed by
nonqualified individuals when municipal securities represen-
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tatives and principals who normally handle the customers’
accounts are unavailable, subject to strict supervisory require-
ments. These functions are: the recording and transmission in
customary channels of orders, the reading of approved quota-
tions, and the giving of reports of transactions. In this notice,
the Board added that solicitation of orders by clerical person-
nel is not permitted. The Board is of the view that individuals
who solicit new account business are not engaging in clerical
or ministerial activities but rather are communicating with
public investors regarding the sale of municipal securities
and thus are engaging in municipal securities representative
activities which require such individuals to be qualified as
representatives under the Board’s rules.

Finally, under rule G-3(i)"), a person serving an apprentice-
ship period prior to qualification as a municipal securities
representative may not communicate with public investors
regarding the sale of municipal securities. The Board sees no
reason to allow nonqualified individuals to contact public in-
vestors, except for the limited functions noted above, when
persons training to become qualified municipal securities rep-
resentatives may not do so.

" [Currently codified at rule G-3(a)(iii).]

Notice Regarding Regulation of Taxable Municipal
Securities

October 6, 1986

Because of recent federal tax law changes which place ad-
ditional restrictions on the issuance of tax-exempt municipal
securities, issuers of municipal securities are issuing, or con-
sidering issuing, debt securities that are subject to federal
taxation. As a result, the Municipal Securities Rulemaking
Board has received numerous inquiries concerning the appli-
cation of its rules to dealers effecting transactions in taxable
municipal securities. The Board wishes to emphasize that its
rules apply to transactions effected by brokers, dealers, and
municipal securities dealers in all municipal securities. Thus,
transactions in taxable municipal securities are subject to
the Board’s rules, including rules regarding uniform and fair
practice, automated clearance and settlement, the payment of
the underwriting assessment fee, and the professional qualifi-
cations of registered representatives and principals.

Notice Concerning Municipal Securities Sales
Activities in Branch Affiliate and Correspondent
Banks Which Are Municipal Securities Dealers

March 11, 1983

The Board has received several inquiries from banks concern-
ing the activities which may be performed in connection with
the marketing of municipal securities through branch, affili-
ate, and correspondent banks. Rule G-2 of the Board provides
that no municipal securities dealer may effect transactions in,
or induce or attempt to induce the purchase or sale of any
municipal security, unless the dealer in question and every in-



dividual associated with it is qualified in accordance with the
rules of the Board. Board rule G-3 establishes qualification re-
quirements for municipal securities representatives and other
municipal securities professionals. Board rule G-27 requires
supervision of municipal securities activities by qualified mu-
nicipal securities principals.

Activities of Branch, Affiliate and Correspondent Bank
Personnel

Bank employees who are not qualified municipal securities
representatives may perform certain limited functions in con-
nection with the marketing of municipal securities. Namely,
such persons may:

advise customers that municipal securities investment servic-
es are available in the bank;

make available to customers material concerning municipal
securities investments, such as market letters and listings of
issues handled by the bank’s dealer department, which has
been approved for distribution by the dealer department’s mu-
nicipal securities principal; and,

establish contact between the customer and the dealer
department.

Further sales-related activity would be construed as inducing
or attempting to induce the purchase or sales of a municipal
security, and may only be engaged in by duly-qualified mu-
nicipal securities representatives.

The Board wishes to emphasize that each bank dealer should
take steps to assure that its branch, correspondent, and affili-
ate bank personnel understand and observe the restrictions
outlined above concerning referrals of municipal securities
customers to the bank’s dealer department.

Placement and Supervision of Municipal Securities
Representatives

Bank dealers have also directed inquiries to the federal bank
regulators and to the Board concerning whether qualified mu-
nicipal securities representatives in affiliates or branches of
a bank dealer may respond to customer inquiries concerning
municipal securities and take customer orders for municipal
securities if no municipal securities principal is located in
such affiliates or branches. Board rule G-27 places on each
broker, dealer, and municipal securities dealer the obligation
to supervise the municipal securities activities of its associated
persons and the conduct of its municipal securities business.
The rule requires that municipal securities dealers designate a
municipal securities principal as responsible for the supervi-
sion and review of municipal securities transactions and other
activities. There is no requirement that a municipal securities
principal be located in each office or branch of a municipal
securities dealer, provided that adequate supervision of all
municipal securities activities can be assured. For purposes
of the Board rules, each employee of a branch or affiliate of a
bank dealer who communicates with public customers on in-
vestment opportunities in municipal securities and who takes

MSRB RULE BOOK

customers’ orders for such securities would be considered an
“associated person” to whom the Board’s qualification and
supervision requirements would apply.

See also:

Rule G-23 Interpretation Notice on Application of Board Rules
to Financial Advisory Services Rendered to Corporate Obli-
gors on Industrial Development Bonds, May 23, 1983

Interpretive Letters

Apprenticeship. This will acknowledge receipt of your letter
dated January 30, 1978 and will confirm our recent telephone
conversation.

In your letter you seek clarification of the applicability of
the requirements of rule G-3(i)!"! relating to apprenticeship
periods to a municipal securities representative who has pre-
viously qualified as a general securities representative. As |
indicated in our conversation, an individual who was previ-
ously qualified as a general securities representative is not
required to serve the 90-day apprenticeship period. MSRB
interpretation of February 17, 1978.

"1 [Currently codified at rule G-3(a)(iii).]

Municipal securities principal. This will acknowledge
receipt of your letter of June 10, 1981. In your letter you in-
dicate that the dealer department of [the bank] has recently
been inspected by examiners from the Office of the Comp-
troller of the Currency, and that, during the course of such
inspection, the examiners indicated that they believed certain
persons should be qualified as municipal securities principals.
You indicate your disagreement with the examiners’ conclu-
sions, and request an opinion from the Board concerning the
need to qualify these personnel.

The two cases you describe are as follows:

(1) Mr.“X”, as head of the Operations Division of the bank’s
Financial Markets Group, is in charge of the operational
support services for the bank’s securities activities, in-
cluding the Tax-Exempt Operations Department. The
Tax-Exempt Operations Department is under the im-
mediate supervision of yourself. For purposes of bank
organizational structure you report to Mr. “X”’; however,
you also report to the head of the Tax-Exempt Securities
Division in connection with “supporting the Tax-Exempt
business operation.” You are qualified as a municipal
securities principal, as is the head of the Tax-Exempt Se-
curities Division; Mr. “X”, however, is not. The national
bank examiners have expressed the view that he should
be.

(2) Two “senior traders” in the Municipal Dealer Department
act under the supervision of the department head with
regard to the trading and positioning of municipal securi-
ties. In connection with these activities they “direct more
junior traders” in their municipal securities activities.
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These persons are not qualified as municipal securities
principals; the national bank examiners contend that they
should be.

As a general matter we would hesitate to disagree with the
opinion expressed by an on-site examiner in a matter of this
sort. The examiner is, of course, in direct contact with the
matter in question, and has access to the full details of the
situation, rather than an abstraction or summary of the par-
ticulars. Accordingly, we are unable to express a view that
the examiner’s conclusions are incorrect in the circumstances
you describe.

With respect to the specific situations presented in your let-
ter, it is certainly not impossible to establish a reporting and
supervisory structure such that a person who is in charge of
the division which includes the operational aspects of a bank’s
municipal securities dealer department need not be qualified
as a municipal securities principal. As is indicated in a Board
interpretive notice concerning qualifications matters, quali-
fication as a municipal securities principal is required of a
person who supervises a bank dealer’s processing and clear-
ance activities with respect to municipal securities only to the
extent that such person has policy-making authority over such
activities. If such person does not have policy-making author-
ity, or if such person’s authority extends to the establishment
of general guidelines or an overall framework for activities,
with the specific function of making policy within that frame-
work reserved for other persons, then such person would not
be deemed to be a municipal securities principal.

Further, it is a not uncommon arrangement to have the pol-
icy-making authority with respect to the municipal dealer
operations activities of a bank allocated between the imme-
diate supervisor of the municipal operations function and
a principal in the dealer department itself. In these circum-
stances the operation supervisor reports to the principal in
connection with the municipal dealer activities, and also re-
ports to other, non-qualified persons in connection with bank
organizational requirements.

Therefore, the arrangement which you describe would not
necessarily require that Mr. “X” be qualified as a municipal
securities principal. Whether he should, in fact, be qualified
as a municipal securities principal depends, of course, on the
extent to which he does exercise policy-making authority
over the municipal dealer operations functions; this is a de-
termination that, we suggest, is most appropriately made by
yourselves and the national bank examiners.

In the second situation you describe it appears to us clear
that the “senior traders” are functioning as municipal securi-
ties principals and should be qualified as such. As you may
know, the Board’s rule defines the term “municipal securities
principal” to include persons “who [are] directly engaged in
the . . . direction or supervision of. . . underwriting, trading
or sales of municipal securities. . .” Your description of the
activities of these “senior traders” indicates that they “direct”

30 | Rule G-3

other persons in trading activities. This certainly supports the
conclusion that they are functioning as municipal securities
principals. MSRB interpretation of June 24, 1981.

Municipal securities principal: numerical requirements.
This is in response to your letter of September 28, 1982 con-
cerning the numerical requirements for municipal securities
principals in Board rule G-3 . . . Rule G-3(b)(i)(B)!"! requires
that

every municipal securities broker or municipal securi-
ties dealer having fewer than eleven persons associated
with it in whatever capacity on a full-time or full-time
equivalent basis who are engaged in the performance of
its municipal securities activities, or, in the case of a bank
dealer, in the performance of its municipal securities
dealer activities, shall have at least one municipal securi-
ties principal.

You inquired as to the meaning of “full-time equivalent basis”
in the reference language. This phrase is intended to require
the inclusion of individuals who should be considered as full-
time employees, but because of some distinctive employment
arrangement do not fit the norm of a full-time employee. For
example, a municipal securities representative who usually
works out of his home which is in a remote location might
not fit the firm’s norm for “full-time employment” but should
nevertheless be counted for purposes of the rule as an associ-
ated person.

You also inquired as to whether a bank dealer is required to
have only one municipal securities principal even if it has
fifteen full-time persons working in the municipal securities
business. The provisions of the rule apply equally to securities
firms and to bank dealers. Therefore, a bank dealer with elev-
en or more associated persons “engaged in the performance of
its municipal securities dealer activities” is required to have at
least two municipal securities principals.

" [Currently codified at rule G-3(b)(iii)(B).]

Municipal securities principal: MSRB registered dealer.
This is in response to your March 21, 1994 letter to [name
deleted] of the National Association of Securities Dealers, a
copy of which you sent to my attention. The issue in ques-
tion is whether [name deleted] (the “Dealer”) is required at
this time to have someone qualified as a municipal securities
principal.

You note in your letter that the activities that the Dealer will
be engaging in currently do not involve municipal securities,
therefore, you concluded that the Dealer is not subject to the
Board’s requirement that the dealer have at least one munici-
pal securities principal.

Board rules apply only to brokers, dealers and municipal
securities dealers who have registered as such with the Secu-
rities and Exchange Commission (“SEC”) and who engage in
municipal securities activities. A dealer “registers” with the
Board, pursuant to rule A-12, on the Board’s initial fee, by
submitting a letter with certain information and paying the ...



initial fee along with the ... annual fee pursuant to rule A-14,
on the Board’s annual fee. Rule A-12 requires that the infor-
mation and fee be submitted to the Board prior to the dealer
engaging in municipal securities activities. Once a dealer is
“registered” with the Board all Board rules are applicable to
that dealer including the requirement in rule G-3, on profes-
sional qualifications, that every dealer shall have at least one
municipal securities principal.!

Regardless of whether the Dealer is currently engaging in mu-
nicipal securities activities, the dealer has “registered” with
the Board and is subject to the Board’s requirement that the
dealer have a municipal securities principal.? If the Dealer
determines that it does not wish to remain “registered” with
the Board upon its conclusion that it is not engaging in mu-
nicipal securities activities, rule A-15(a), on notification to
Board of termination, requires that the Dealer submit a letter
to the Board with a statement of its termination. In the future,
should the dealer remain a registered broker or dealer with the
SEC and make a determination that it will be engaging in mu-
nicipal securities activities, the dealer will have to “register”
with the Board pursuant to the requirements of rules A-12 and
A-14 prior to engaging in municipal securities activities and,
of course, meet the Board’s numerical requirements concern-
ing municipal securities principals. MSRB interpretation of
March 30, 1994.

' Rule G-3(b)(iii) requires that a dealer have two municipal securities prin-
cipals if the dealer performs only municipal securities activities and it
employs eleven or more persons associated with it in whatever capacity
on a full-time or full-time equivalent basis who are engaged in the perfor-
mance of its municipal securities activities.

> I have enclosed a copy of the December 14, 1993 letter you submitted to
the Board pursuant to rule A-12.

Municipal securities principal: bank operations. I am writ-
ing in response to your letter of April 26, 1983 concerning
the results of a recent examination of your bank’s municipal
securities dealer department by examiners from the Office of
the Comptroller of the Currency. In your letter you indicate
that the examiners expressed the view that the bank’s present
organizational structure did not comport with the definition of
a “separately identifiable department or division of a bank”
set forth in Board rule G-1. You note that the examiners’
basis for this conclusion was their belief that the municipal
securities processing functions of the bank were not under
the supervision of a qualified municipal securities principal.
You state that you disagree with the examiners’ conclusions,
and you request that the Board indicate whether, in its view,
the organizational structure through which the bank presently
carries on its municipal securities activities is satisfactory for
purposes of compliance with Board rules.

As a general matter we would hesitate to disagree with the
opinion expressed by on-site examiners in a matter of this
sort. The examiners are, of course, in direct contact with the
matter in question, and have access to the full details of the
situation, rather than an abstraction or summary of the par-
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ticulars. Accordingly, we are unable to express a view that the
examiners’ conclusions are incorrect in the circumstances you
describe.

With respect to the specific issues which you raise, it is not
impossible for a bank to establish a “separately identifiable
department or division” for purposes of rule G-1 which in-
cludes areas in the bank which, for other purposes (e.g., for
general bank organizational and reporting purposes), would
be considered separate. To the extent that such areas are en-
gaged in municipal securities dealer activities (as enumerated
in rule G-1), however, they must be under the supervision of
the person or persons designated by the bank’s board of direc-
tors, in accordance with rule G-1(a)(1), as responsible for the
conduct of such activities.

As you are aware, the person or persons who are responsible
for the management and supervision of the day-to-day ac-
tivities of the municipal securities processing area need not
be qualified as municipal securities principals if they do not
have policy-making authority with respect to such activities.
However, such activities must be subject to the supervision of
a municipal securities principal. Therefore, if those directly
involved in the day-to-day supervision of the municipal secu-
rities processing activities do not have policymaking authority
over such activities and, as a consequence, are not qualified as
municipal securities principals, a person who is qualified as a
municipal securities principal (whether that person designat-
ed by the bank’s board of directors pursuant to rule G-1(a)(1)
or some other person who is subordinate to that person) must
be designated as having responsibility for the supervision of
the processing activities. The bank’s supervisory procedures
should appropriately reflect such designation and set forth the
manner in which the designated person will carry out these
responsibilities. MSRB interpretation of May 13, 1983.

Disqualification of municipal securities principals. In our
recent telephone conversation you asked whether the Board
has interpreted rule G-3(c)(iv)["! as to the qualification status
of a municipal securities principal in circumstances where
the bank dealer, with which the individual is associated, fails
to effect a municipal security transaction for a period of two
or more years. You proposed that, if there are no municipal
securities transactions for the principal to supervise, the indi-
vidual would not be considered to be “acting as a municipal
securities principal” and, consequently, the individual’s quali-
fication as a municipal securities principal would lapse after a
two-year period of such inactivity.

The Board has considered a similar situation and given an
interpretation in the matter. It reaffirmed the interpretation
that an individual whose responsibilities no longer include
supervision of municipal securities activities probably will
not be able to remain adequately informed in the supervisory
and compliance matters of concern to municipal securities
principals, and that continuing association with a municipal
securities dealer, in a capacity other than that of a municipal
securities principal, is not sufficient to maintain qualifica-
tion as a municipal securities principal. However, the Board
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also concluded that it did not intend this interpretation of rule
G-3(c)(iv)!"! to mean that a dealer must necessarily effect
transactions in municipal securities in order for its municipal
securities principal to maintain such qualification. The Board
noted that the definition of a municipal securities principal
not only includes supervision of trading or sales, but of oth-
er municipal securities activities as well. Consequently, the
Board determined that the qualification of a municipal secu-
rities principal should not automatically terminate because
the individual is associated with a municipal securities bro-
ker or dealer which has not effected a municipal securities
transaction in two or more years, but that to maintain such
qualification the individual must demonstrate clearly that:

- the municipal securities broker or dealer was engaged in
municipal securities activity during this period (e.g., de-
termination of suitability involving municipal securities,
recommendations to customers, advertising, financial ad-
visory activity with respect to municipal issuers); and

- the individual in question had been designated with su-
pervisory responsibility for such municipal securities
activities during this period.

MSRB interpretation of January 15, 1987.

1 [Currently codified at rule G-3(b)(ii)(C).]

“Municipal Securities Principal” defined. This is in re-
sponse to your letter of January 28, 1987, and subsequent
telephone conversations with the Board’s staff, requesting
an interpretation of Board rule G-3(a)(i)'"), the definition of
the term “Municipal Securities Principal”. You ask whether
an individual, who has day-to-day responsibility for directing
the municipal underwriting activities of a firm, must be quali-
fied as a municipal securities principal. You suggest that such
activity seems to meet the definition of a municipal securities
principal, namely, an individual who is “directly engaged in
the management, direction or supervision of. . .underwriting
. ..of municipal securities.” You note that this individual has
the authority to make underwriting commitments in the name
of the firm, but that the firm’s president is designated with
supervisory responsibility for this individual’s underwriting
activity. Also, you indicated that this individual does not have
supervisory responsibility for any other representative.

Your request for an interpretation was referred to a Committee
of the Board which has responsibility for professional qualifi-
cation matters. The Committee concluded that the individual
you describe would not be required to qualify as a municipal
securities principal, provided that her responsibilities are lim-
ited to directing the day-to-day underwriting activities of the
dealer, and provided that these responsibilities are carried out
within policy guidelines established by the dealer and under
the direct supervision of a municipal securities principal. The
Committee is also of the opinion that commitment authority
alone is not indicative of principal activity, but rather is in-
herent in the underwriting activities of a municipal securities
representative. MSRB interpretation of February 27, 1987.
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"l [Currently codified at rule G-3(b)(i).]

Municipal securities representative. Your letter dated Oc-
tober 16, 1978, has been referred to me for response. In your
letter, you request clarification of whether personnel in your
firm will have to take and pass the Board’s qualification ex-
amination for municipal securities representatives, since
they only effect transactions with other municipal securities
professionals.

Board rule G-3(a)(iii)!" defines the term “municipal securi-
ties representative” to mean a natural person associated with a
municipal securities broker or municipal securities dealer who
performs certain specified functions, which include “trading
or sales of municipal securities.” A person is deemed to be a
municipal securities representative under the rule whether he
or she engages in such activities with customers or only other
municipal securities professionals. Accordingly, personnel in
your firm who only trade with, or sell securities to other mu-
nicipal securities professionals will have to take and pass the
examination for municipal securities representatives, unless
they are exempted under the provisions of rule G-3(e)(ii)."
MSRB interpretation of October 27, 1978.

"l [Currently codified at rule G-3(a)(i).]
111 [Currently codified at rule G-3(a)(ii)(B).]

Municipal securities representative: credit department
employees. This will acknowledge receipt of your letter of
October 18, 1979, concerning a proposed arrangement for
the performance of municipal credit analysis functions at
your bank. In your letter you indicate that the bank wishes to
have certain basic statistical and data gathering activities with
respect to proposed new issues of municipal securities per-
formed by its Credit Department. The Credit Department will
provide the information resulting from these activities to reg-
istered personnel in the Investment Department, which will
evaluate the credit of the issuer and determine the appropri-
ateness of the issue for the bank’s own investment activities
and for the bank’s customers. You inquire whether the person-
nel in the Credit Department would be required to register and
qualify as municipal securities representatives due to their
performance of these activities.

Your question was referred to a committee of the Board which
has the responsibility for administering the professional qual-
ifications program on the Board’s behalf. The Committee
concluded that such persons would not be required to register
and qualify as representatives if their functions are limited
to information gathering and performance of basic statistical
computations. However, if such persons engage in any type of
evaluative activity or if such persons make recommendations
or suggest conclusions with respect to the securities, registra-
tion and qualification would be required. Further, should these
persons produce any documents or research products intended
for distribution or for use in the solicitation of customers, they
would be required to register and qualify. MSRB interpreta-
tion of December 10, 1979.



Clerical or ministerial duties. This will acknowledge receipt
of your letter in which you request advice concerning whether
certain persons employed by [Name deleted] must qualify as
municipal securities representatives under rule G-3.

In the case of one of the individuals, you state in your let-
ter that he is responsible for calculating coupon rates for
new issue securities, based on information provided to him
by persons in [Name deleted] underwriting department. Ac-
cording to your letter, the individual has some discretion to
“revise coupon rates to a more marketable figure,” but all of
his activities are subject to the approval of, and supervised
by, municipal securities professionals in the department. We
understand that he does not communicate with issuers, cus-
tomers or other municipal securities dealers.

Based upon the facts set forth in your letter, we are of the
view that the individual described performs only clerical or
ministerial functions in calculating the coupon scale, and he is
therefore not a municipal securities representative within the
meaning of rule G-3.

In your letter, you also request advice regarding certain indi-
viduals whose only function is to receive telephonic orders
for municipal securities from municipal securities dealers. We
understand that these individuals do not solicit orders, negoti-
ate prices or the terms of transactions, or transmit offers to
prospective purchasers, nor do they communicate at any time
with customers. Based upon the facts you have provided, we
are of the opinion that these individuals perform only clerical
or ministerial functions, and they are therefore also not mu-
nicipal securities representatives within the meaning of rule
G-3. MSRB interpretation of December 8, 1978.

Clerical or ministerial duties. I refer to your letter of June 22,
1979, in which you request advice regarding the applicability
of rule G-3 on professional qualifications to an employee of
[Company name deleted]. According to your letter, the activi-
ties of the employee in question are limited to checking the
mathematical accuracy of bids received by an issuer for which
[Company name deleted] acts as financial advisor and report-
ing the results to the issuer.

Based on the facts stated in your letter, the employee is not
required to qualify as a municipal securities representative
under rule G-3. The Board does not intend the qualification
requirements of the rule to apply to persons performing solely
clerical or ministerial functions, such as in this case. MSRB
interpretation of July 24, 1979.

“Finder” of potential issuers. This responds to your letter of
May 14, 1981 requesting our advice concerning the applica-
tion of the qualification provisions of rule G-3 to a person
employed by a municipal securities broker or dealer whose
activities are limited solely to acting as a “finder” of potential
issuers. Based upon the facts contained in your letter, and as-
suming that such person is not providing financial advisory
or consultant services for issuers, it would appear that he or
she is not performing functions, which are enumerated in rule
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G-3(a), the performance of which would require qualification
as a municipal securities principal or a municipal securities
representative. MSRB interpretation of June 24, 1981.

Persons engaged in financial advisory activities. I am writ-
ing to confirm our telephone conversation of this afternoon
concerning the registration and qualification requirements ap-
plicable to persons in your firm’s public finance department. In
our conversation you inquired whether persons who function
as financial advisors to municipal issuers, providing advice
to such issuers regarding the structure, timing and terms of
new issues of municipal securities to be sold by such issuers,
are required to be qualified. As I indicated, such persons are
required to be registered and qualified as municipal securities
representatives. Furthermore, persons who supervise repre-
sentatives performing such financial advisory services are re-
quired to be registered and qualified as municipal securities
principals.

For your information, the provision of financial advisory
services to municipal issuers is defined to be a municipal se-
curities representative function in Board rule G-3(a)(iii)(B).""
The requirement that persons performing such function be
qualified is set forth generally in rules G-2 and G-3, and the
specific qualification requirements applicable to such persons
are stated in rules G-3(e)!"! and (1)¥!. MSRB interpretation of
June 10, 1982.

"I [Currently codified at rule G-3(a)(i)(B).]
11 [Currently codified at rule G-3(a)(ii).]
11" [Currently codified at rule G-3(a)(iii).]

Cold calling. This is in response to your letter regarding the
application of rule G-3, concerning professional qualifica-
tions, to non-qualified individuals contacting institutional
investors. You refer to the Board’s December 21, 1984 no-
tice stating that non-qualified individuals making “cold calls”
to individuals and introducing the services offered by a mu-
nicipal securities dealer, prequalifying potential customers
or suggesting the purchase of securities must be qualified
as a municipal securities representative. You ask whether a
non-qualified individual may make a “cold call” to an institu-
tional portfolio manager solely for the purpose of introducing
the name of the municipal securities dealer to the portfolio
manager and to inquire as to the type of securities in which
it invests. You state that the individual or individuals making
the calls would be specifically instructed not to discuss the
purchase or sale of any specific security.

Board rule G-3(a)(iii)"! defines municipal securities repre-
sentative activities to include any activity which involves
communication with public investors regarding the sale of
municipal securities but exempts activities that are solely
clerical or ministerial. As you noted, in December 1984,
the Board issued an interpretation of rule G-3 which states
that individuals who solicit new account business are not
engaging in clerical or ministerial activities but rather are
communicating with public investors regarding the sale of
municipal securities and thus are engaging in municipal secu-
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rities representative activities which require such individuals
to be qualified as representatives under the Board’s rules. Ex-
amples of solicitation of new account business stated in the
notice included “cold calls” to individuals during which the
non-qualified individual introduces the services offered by
the dealers, prequalified potential customers, or suggests the
purchase of specific securities currently being offered by a
municipal securities dealer. An individual who introduces the
name of the municipal securities dealer and inquires as to the
type of securities in which a portfolio manager invests would
be communicating with the public in an attempt to prequalify
potential customers and thus must be qualified as a municipal
securities representative. MSRB interpretation of January 5,
1987.

"1 [Currently codified at rule G-3(a)(i).]

Supervision of data processing functions. I am writing in re-
sponse to your letter of November 7, 1988 and our subsequent
telephone conversation by which you requested an interpreta-
tion of the Board’s qualification requirements for municipal
securities principals. You asked whether an individual, who
is presently qualified as a representative, additionally must be
qualified as a municipal securities principal because he has
oversight and supervisory responsibility for the firm’s data
processing department.

Board rule G-3(a)(i)!"! defines a municipal securities princi-
pal as a person directly engaged in the management, direction
or supervision of one or more enumerated representative ac-
tivities. Consequently, whether or not this individual must
be qualified as a municipal securities principal depends on
whether he is supervising such activities, i.e., whether the data
processing department employees are functioning as munici-
pal securities representatives.

You state that the data processing department assists this
individual by performing the calculations necessary in the
structuring of municipal bond issues and underwritings.
Moreover, you note that the employees in the data processing
department do not communicate with customers, including is-
suers, in carrying out their duties and that the above financial
advisory and underwriting activities are otherwise supervised
by a qualified municipal securities principal.

Based upon the facts set forth above, we are of the view that
the individual described supervises only clerical or ministe-
rial functions, and he is therefore not a municipal securities
principal within the meaning of Board rule G-3. MSRB inter-
pretation of December 9, 1988.

"l [Currently codified at rule G-3(b)(i).]

See also:

Rule G-1 Interpretive Letter — Portfolio credit analyst, MSRB
interpretation of June 8, 1978.

Rule G-2 Interpretive Letter — Execution of infrequent unso-
licited orders, MSRB interpretation of October 2, 1998.

Rule G-27 Interpretive Letter — Supervisory structure, MSRB
interpretation of March 11, 1987
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Rule G-4
Statutory Disqualifications

(a) Except as otherwise provided in sections (b) and (c) of
this rule, no broker, dealer or municipal securities dealer or
natural person shall be qualified for purposes of rule G-2 if,
by action of a national securities exchange or registered secu-
rities association, such broker, dealer or municipal securities
dealer has been and is expelled or suspended from member-
ship or participation in such exchange or association, or such
natural person has been and is barred or suspended from being
associated with a member of such exchange or association:

@) for violation of any rules of such exchange or as-
sociation which prohibit any act or transaction constituting
conduct inconsistent with just and equitable principles of
trade, or which requires any act the omission of which con-
stitutes conduct inconsistent with such just and equitable
principles of trade; or

(i) by reason of any statutory disqualification of the
character described in subparagraphs (C), (D), (E) or (F) of
section 3(a)(39) of the Act.

(b) A broker, dealer or municipal securities dealer or natural
person shall be qualified for purposes of rule G-2, notwith-
standing the provisions of paragraph (a)(i) of this rule, if the
Commission shall so determine upon application by such
broker, dealer or municipal securities dealer or natural person
in accordance with such standards and procedures as are set
forth in rule19h-1(d) under the Act with respect to registered
brokers and dealers and their associated persons.

(c) Notwithstanding the provisions of paragraph (a)(ii) of
this rule, a broker, dealer or municipal securities dealer or nat-
ural person shall be qualified for purposes of rule G-2 upon a
determination by a registered securities association in the case
of one of its members or such member’s associated persons,
by the Commission in the case of any other broker, dealer or
municipal securities dealer (other than a bank dealer) or their
associated persons, or by the appropriate regulatory authority
in the case of any bank dealer or such bank dealer’s associated
persons, upon application by such broker, dealer, or municipal
securities dealer or natural person.
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Rule G-5

Disciplinary Actions by Appropriate Regulatory
Agencies; Remedial Notices by Registered
Securities Associations

(a) No broker, dealer or municipal securities dealer shall
effect any transaction in, or induce or attempt to induce the
purchase or sale of, any municipal security in contravention
of any effective restrictions imposed upon such broker, dealer
or municipal securities dealer by the Commission pursuant to
sections 15(b)(4) or (5) or 15B(c)(2) or (3) of the Act or by
an appropriate regulatory agency pursuant to section 15B(c)
(5) of the Act or by a registered securities association pursu-
ant to rules adopted under section 15A(b)(7) of the Act, and
no natural person shall be associated with a broker, dealer or
municipal securities dealer in contravention of any effective
restrictions imposed upon such person by the Commission
pursuant to sections 15(b)(6) or 15B(c)(4) of the Act or by an
appropriate regulatory agency pursuant to section 15B(c)(5)
of the Act or by a registered securities association pursuant to
rules adopted under section 15A(b)(7) of the Act.

(b) No broker, dealer or municipal securities dealer that is a
member of a registered securities association shall effect any
transaction in, or induce or attempt to induce the purchase or
sale of, any municipal security, or otherwise act in contraven-
tion of or fail to act in accordance with rules adopted by the
association, pertaining to remedial activities of members ex-
periencing financial or operational difficulties, as if such rules
were applicable to such broker, dealer or municipal securities
dealer.

(c) No municipal advisor shall engage in municipal advi-
sory activities in contravention of any effective restrictions
imposed upon such municipal advisor by the Commission
pursuant to section 15B(c)(2) or (3) of the Act, and no natural
person shall be associated with a municipal advisor in con-
travention of any effective restrictions imposed upon such
person by the Commission pursuant to section 15B(c)(4) of
the Act.
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Rule G-6
Fidelity Bonding Requirements

No broker, dealer or municipal securities dealer that is a mem-
ber of a registered securities association shall be qualified for
purposes of rule G-2 unless such broker, dealer or municipal
securities dealer has met the fidelity bonding requirements set
forth in the rules of such association, to the same extent as if
such rules were applicable to such broker, dealer or municipal
securities dealer.
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Rule G-7
Information Concerning Associated Persons

(a) No associated person (as hereinafter defined) of a bro-
ker, dealer or municipal securities dealer shall be qualified for
purposes of rule G-2 of the Board unless such associated per-
son meets the requirements of this rule. The term “associated
person” as used in this rule means (i) a municipal securities
principal, (ii) a municipal securities sales principal, (iii) a
financial and operations principal, and (iv) a municipal secu-
rities representative.

(b) Every broker, dealer and municipal securities dealer shall
obtain from each of its associated persons (as defined in sec-
tion (a) of this rule), and each associated person shall furnish
to the broker, dealer or municipal securities dealer with which
such person is or seeks to be associated, a questionnaire,
which shall be signed by a municipal securities principal or
general securities principal, containing at least the following
information:

(i) such person’s name, residence address, social se-
curity number, and the starting date or anticipated starting
date of such person’s employment or other association with
such broker, dealer or municipal securities dealer;

(ii)  date of birth;

(iii) a complete, consecutive statement of employment
and personal history for at least the immediately preceding
ten years, including full time and part time employment, self
employment, military service, unemployment, or full-time
education. For each period of employment, the position held
at the time of leaving said employment;

(iv) arecord of all residential addresses for at least the
immediately preceding five years;

(v)  arecord of any denial of membership or registra-
tion, and of any disciplinary action taken against, or sanction
imposed upon, such person by any federal or state securities
or federal or state bank regulatory agency or by any nation-
al securities exchange or registered securities association,
including any finding that such person was a cause of any
disciplinary action or violated any law;

(vi) arecord of any denial, suspension or revocation
of registration with the Commission as a broker, dealer, or
municipal securities dealer or of any denial, suspension or
revocation of, or expulsion from, membership in a national
securities exchange or a registered securities association, of
any broker, dealer, or municipal securities dealer with which
such person was associated in any capacity when such action
was taken;

(vii) arecord of any permanent or temporary injunction
entered against such person pursuant to which such person
was enjoined from acting as an investment advisor, under-
writer, broker, dealer, or municipal securities dealer, or from
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engaging in or continuing any conduct or practice in connec-
tion with any such activity, or in connection with purchase or
sale of any security;

(viii) a record of any convictions of such person with-
in the past ten years involving the purchase or sale of any
security, the taking of a false oath, the making of a false re-
port, bribery, perjury, burglary, or conspiracy to commit any
such offense; or arising out of the conduct of the business
of a broker, dealer, municipal securities dealer, investment
advisor, bank, insurance company or fiduciary; or involving
the larceny, theft, robbery, extortion, forgery, counterfeiting,
fraudulent concealment, embezzlement, fraudulent conver-
sion, or misappropriation of funds or securities; or involving
the violation of section 152, 1341, 1342, or 1343 or chapter 25
or 47 of title 18, United States Code;

(ix) arecord of any refusal by a surety company to is-
sue a fidelity bond covering such person; any payments made
by a surety company on coverage of such person or cancella-
tion of such coverage; and a statement whether such person is
currently bonded; and

(x)  a record of any other name or names by which
such person has been known or which such person has used.

A completed Form U-4 or similar form prescribed by the
Commission or a registered securities association for brokers,
dealers and municipal securities dealers other than bank deal-
ers or, in the case of a bank dealer a completed Form MSD-4
or similar form prescribed by the appropriate regulatory agen-
cy for such bank dealer, containing the foregoing information,
shall satisfy the requirements of this section.

(c) To the extent any information furnished by an associated
person pursuant to section (b) of this rule is or becomes ma-
terially inaccurate or incomplete, such associated person shall
furnish in writing to the broker, dealer or municipal securities
dealer with which such person is or seeks to be associated a
statement correcting such information.

(d) For the purpose of verifying the information furnished by
an associated person pursuant to section (b) of this rule, ev-
ery broker, dealer and municipal securities dealer shall make
inquiry of all employers of such associated person during the
three years immediately preceding such person’s association
with such broker, dealer or municipal securities dealer con-
cerning the accuracy and completeness of such information
as well as such person’s record and reputation as related to
the person’s ability to perform his or her duties and each such
prior employer which is a broker, dealer or municipal securi-
ties dealer shall make such information available within ten
business days following a request made pursuant to the re-
quirements of this section (d).

(e) Every broker, dealer and municipal securities dealer shall
maintain and preserve a copy of the questionnaire furnished
pursuant to section (b) of this rule, and of any additional state-
ments furnished pursuant to section (c) of this rule, until at



least three years after the associated person’s employment or
other association with such broker, dealer or municipal securi-
ties dealer has terminated.

(f) Every broker, dealer and municipal securities dealer
shall maintain and preserve a record of the name and resi-
dence address of each associated person, designated by the
category of function performed (whether municipal securities
principal, municipal securities sales principal, municipal se-
curities representative or financial and operations principal)
and indicating whether such person has taken and passed the
qualification examination for municipal securities principals,
municipal securities sales principals, municipal securities rep-
resentatives or financial and operations principals prescribed
by the Board or was exempt from the requirement to take and
pass such examination, indicating the basis for such exemp-
tion, until at least three years after the associated person’s
employment or other association with such broker, dealer or
municipal securities dealer has terminated.

(g) Every broker, dealer and municipal securities dealer
which is a member of a registered securities association shall
file with such association, every bank dealer shall file with
the appropriate regulatory agency for such bank dealer, and
every broker, dealer or municipal securities dealer other than
a bank dealer which is not a member of a registered securities
association shall file with the Commission, such of the infor-
mation prescribed by this rule as such association, agency,
or the Commission, respectively, shall by rule or regulation
require.

(h) Any records required to be maintained and preserved
pursuant to this rule shall be preserved in accordance with
the requirements of sections (d), (e) and (f) of rule G-9 of the
Board.
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Rule G-8
Books and Records to be Made by Brokers,
Dealers and Municipal Securities Dealers

(a) Description of Books and Records Required to be Made.
Except as otherwise specifically indicated in this rule, every
broker, dealer and municipal securities dealer shall make and
keep current the following books and records, to the extent
applicable to the business of such broker, dealer or municipal
securities dealer:

@) Records of Original Entry. “Blotters” or other re-
cords of original entry containing an itemized daily record of
all purchases and sales of municipal securities, all receipts and
deliveries of municipal securities (including certificate num-
bers and, if the securities are in registered form, an indication
to such effect), all receipts and disbursement of cash with re-
spect to transactions in municipal securities, all other debits
and credits pertaining to transactions in municipal securities,
and in the case of brokers, dealers and municipal securities
dealers other than bank dealers, all other cash receipts and
disbursements if not contained in the records required by any
other provision of this rule. The records of original entry shall
show the name or other designation of the account for which
each such transaction was effected (whether effected for the
account of such broker, dealer or municipal securities dealer,
the account of a customer, or otherwise), the description of the
securities, the aggregate par value of the securities, the dollar
price or yield and aggregate purchase or sale price of the se-
curities, accrued interest, the trade date, and the name or other
designation of the person from whom purchased or received
or to whom sold or delivered. With respect to accrued interest
and information relating to “when issued” transactions which
may not be available at the time a transaction is effected, en-
tries setting forth such information shall be made promptly as
such information becomes available. Dollar price, yield and
accrued interest relating to any transaction shall be required
to be shown only to the extent required to be included in the
confirmation delivered by the broker, dealer or municipal se-
curities dealer in connection with such transaction under rule
G-12 or rule G-15.

(ii)  Account Records. Account records for each cus-
tomer account and account of such broker, dealer or municipal
securities dealer. Such records shall reflect all purchases and
sales of municipal securities, all receipts and deliveries of
municipal securities, all receipts and disbursements of cash,
and all other debits and credits relating to such account. A
bank dealer shall not be required to maintain a record of a
customer’s bank credit or bank debit balances for purposes of
this subparagraph.

(iii)  Securities Records. Records showing separately
for each municipal security all positions (including, in the
case of a broker, dealer or municipal securities dealer other
than a bank dealer, securities in safekeeping) carried by such
broker, dealer or municipal securities dealer for its account or
for the account of a customer (with all “short” trading posi-
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tions so designated), the location of all such securities long
and the offsetting position to all such securities short, and the
name or other designation of the account in which each posi-
tion is carried. Such records shall also show all long security
count differences and short count differences classified by the
date of physical count and verification on which they were
discovered. Such records shall consist of a single record sys-
tem. With respect to purchases or sales, such records may be
posted on either a settlement date basis or a trade date basis,
consistent with the manner of posting the records of original
entry of such broker, dealer or municipal securities dealer. For
purposes of this subparagraph, multiple maturities of the same
issue of municipal securities, as well as multiple coupons of
the same maturity, may be shown on the same record, provid-
ed that adequate secondary records exist to identify separately
such maturities and coupons. With respect to securities which
are received in and delivered out by such broker, dealer or
municipal securities dealer the same day on or before the
settlement date, no posting to such records shall be required.
Anything herein to the contrary notwithstanding, a non-clear-
ing broker, dealer or municipal securities dealer which effects
transactions for the account of customers on a delivery against
payment basis may keep the records of location required by
this subparagraph in the form of an alphabetical list or lists of
securities showing the location of such securities rather than
a record of location separately for each security. Anything
herein to the contrary notwithstanding, a bank dealer shall
maintain records of the location of securities in its own trad-
ing account.

(iv)  Subsidiary Records. Ledgers or other records re-
flecting the following information:

(A) Municipal securities in transfer. With respect
to municipal securities which have been sent out for
transfer, the description and the aggregate par value of
the securities, the name in which registered, the name in
which the securities are to be registered, the date sent out
for transfer, the address to which sent for transfer, former
certificate numbers, the date returned from transfer, and
new certificate numbers.

(B) Municipal securities to be validated. With re-
spect to municipal securities which have been sent out for
validation, the description and the aggregate par value of
the securities, the date sent out for validation, the address
to which sent for validation, the certificate numbers, and
the date returned from validation.

(C) Municipal securities borrowed or loaned. With
respect to municipal securities borrowed or loaned, the
date borrowed or loaned, the name of the person from
whom borrowed or to whom loaned, the description and
the aggregate par value of the securities borrowed or
loaned, the value at which the securities were borrowed
or loaned, and the date returned.



(D) Municipal securities transactions not com-
pleted on settlement date. With respect to municipal
securities transactions not completed on the settlement
date, the description and the aggregate par value of the
securities which are the subject of such transactions, the
purchase price (with respect to a purchase transaction not
completed on the settlement date), the sale price (with
respect to a sale transaction not completed on the settle-
ment date), the name of the customer, broker, dealer or
municipal securities dealer from whom delivery is due or
to whom delivery is to be made, and the date on which
the securities are received or delivered. All municipal se-
curities transactions with brokers, dealers and municipal
securities dealers not completed on the settlement date
shall be separately identifiable as such. For purposes of
this rule, the term “settlement date” means the date upon
which delivery of the securities is due in a purchase or
sale transaction.

Such records shall be maintained as subsidiary records to
the general ledger maintained by such broker, dealer or mu-
nicipal securities dealer. Anything herein to the contrary
notwithstanding, the requirements of this subparagraph will
be satisfied if the information described is readily obtainable
from other records maintained by such broker, dealer or mu-
nicipal securities dealer.

(v)  Put Options and Repurchase Agreements. Records
of all options (whether written or oral) to sell municipal se-
curities (i.e., put options) and of all repurchase agreements
(whether written or oral) with respect to municipal securities,
in which such broker, dealer or municipal securities dealer
has any direct or indirect interest or which such broker, deal-
er or municipal securities dealer has granted or guaranteed,
showing the description and aggregate par value of the securi-
ties, and the terms and conditions of the option, agreement or
guarantee.

(vi)  Records for Agency Transactions. A memorandum
of each agency order and any instructions given or received
for the purchase or sale of municipal securities pursuant to
such order, showing the terms and conditions of the order and
instructions, and any modification thereof, the account for
which entered, the date and time of receipt of the order by
such broker, dealer or municipal securities dealer, the price
at which executed, the date of execution and, to the extent
feasible, the time of execution and, if such order is entered
pursuant to a power of attorney or on behalf of a joint account,
corporation or partnership, the name and address (if other
than that of the account) of the person who entered the order.
If an agency order is canceled by a customer, such records
shall also show the terms, conditions and date of cancellation,
and, to the extent feasible, the time of cancellation. Orders en-
tered pursuant to the exercise of discretionary power by such
broker, dealer or municipal securities dealer shall be desig-
nated as such. For purposes of this subparagraph, the term
“agency order” shall mean an order given to a broker, dealer
or municipal securities dealer to buy a specific security from
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another person or to sell a specific security to another person,
in either case without such broker, dealer or municipal secu-
rities dealer acquiring ownership of the security. Customer
inquiries of a general nature concerning the availability of
securities for purchase or opportunities for sale shall not be
considered to be orders. For purposes of this subparagraph
and subparagraph (vii) below, the term “memorandum” shall
mean a trading ticket or other similar record. For purposes of
this subparagraph, the term “instructions” shall mean instruc-
tions transmitted within an office with respect to the execution
of an agency order, including, but not limited to, instructions
transmitted from a sales desk to a trading desk.

(vil) Records for Transactions as Principal. A memo-
randum of each transaction in municipal securities (whether
purchase or sale) for the account of such broker, dealer or
municipal securities dealer, showing the price and date of ex-
ecution and, to the extent feasible, the time of execution; and
in the event such purchase or sale is with a customer, a record
of the customer’s order, showing the date and time of receipt,
the terms and conditions of the order, and the name or other
designation of the account in which it was entered and, if such
order is entered pursuant to a power of attorney or on behalf
of a joint account, corporation, or partnership, the name and
address (if other than that of the account) of the person who
entered the order.

(viii) Records Concerning Primary Offerings.

(A) For each primary offering for which a syndicate
has been formed for the purchase of municipal securities,
records shall be maintained by the syndicate manager
showing the description and aggregate par value of the
securities; the name and percentage of participation of
each member of the syndicate; the terms and conditions
governing the formation and operation of the syndicate;
a statement of all terms and conditions required by the
issuer (including whether there was a retail order period
and the issuer’s definition of “retail,” if applicable); all
orders received for the purchase of the securities from
the syndicate; all allotments of securities and the price
at which sold; those instances in which the syndicate
manager allocated securities in a manner other than in
accordance with the priority provisions, including those
instances in which the syndicate manager accorded equal
or greater priority over other orders to orders by syndi-
cate members for their own accounts or their respective
related accounts; and the specific reasons for doing so;
the date and amount of any good faith deposit made to the
issuer; the date of settlement with the issuer; the date of
closing of the account; and a reconciliation of profits and
expenses of the account.

(B) For each primary offering for which a syndicate
has not been formed for the purchase of municipal securi-
ties, records shall be maintained by the sole underwriter
showing the description and aggregate par value of the
securities; all terms and conditions required by the is-
suer (including whether there was a retail order period
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and the issuer’s definition of “retail,” if applicable); all
orders received for the purchase of the securities from
the underwriter; all allotments of securities and the price
at which sold; those instances in which the underwriter
accorded equal or greater priority over other orders to
orders for its own account or its related accounts, and
the specific reasons for doing so; the date and amount of
any good faith deposit made to the issuer; and the date of
settlement with the issuer.

(ix)  Copies of Confirmations, Periodic Statements and
Certain Other Notices to Customers. A copy of all confirma-
tions of purchase or sale of municipal securities, of all periodic
written statements disclosing purchases, sales or redemptions
of municipal fund securities pursuant to rule G-15(a)(viii), of
written disclosures to customers, if any, as required under rule
G-15(f)(iii) and, in the case of a broker, dealer or municipal
securities dealer other than a bank dealer, of all other notices
sent to customers concerning debits and credits to customer
accounts or, in the case of a bank dealer, notices of debits
and credits for municipal securities, cash and other items with
respect to transactions in municipal securities.

(X)  Financial Records. Every broker, dealer and
municipal securities dealer subject to the provisions of rule
15¢3-1 under the Act shall make and keep current the books
and records described in subparagraphs (a)(2), (a)(4)(iv) and
(vi), and (a)(11) of rule 17a-3 under the Act.

(xi)  Customer Account Information. A record for each
customer, other than an institutional account, setting forth
the following information to the extent applicable to such
customer:

(A) customer’s name and residence or principal
business address;

(B) whether customer is of legal age;

(C) tax identification or social security number;
(D) occupation;

(E) name and address of employer;

(F) information about the customer used pursuant to
rule G-19(c)(ii) in making recommendations to the cus-
tomer. For non-institutional accounts, all data obtained
pursuant to rule G-19(b) shall be recorded.

(G) name and address of beneficial owner or owners
of such account if other than the customer and transac-
tions are to be confirmed to such owner or owners;

(H) signature of municipal securities representative,
general securities representative or limited representative
— investment company and variable contracts products
introducing the account and signature of a municipal se-
curities principal, municipal securities sales principal or
general securities principal indicating acceptance of the
account;
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(I with respect to discretionary accounts, custom-
er’s written authorization to exercise discretionary power
or authority with respect to the account, written approval
of municipal securities principal or municipal securities
sales principal who supervises the account, and written
approval of municipal securities principal or municipal
securities sales principal with respect to each transaction
in the account, indicating the time and date of approval;

(J) whether customer is employed by another bro-
ker, dealer or municipal securities dealer;

(K) in connection with the hypothecation of the
customer’s securities, the written authorization of, or
the notice provided to, the customer in accordance with
Commission rules 8c-1 and 15¢2-1; and

(L) with respect to official communications, cus-
tomer’s written authorization, if any, that the customer
does not object to the disclosure of its name, security
position(s) and contact information to a party identified
in G-15(g)(iii)(A)(1) for purposes of transmitting official
communications under G-15(g).

(M) Predispute  Arbitration — Agreements — with
Customers.

(1) Any predispute arbitration clause shall be
highlighted and shall be immediately preceded by
the following language in outline form:

This agreement contains a predispute arbitration
clause. By signing an arbitration agreement the
parties agree as follows:

(a) All parties to this agreement are giving
up the right to sue each other in court, including
the right to a trial by jury, except as provided
by the rules of the arbitration forum in which a
claim is filed.

(b) Arbitration awards are generally final
and binding; a party’s ability to have a court
reverse or modify an arbitration award is very
limited.

(c) The ability of the parties to obtain doc-
uments, witness statements and other discovery
is generally more limited in arbitration than in
court proceedings.

(d) The arbitrators do not have to explain
the reason(s) for their award.

(e) The panel of arbitrators will typically
include a minority of arbitrators who were or are
affiliated with the securities industry.

(f) The rules of some arbitration forums
may impose time limits for bringing a claim in
arbitration. In some cases, a claim that is ineli-
gible for arbitration may be brought in court.



(g) The rules of the arbitration forum
in which the claim is filed, and any amend-
ments thereto, shall be incorporated into this
agreement.

(2) (a) In any agreement containing a pre-
dispute arbitration agreement, there shall be a
highlighted statement immediately preceding any
signature line or other place for indicating agreement
that states that the agreement contains a predispute
arbitration clause. The statement shall also indicate
at what page and paragraph the arbitration clause is
located.

(b) Within thirty days of signing, a copy of
the agreement containing any such clause shall
be given to the customer who shall acknowledge
receipt thereof on the agreement or on a separate
document.

(3) (a) A broker, dealer or municipal securi-
ties dealer shall provide a customer with a copy of
any predispute arbitration clause or customer agree-
ment executed between the customer and the broker,
dealer or municipal securities dealer, or inform the
customer that the broker, dealer or municipal securi-
ties dealer does not have a copy thereof, within ten
business days of receipt of the customer’s request. If
a customer requests such a copy before the broker,
dealer or municipal securities dealer has provided
the customer with a copy pursuant to subparagraph
(2)(b) above, the broker, dealer or municipal securi-
ties dealer must provide a copy to the customer by
the earlier date required by this subparagraph (3)(a)
or by subparagraph (2)(b) above.

(b) Upon request by a customer, a bro-
ker, dealer or municipal securities dealer shall
provide the customer with the names of, and in-
formation on how to contact or obtain the rules
of, all arbitration forums in which a claim may
be filed under the agreement.

(4) No predispute arbitration agreement shall
include any condition that: (i) limits or contradicts
the rules of any self-regulatory organization; (ii)
limits the ability of a party to file any claim in ar-
bitration; (iii) limits the ability of a party to file any
claim in court permitted to be filed in court under
the rules of the forums in which a claim may be filed
under the agreement; and (iv) limits the ability of ar-
bitrators to make any award.

(5) If a customer files a complaint in court
against a broker, dealer or municipal securities
dealer that contains claims that are subject to arbitra-
tion pursuant to a predispute arbitration agreement
between the broker, dealer or municipal securities
dealer and the customer, the broker, dealer or munic-
ipal securities dealer may seek to compel arbitration
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of the claims that are subject to arbitration. If the
broker, dealer or municipal securities dealer seeks to
compel arbitration of such claims, the broker, dealer
or municipal securities dealer must agree to arbitrate
all of the claims contained in the complaint if the
customer So requests.

(6) All agreements shall include a statement
that “No person shall bring a putative or certified
class action to arbitration, nor seek to enforce any
predispute arbitration agreement against any person
who has initiated in court a putative class action; who
is a member of a putative class who has not opted out
of the class with respect to any claims encompassed
by the putative class action until: (i) the class certifi-
cation is denied; or (ii) the class is decertified; or (iii)
the customer is excluded from the class by the court.
Such forbearance to enforce an agreement to arbi-
trate shall not constitute a waiver of any rights under
this agreement except to the extent stated herein.”

(7) These provisions of Rule G-8(a)(xi)(M) are
effective as of May 1, 2005.

For purposes of this subparagraph, the terms “general se-
curities representative,” “general securities principal” and
“limited representative — investment company and variable
contracts products” shall mean such persons as so defined by
the rules of a national securities exchange or registered se-
curities association. For purposes of this subparagraph, the
term “institutional account” shall mean the account of (i) a
bank, savings and loan association, insurance company, or
registered investment company; (ii) an investment adviser
registered either with the Commission under Section 203 of
the Investment Advisers Act of 1940 or with a state securi-
ties commission (or any agency or office performing like
functions); or (iii) any other entity (whether a natural per-
son, corporation, partnership, trust, or otherwise) with total
assets of at least $50 million. Anything in this subparagraph
to the contrary notwithstanding, every broker, dealer and
municipal securities dealer shall maintain a record of the in-
formation required by items (A), (C), (F), (H), (I) and (K) of
this subparagraph with respect to each customer which is an
institutional account.

(xii) Customer Complaints. A record of all written
complaints of customers, and persons acting on behalf of cus-
tomers, and what action, if any, has been taken by such broker,
dealer or municipal securities dealer in connection with each
such complaint. The term “complaint” shall mean any written
statement alleging a grievance involving the activities of the
broker, dealer or municipal securities dealer or any associated
persons of such broker, dealer or municipal securities dealer
with respect to any matter involving a customer’s account.

(xiii) Records Concerning Disclosures in Connection
With Primary Offerings Pursuant to Rule G-32. A record:
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(A) of all documents, notices or written disclosures
provided by the broker, dealer or municipal securities
dealer to purchasers of offered municipal securities under
Rule G-32(a);

(B) if applicable, evidencing compliance with sub-
section (a)(v) of Rule G-32; and

(C) of all documents, notices and information re-
quired to be submitted to the Board by the broker, dealer
or municipal securities dealer, in the capacity of under-
writer in a primary offering of municipal securities (or, in
the event a syndicate or similar account has been formed
for the purpose of underwriting the issue, the managing
underwriter), under Rule G-32(b).

(xiv) Designation of Persons Responsible for Record-
keeping. A record of all designations of persons responsible
for the maintenance and preservation of books and records as
required by rule G-27(b)(ii).

(xv) Records Concerning Delivery of Official State-
ments, Advance Refunding Documents and Forms G-36(0S)
and G-36(ARD) to the Board or its Designee Pursuant to For-
mer Rule G-36. In connection with each primary offering of
municipal securities subject to former Rule G-36 for which a
broker, dealer or municipal securities dealer acted as an un-
derwriter (or, in the event a syndicate or similar account has
been formed for the purpose of underwriting the issue, the
managing underwriter) and was required under the provisions
of former Rule G-36 to send to the Board an official statement
preceding the effective date of Rule G-32, on disclosures in
connection with primary offerings, such underwriter shall
maintain, to the extent not maintained pursuant to subsection
(a)(xiii) of this Rule G-8:

(A) a record of the name, par amount and CUSIP
number or numbers for all such primary offerings of
municipal securities; the dates that the documents and
written information referred to in former Rule G-36 were
received from the issuer and were sent to the Board or
its designee; the date of delivery of the issue to the un-
derwriters; and, for issues subject to Securities Exchange
Act Rule 15¢2-12, the date of the final agreement to pur-
chase, offer or sell the municipal securities; and

(B) copies of the Forms G-36(0S) and G-36(ARD)
and documents submitted to the Board or its designee
along with the certified or registered mail receipt or other
record of sending such forms and documents to the Board
or its designee.

For purposes of this subsection (a)(xv), the term “former Rule
G-36” shall have the meaning set forth in Rule G-32(e)(iv)
and the term “effective date of Rule G-32” shall have the
same meaning as the term “effective date of this rule” as set
forth in Rule G-32(e)(iv).

(xvi) Records Concerning Political Contributions and
Prohibitions on Municipal Securities Business Pursuant to
Rule G-37. Records reflecting:
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(A) a listing of the names, titles, city/county and
state of residence of all municipal finance professionals;

(B) a listing of the names, titles, city/county and
state of residence of all non-MFP executive officers;

(C) the states in which the broker, dealer or munici-
pal securities dealer is engaging or is seeking to engage
in municipal securities business;

(D) alisting of issuers with which the broker, dealer
or municipal securities dealer has engaged in municipal
securities business, along with the type of municipal se-
curities business engaged in, during the current year and
separate listings for each of the previous two calendar
years;

(E) the contributions, direct or indirect, to officials
of an issuer and payments, direct or indirect, made to
political parties of states and political subdivisions, by
the broker, dealer or municipal securities dealer and
each political action committee controlled by the broker,
dealer or municipal securities dealer for the current year
and separate listings for each of the previous two calen-
dar years, which records shall include: (i) the identity of
the contributors, (ii) the names and titles (including any
city/county/state or other political subdivision) of the re-
cipients of such contributions and payments, and (iii) the
amounts and dates of such contributions and payments;

(F) the contributions, direct or indirect, to officials
of an issuer made by each municipal finance profes-
sional, any political action committee controlled by a
municipal finance professional, and non-MFP executive
officer for the current year, which records shall include:
(1) the names, titles, city/county and state of residence of
contributors, (ii) the names and titles (including any city/
county/state or other political subdivision) of the recipi-
ents of such contributions, (iii) the amounts and dates of
such contributions, and (iv) whether any such contribu-
tion was the subject of an automatic exemption, pursuant
to Rule G-37(j), including the amount of the contribution,
the date the broker, dealer or municipal securities dealer
discovered the contribution, the name of the contributor,
and the date the contributor obtained a return of the con-
tribution; provided, however, that such records need not
reflect any contribution made by a municipal finance pro-
fessional or non-MFP executive officer to officials of an
issuer for whom such person is entitled to vote if the con-
tributions made by such person, in total, are not in excess
of $250 to any official of an issuer, per election. In ad-
dition, brokers, dealers and municipal securities dealers
shall maintain separate listings for each of the previous
two calendar years containing the information required
pursuant to this subparagraph (F) for those individuals
meeting the definition of municipal finance professional
pursuant to subparagraphs (A) and (B) of Rule G-37(g)
(iv) and for any political action committee controlled by
such individuals, and separate listings for the previous



six months containing the information required pursuant
to this subparagraph (F) for those individuals meeting the
definition of municipal finance professional pursuant to
subparagraphs (C), (D) and (E) of Rule G-37(g)(iv) and
for any political action committee controlled by such in-
dividuals and for any non-MFP executive officers; and

(G) the payments, direct or indirect, to political
parties of states and political subdivisions made by all
municipal finance professionals, any political action
committee controlled by a municipal finance profes-
sional, and non-MFP executive officers for the current
year, which records shall include: (i) the names, titles,
city/county and state of residence of contributors, (ii) the
names and titles (including any city/county/state or other
political subdivision) of the recipients of such payments,
and (iii) the amounts and dates of such payments; pro-
vided, however, that such records need not reflect those
payments made by any municipal finance professional or
non-MFP executive officer to a political party of a state
or political subdivision in which such persons are entitled
to vote if the payments made by such person, in total, are
not in excess of $250 per political party, per year. In ad-
dition, brokers, dealers and municipal securities dealers
shall maintain separate listings for each of the previous
two calendar years containing the information required
pursuant to this subparagraph (G) for those individuals
meeting the definition of municipal finance professional
pursuant to subparagraphs (A) and (B) of rule G-37(g)
(iv) and for any political action committee controlled by
such individuals, and separate listings for the previous
six months containing the information required pursuant
to this subparagraph (G) for those individuals meeting
the definition of municipal finance professional pursuant
to subparagraphs (C), (D) and (E) of rule G-37(g)(iv) and
for any political action committee controlled by such in-
dividuals and for any non-MFP executive officers.

(H) the contributions, direct or indirect, to bond bal-
lot campaigns made by the broker, dealer or municipal
securities dealer and each political action committee
controlled by the broker, dealer or municipal securities
dealer for the current year, which records shall include:
(i) the identity of the contributors, (ii) the official name
of each bond ballot campaign receiving such contribu-
tions, and the jurisdiction (including city/county/state or
political subdivision) by or for which municipal securi-
ties, if approved, would be issued, and (iii) the amounts
and dates of such contributions;

(I) the contributions, direct or indirect, to bond
ballot campaigns made by each municipal finance pro-
fessional, any political action committee controlled by a
municipal finance professional, and non-MFP executive
officer for the current year, which records shall include:
(1) the names, titles, city/county and state of residence
of contributors, (ii) the official name of each bond ballot
campaign receiving such contributions, and the jurisdic-
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tion (including city/county/state or political subdivision)
by or for which municipal securities, if approved, would
be issued, and (iii) the amounts and dates of such con-
tributions; provided, however, that such records need
not reflect any contribution made by a municipal finance
professional or non-MFP executive officer to a bond bal-
lot campaign for a ballot initiative with respect to which
such person is entitled to vote if the contributions made
by such person, in total, are not in excess of $250 to any
bond ballot campaign, per ballot initiative.

(J) Brokers, dealers and municipal securities deal-
ers shall maintain copies of the Forms G-37 and G-37x
sent to the Board along with the certified or registered
mail receipt or other record of sending such forms to the
Board.

(K) Terms used in this paragraph (xvi) have the
same meaning as in rule G-37.

(L) No record is required by this paragraph (a)(xvi)
of (i) any municipal securities business done or contribu-
tion to officials of issuers or political parties of states or
political subdivisions made prior to April 25, 1994 or (ii)
any payment to political parties of states or political sub-
divisions made prior to March 6, 1995.

(M) No broker, dealer or municipal securities dealer
shall be subject to the requirements of this paragraph (a)
(xvi) during any period that such broker, dealer or mu-
nicipal securities dealer has qualified for and invoked
the exemption set forth in clause (B) of paragraph (e)
(ii) of rule G-37; provided, however, that such broker,
dealer or municipal securities dealer shall remain obli-
gated to comply with clause (H) of this paragraph (a)
(xvi) during such period of exemption. At such time as
a broker, dealer or municipal securities dealer that has
been exempted by this clause (K) from the requirements
of this paragraph (a)(xvi) engages in any municipal secu-
rities business, all requirements of this paragraph (a)(xvi)
covering the periods of time set forth herein (beginning
with the then current calendar year and the two preceding
calendar years) shall become applicable to such broker,
dealer or municipal securities dealer.

(xvii) Records Concerning Compliance with Rule G-20.

Each broker, dealer and municipal securities dealer shall
maintain:

(A) a separate record of any gift or gratuity referred
to in Rule G-20(a);

(B) all agreements referred to in Rule G-20(c) and
all compensation paid as a result of those agreements;
and

(C) records of all non-cash compensation referred to
in Rule G-20(d). The records shall include the name of
the person or entity making the payment, the names of
the associated persons receiving the payments (if appli-
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cable), and the nature (including the location of meetings
described in Rule G-20(d)(iii), if applicable) and value of
non-cash compensation received.

(xviii) Records Concerning Consultants Pursuant to
Former Rule G-38. Each broker, dealer and municipal securi-
ties dealer shall maintain:

(A) a listing of the name of the consultant pursu-
ant to the Consultant Agreement, business address, role
(including the state or geographic area in which the
consultant is working on behalf of the broker, dealer or
municipal securities dealer) and compensation arrange-
ment of each consultant;

(B) a copy of each Consultant Agreement referred
to in former rule G-38(b);

(C) alisting of the compensation paid in connection
with each such Consultant Agreement;

(D) where applicable, a listing of the municipal
securities business obtained or retained through the ac-
tivities of each consultant;

(E) a listing of issuers and a record of disclosures
made to such issuers, pursuant to former rule G-38(d),
concerning each consultant used by the broker, dealer or
municipal securities dealer to obtain or retain municipal
securities business with each such issuer;

(F) records of each reportable political contribution
(as defined in former rule G-38(a)(vi)), which records
shall include:

(1) the names, city/county and state of resi-
dence of contributors;

(2) the names and titles (including any city/
county/state or other political subdivision) of the re-
cipients of such contributions; and

(3) the amounts and dates of such contributions;

(G) records of each reportable political party pay-
ment (as defined in former rule G-38(a)(vii)), which
records shall include:

(1) the names, city/county and state of resi-
dence of contributors;

(2) the names and titles (including any city/
county/state or other political subdivision) of the re-
cipients of such payments; and

(3) the amounts and dates of such payments;

(H) records indicating, if applicable, that a con-
sultant made no reportable political contributions (as
defined in former rule G-38(a)(vi)) or no reportable po-
litical party payments (as defined in former rule G-38(a)

(viD));
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(I) a statement, if applicable, that a consultant
failed to provide any report of information to the dealer
concerning reportable political contributions or report-
able political party payments;

(J) the date of termination of any consultant ar-
rangement; and

(K) copies of the Forms G-38t sent to the Board
along with the certified or registered mail receipt or other
record of sending such forms to the Board.

For purposes of this clause (xviii), the term “former rule
G-38” shall have the meaning set forth in Rule G-38(c)(ii).

(xix) Negotiable Instruments Drawn From a Custom-
er’s Account. No broker, dealer or municipal securities dealer
or person associated with such broker, dealer or municipal
securities dealer shall obtain from a customer or submit for
payment a check, draft or other form of negotiable paper
drawn on a customer’s checking, savings, share, or similar
account, without that person’s express written authorization,
which may include the customer’s signature on the negotiable
instrument.

(xx) Records Concerning Compliance with Rule G-27.
Each broker, dealer and municipal securities dealer shall
maintain the records required under G-27(c) and G-27(d).

(xxi) Records Concerning Sign-in Logs for In-Firm
Delivery of the Regulatory Element Continuing Education. If
applicable, each broker, dealer and municipal securities dealer
shall maintain the records required by rule G-3(h)(1)(G)(6)(c).

(xxii) Records Concerning Compliance with Rule
G-34(c).

(A) A broker, dealer or municipal securities dealer
that acts as a Program Dealer, as defined in Rule G-34(c)
(1)(A), for an Auction Rate Security shall maintain:

(1) a record of the name of and CUSIP num-
ber or numbers for all such Auction Rate Securities
for which the broker, dealer or municipal securities
dealer acts as a Program Dealer;

(2) arecord of all information submitted to and
received from an Auction Agent as defined in Rule
G-34(c)(i) with respect to an auction; and

(3) all information required to be submitted to
the Board by the broker, dealer or municipal securi-
ties dealer under Rule G-34(c).

(B) A broker, dealer or municipal securities dealer
that acts as a Remarketing Agent, as defined in Rule G-
34(c)(ii), for a Variable Rate Demand Obligation shall
maintain:

(1) arecord of the name of and CUSIP number
or numbers for all such Variable Rate Demand Ob-
ligations for which the broker, dealer or municipal
securities dealer acts as a Remarketing Agent; and



(2) all information required to be submitted to
the Board by the broker, dealer or municipal securi-
ties dealer under Rule G-34(c).

(xxiii) Records Concerning Compliance with Rule G-
34(a)(ii)(C). A broker, dealer or municipal securities dealer
that acts as an underwriter in a primary offering of municipal
securities subject to Rule G-34(a)(ii)(C)(1) shall maintain:

(A) arecord of the Time of Formal Award;
(B) arecord of the Time of First Execution; and

(C) a record of the time the new issue received
“Trade Eligibility” status in the new issue information
dissemination system.

(xxiv) Records of Secondary Market Trading Account
Transactions. With respect to each secondary market trading
account formed for the purchase of municipal securities, re-
cords shall be maintained by the broker, dealer, or municipal
securities dealer designated by the account to maintain the
books and records of the account, showing the description and
aggregate par value of the securities; the name and percent-
age of participation of each member of the account; the terms
and conditions governing the formation and operation of the
account; all orders received for the purchase of the securities
from the account; all allotments of securities and the price at
which sold; the date of closing of the account; and a reconcili-
ation of profits and expenses of the account.

(b) Manner in which Books and Records are to be Main-
tained. Nothing herein contained shall be construed to require
a broker, dealer or municipal securities dealer to maintain the
books and records required by this rule in any given manner,
provided that the information required to be shown is clearly
and accurately reflected thereon and provides an adequate ba-
sis for the audit of such information, nor to require a broker,
dealer or municipal securities dealer to maintain its books and
records relating to transactions in municipal securities sepa-
rate and apart from books and records relating to transactions
in other types of securities; provided, however, that in the case
of a bank dealer, all records relating to transactions in munici-
pal securities effected by such bank dealer must be separately
extractable from all other records maintained by the bank.

(c) Non-Clearing Brokers, Dealers and Municipal Securi-
ties Dealers. A broker, dealer or municipal securities dealer
which executes transactions in municipal securities but clears
such transactions through a clearing broker, dealer, or bank,
or through a clearing agency, shall not be required to make
and keep such books and records prescribed in this rule as
are customarily made and kept by a clearing broker, dealer,
bank or clearing agency; provided that, in the case of a broker,
dealer or municipal securities dealer other than a bank dealer,
the arrangements with such clearing broker, dealer or bank
meet all applicable requirements prescribed in subparagraph
(b) of rule 17a-3 under the Act, or the arrangements with such
clearing agency have been approved by the Commission or,
in the case of a bank dealer, such arrangements have been
approved by the appropriate regulatory agency for such bank
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dealer; and further provided that such broker, dealer or munic-
ipal securities dealer shall remain responsible for the accurate
maintenance and preservation of such books and records if
they are maintained by a clearing agent other than a clearing
broker or dealer.

(d) Introducing Brokers, Dealers and Municipal Securi-
ties Dealers. A broker, dealer or municipal securities dealer
which, as an introducing broker, dealer or municipal securi-
ties dealer, clears all transactions with and for customers on
a fully disclosed basis with a clearing broker, dealer or mu-
nicipal securities dealer, and which promptly transmits all
customer funds and securities to the clearing broker, dealer or
municipal securities dealer which carries all of the accounts
of such customers, shall not be required to make and keep
such books and records prescribed in this rule as are custom-
arily made and kept by a clearing broker, dealer or municipal
securities dealer and which are so made and kept; and such
clearing broker, dealer or municipal securities dealer shall be
responsible for the accurate maintenance and preservation of
such books and records.

(e) Definition of Customer. For purposes of this rule, the
term “customer’’ shall not include a broker, dealer or munici-
pal securities dealer acting in its capacity as such or the issuer
of the securities which are the subject of the transaction in
question.

(f) Compliance with Rule 17a-3. Brokers, dealers and mu-
nicipal securities dealers other than bank dealers which are
in compliance with rule 17a-3 of the Commission will be
deemed to be in compliance with the requirements of this rule,
provided that the information required by subparagraph (a)
(iv)(D) of this rule as it relates to uncompleted transactions
involving customers; paragraph (a)(viii); and paragraphs (a)
(xi) through (a)(xxiv) shall in any event be maintained.

(g) Transactions in Municipal Fund Securities.

@) Books and Records Maintained by Transfer
Agents. Books and records required to be maintained by a bro-
ker, dealer or municipal securities dealer under this rule solely
with respect to transactions in municipal fund securities may
be maintained by a transfer agent registered under Section
17A(c)(2) of the Act used by such broker, dealer or municipal
securities dealer in connection with such transactions; provid-
ed that such broker, dealer or municipal securities dealer shall
remain responsible for the accurate maintenance and preser-
vation of such books and records.

(ii))  Price Substituted for Par Value of Municipal Fund
Securities. For purposes of this rule, each reference to the
term “par value,” when applied to a municipal fund security,
shall be substituted with (A) in the case of a purchase of a mu-
nicipal fund security by a customer, the purchase price paid
by the customer, exclusive of any commission, and (B) in the
case of a sale or tender for redemption of a municipal fund
security by a customer, the sale price or redemption amount
paid to the customer, exclusive of any commission or other
charge imposed upon redemption or sale.

Rule G-8 | 47



MSRB RULE BOOK

Rule G-8 Interpretations

Interpretive Notice on Recordkeeping

July 29, 1977

The Municipal Securities Rulemaking Board (the “Board”)
has received a number of inquiries concerning Board rules
G-8 and G-9. These rules require municipal securities brokers
and municipal securities dealers to make and keep current
certain specified records concerning their municipal securities
business and to preserve such records for specified periods of
time. This interpretive notice addresses several of the more
frequent inquiries received by the Board regarding these rules.

General Purposes of Recordkeeping Rules

The Board’s recordkeeping rules are designed to require or-
ganizations engaged in the municipal securities business to
maintain appropriate records concerning their activities in
such business. In writing the rules, the Board adopted the
approach of specifying in some detail the information to be
reflected in the various records. The Board believed that this
approach would provide helpful guidance to municipal secu-
rities professionals as well as the regulatory agencies charged
with the responsibility of examining the records of such firms.
At the same time, the Board attempted to provide a degree
of flexibility to firms concerning the manner in which their
records are to be maintained, recognizing that various record-
keeping systems could provide a complete and accurate record
of a firm’s municipal securities activities. The interpretations
set forth in this notice are intended to be consistent with the
foregoing purposes.

This notice is not intended to address all of the questions which
have arisen, or may arise; the Board will continue its policy of
responding to written requests for individual interpretations
and may issue further interpretive notices on recordkeeping
should additional questions of general interest arise.

The following topics are covered in this interpretive notice:
General Purposes of Recordkeeping Rules

Election to Follow Board or Commission Recordkeeping
Rules

Maintenance of Records on a Trade Date or Settlement Date
Basis

Current Posting of Records

Unit System Method of Recordkeeping
Rule G-8(a)(ii) — Account Records
Rule G-8(a)(iii) — Securities Records

Rules G-8(a)(vi) and (vii) — Records for Agency and Princi-
pal Transactions

Rule G-8(a)(xi) — Customer Account Information

Rule G-8(c) — Non-Clearing Municipal Securities Brokers
and Municipal Securities Dealers
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Rule G-9(b)(viii)(C) — Preservation of Written Communica-
tions

Election to Follow Board or Commission
Recordkeeping Rules

Rules G-8(f) and G-9(g) provide that municipal securities
brokers and municipal securities dealers other than bank deal-
ers, who are in compliance with the recordkeeping rules of the
Securities and Exchange Commission (the “Commission”),
will be deemed to be in compliance with Board rules G-8
and G-9, provided that the following additional records, not
specified in the Commission’s rules, are maintained by such
firms: records of uncompleted transactions involving custom-
ers (subparagraph (a)(iv)(D)); records relating to syndicate
transactions (paragraph (a)(viii)); new account information
(paragraph (a)(xi)); and information concerning customer
complaints (paragraph (a)(xii)). Conversely, Commission
rules 17a-3 and 17a-4 provide that securities firms engaged
in the municipal securities business will satisfy all regulatory
requirements concerning recordkeeping with respect to their
municipal securities business if they are in compliance with
the Board’s rules.

Securities firms must determine to comply with either the
Board or Commission rules, but are not required to file with
either the Board or the commission a formal written notice of
election. Satisfactory compliance with either set of rules will
be subject to determination in the course of periodic compli-
ance examinations conducted by the regulatory organizations
charged with enforcement of Board and Commission rules.

Maintenance of Records on a Trade Date or
Settlement Date Basis

Under rule G-8, records concerning purchases and sales of
municipal securities may be maintained on either a trade date
or settlement date basis, provided that all records relating to
purchases and sales are maintained on a consistent basis. For
example, if a municipal securities broker or municipal securi-
ties dealer maintains its records of original entry concerning
purchases and sales (rule G-8(a)(i)) on a settlement date basis,
the municipal securities broker or municipal securities dealer
must also maintain its account records (rule G-8(a)(ii)) and
securities records (rule G-8(a)(iii)) on the same basis.

The above records may not be maintained on a clearance date
basis, that is, the date the securities are actually delivered or
received. Records maintained on a clearance date basis would
not accurately reflect obligations of a municipal securities
broker or municipal securities dealer to deliver or accept de-
livery of securities. Of course, the date of clearance should be
noted in the records of original entry, account records and se-
curities records, regardless of whether these records are kept
on a trade date or settlement date basis.



Current Posting of Records

Rule G-8 provides that every municipal securities broker or
municipal securities dealer must make and keep current the
records specified in the rule. The Board has received inquiries
as to the time within which records must be posted to satisfy
the currency requirement.

Blotters or other records of original entry showing purchases
and sales of municipal securities should be prepared no later
than the end of the business day following the trade date.
Transactions involving the purchase and sale of securities
should be posted to the account records no later than settle-
ment date and to the securities records no later than the end
of the business day following the settlement date. Records
relating to securities movements and cash receipts and dis-
bursements should reflect such events on the date they occur
and should be posted to the appropriate records no later than
the end of the following business day.

Commission rule 17a-11 requires municipal securities deal-
ers, other than bank dealers, to give immediate notice to the
Commission and their designated examining authorities of
any failure to make and keep current the required records,
and to take corrective action within forty-eight hours after the
transmittal of such notice.

Unit System Method of Recordkeeping

Under rule G-8, records may be maintained in a variety of
ways, including a unit system of recordkeeping. In such a sys-
tem, records are kept in the form of a group of documents or
related groups of documents. For example, customer account
records may consist of copies of confirmations and other re-
lated source documents, if necessary, arranged by customer.

A unit system of recordkeeping is an acceptable system for
purposes of rule G-8 if the information required to be shown
is clearly and accurately reflected and there is an adequate
basis for audit. This would require in most instances that each
record in a unit system be arranged in appropriate sequence,
whether chronological or numerical, and fully integrated into
the overall recordkeeping system for purposes of posting to
general ledger accounts.

Rules G-8(a)(ii) — Account Records

Rule G-8(a)(ii) requires every municipal securities broker
and municipal securities dealer to maintain account records
for each customer account and the account of the municipal
securities broker and municipal securities dealer, showing all
purchases and sales, all receipts and deliveries of securities,
all receipts and disbursements of cash, and all other debits and
credits to such account.

The account records may be kept in several different formats.
Ledger entries organized separately for each customer and for
the municipal securities broker or municipal securities dealer,
showing the requisite information, would clearly satisfy the
requirements of rule G-8(a)(ii).
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The requirements of rule G-8(a)(ii) can also be satisfied by
a unit system of recordkeeping. See discussion above. Un-
der such a system, a municipal securities professional might
maintain files, organized by customer, containing copies of
confirmations and other pertinent documents, if necessary,
which reflect all the information required by rule G-8(a)(ii).

The question has also been raised whether the account records
requirement of rule G-8(a)(ii) can be satisfied by an electronic
data processing system which can produce account records
by tracing through separate transactions. The Board is of the
view that such a system is acceptable if the account records
should be obtainable without delay, although the records need
not be maintained by customer prior to being produced. The
account records so produced must also reflect clearly and ac-
curately all the required information, provide an adequate
basis for audit and be fully integrated into the overall record-
keeping system. Under rule G-27, on supervision, a municipal
securities principal is required to supervise the activities of
municipal securities representatives with respect to custom-
er accounts and other matters. In this connection, it may be
appropriate to obtain printouts of customer accounts on a pe-
riodic basis.

The Board believes that it is important to maintain account
records in the fashion described above in view of several
of the Board’s fair practice rules, such as the rules on suit-
ability and churning. Account records will be important both
as a tool for management to detect violations of these rules
and for enforcement of these rules by the regulatory agen-
cies conducting compliance examinations or responding to
complaints.

The requirement to maintain account records does not apply
to a firm which effects transactions exclusively with other
municipal securities professionals and has no customers, as
defined in paragraph (e) of rule G-8.

Rule G-8(a)(iii) — Securities Records

Rule G-8(a)(iii) requires that records be kept showing sepa-
rately for each municipal security all long and short positions
carried by a municipal securities broker or municipal securi-
ties dealer for its account or for the account of a customer, the
location of all such securities long and the offsetting position
to all such securities short, and the name or other designation
of the account in which each position is carried.

The securities records should reflect not only purchases and
sales, but also any movement of securities, such as whether
securities have been sent out for validation or transfer. If there
is no activity with respect to a particular security, it is not nec-
essary to make daily entries for the security in the securities
records. The last entry will be deemed to be carried forward
until there is further activity involving the security.

Rule G-8(a)(iii) requires that the securities records show all
long security count differences and short count differences
classified by the date of physical count and verification on
which they were discovered. The Board currently has no rule
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requiring municipal securities professionals to make periodic
securities counts. However, if such counts are made, all count
differences must be noted as provided in this section. Com-
mission rule 17a-13 requires municipal securities dealers,
other than bank dealers and certain securities firms exempted
from the rule, to examine and count securities at least once in
each quarter.

The requirement to maintain securities records under rule G-8
does not apply to a firm which effects municipal securities
transactions exclusively with other municipal securities pro-
fessionals and has no customers, as defined in paragraph (e)
of rule G-8, provided the firm does not carry positions for its
own account and records or fails to deliver, fails to receive
and bank loans are reflected in other records of the firm.

Rules G-8(a)(vi) and (vii) — Records for Agency and
Principal Transactions

Rules G-8(a)(vi) and (vii) require municipal securities brokers
and municipal securities dealers to make and keep records
for each agency order and each transaction effected by the
municipal securities broker or municipal securities dealer as
principal. The records may be in the form of trading tickets or
similar documents. In each case, the records must contain cer-
tain specified information, including “to the extent feasible,
the time of execution.”

The phrase “to the extent feasible” is intended to require mu-
nicipal securities professionals to note the time of execution
for each agency and principal transaction except in extraor-
dinary circumstances when it is impossible to determine the
exact time of execution. In such cases, the municipal securities
professional should note the approximate time of execution
and indicate that it is an approximation.

Rule G-8(a)(xi) — Customer Account Information

Rule G-8(a)(xi) requires a municipal securities broker or mu-
nicipal securities dealer to obtain certain information for each
customer. Several distinct questions have been raised with re-
spect to this provision.

The requirement to obtain the requisite information may be
satisfied in a number of ways. Some municipal securities
brokers and municipal securities dealers have prepared ques-
tionnaires which they have had their customers complete and
return. Others have instructed their salesmen to obtain the
information from customers over the telephone at the time
orders are placed. It is not necessary to obtain a written state-
ment from a customer to be in compliance with the provision.

Except for the tax identification or social security number of
a customer, the customer account information required by
this provision must be obtained prior to the settlement of a
transaction. The Board believes that such a requirement is
reasonable since the information is basic and important.

The requirement in subparagraph (C) of rule G-8(a)(xi) to
obtain the tax identification or social security number of a
customer tracks the requirement in section 103.35, Part 103
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of Title 31 of the Code of Federal Regulations, which was
adopted by the Treasury Department and became effective in
June 1972. Under this section, every broker, dealer and bank
must obtain the tax identification or social security number of
customers. If a broker, dealer or bank is unable to secure such
information after reasonable effort, it must maintain a record
identifying all such accounts. The Board interprets subpara-
graph (C) of rule G-8(a)(xi) in a similar fashion to require
municipal securities professionals to make a reasonable ef-
fort to obtain a customer’s tax identification or social security
number and, if they are unable to do so, to keep a record of
that fact.

Several inquiries have focused on the scope of subparagraph
(G) of rule G-8(a)(xi) which requires that a record be made
and kept of the name and address of the beneficial owner or
owners of such account if other than the customer and trans-
actions are to be confirmed to such owner or owners.

This provision applies to the situation in which securities are
confirmed to an account which has not directly placed the
order for the securities. This frequently occurs in connection
with investment advisory accounts, where the investment ad-
visor places an order for a client and directs the executing firm
to confirm the transaction directly to the investment advisor’s
client.

Under rule G-8, the only information which must be obtained
in such circumstances for the account to which the transaction
is confirmed is the name and address of the account, informa-
tion which would have to be obtained in any event in order to
transmit the confirmation. Since the investment advisor itself
is the customer, the other items of customer account infor-
mation set forth in rule G-8(a)(xi) need not be obtained for
the investment advisor’s client. The customer account infor-
mation applicable to institutional accounts, however, must
be obtained with respect to the investment advisor. Also, the
account records required by rule G-8(a)(ii) would not be re-
quired to be maintained for the investment advisor’s client,
although such records would have to be maintained with re-
spect to the account of the investment advisor.

A municipal securities professional is not required to ascer-
tain the name and address of the beneficial owner or owners
of an account if such information is not voluntarily furnished.
Subparagraph G-8(a)(xi)(G) applies only when an order is en-
tered on behalf of another person and the transaction is to be
confirmed directly to the other person.

A recent court decision, Rolf v. Blyth Eastman Dillon & Co.
Inc., et al. issued on January 17, 1977, in the United States
District Court, Southern District of New York, may have im-
portant implications with respect to the obligations generally
of securities professionals to beneficial owners of accounts,
especially to clients of investment advisors. We commend
your attention to this decision, which has been appealed.



Rule G-8(c) — Non-Clearing Municipal Securities
Brokers and Municipal Securities Dealers

Rule G-8(c) provides that a non-clearing municipal securities
broker or municipal securities dealer is not required to make
and keep the books and records prescribed by rule G-8 if they
are made and kept by a clearing broker, dealer, bank or clear-
ing agency. Accordingly, to the extent that records required by
rule G-8 are maintained for a municipal securities broker or
municipal securities dealer by a clearing agent, the municipal
securities broker or municipal securities dealer does not have
to maintain such records. A non-clearing municipal securities
broker or municipal securities dealer is still responsible for
the accurate maintenance and preservation of the records if
they are maintained by a clearing agent other than a clearing
broker or dealer, and should assure itself that the records are
being maintained by the clearing agent in accordance with ap-
plicable recordkeeping requirements of the Board.

In the case of a bank dealer, clearing arrangements must be
approved by the appropriate regulatory agency for the bank
dealer. The bank regulatory agencies are each considering the
adoption of procedures to approve clearing arrangements. It is
contemplated that these procedures will require the inclusion
of certain provisions in clearing agreements, such as an un-
dertaking by the clearing agent to maintain the bank dealer’s
records in compliance with rules G-8 and G-9, and will spec-
ify the mechanics for having such arrangements considered
and approved. The bank regulatory agencies indicate that they
will advise bank dealers subject to their respective jurisdic-
tions on this matter in the near future.

In the case of a securities firm, Commission approval is re-
quired for all clearing arrangements with entities other than
a broker, dealer or bank. The Commission has recently pro-
posed an amendment to its rule 17a-4 which would eliminate
the need to obtain Commission approval of clearing arrange-
ments with such other entities, provided that certain specified
conditions are met. If the proposed rule is adopted, the Board
would make a corresponding change in rule G-8.

If an agent clears transactions, but transmits copies of all
records to the municipal securities broker or municipal secu-
rities dealer, and these records are preserved by the municipal
securities broker or municipal securities dealer in accordance
with rule G-9, the clearing arrangement is not subject to the
rule G-8(c).

Rule G-9(b)(viii)(C) — Preservation of Written
Communications

Subparagraph (C) of rule G-9(b)(viii) requires municipal se-
curities brokers and municipal securities dealers to preserve
for three years all written communications received or sent,
including inter-office memoranda, relating to the conduct of
the activities of such municipal securities broker or municipal
securities dealer with respect to municipal securities.
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The communications required to be preserved by this provi-
sion relate to the conduct of a firm’s activities with respect to
municipal securities. Accordingly, such documents as internal
memoranda regarding offerings or bids, letters to or from cus-
tomers and other municipal securities professionals regarding
municipal securities, and research reports must be preserved.
Documents pertaining purely to administrative matters, such
as vacation policy and the like, would not have to be pre-
served for purposes of the rule.

Notice of Interpretation Concerning Records of
Certificate Numbers of Securities Cleared by
Clearing Agents

October 10, 1986

Rule G-8(a)(i) requires that dealers maintain records of
original entry that include certificate numbers of all securi-
ties received or delivered. The Board has received inquiries
whether a dealer must maintain in its records of original entry
the certificate numbers of securities that are received or deliv-
ered by a clearing agent on behalf of the dealer or whether it
is permissible for the clearing agent to maintain records of the
certificate numbers for the dealer.

The Board has concluded that, for transactions in which phys-
ical securities are cleared by a clearing agent, records of the
certificate numbers of the securities required by rule G-8(a)
(i) may be maintained by the agent on behalf of the dealer
if the dealer obtains an agreement in writing from the agent
in which the following conditions are specified: (i) a com-
plete and current record of certificate numbers of physical
securities cleared by the agent will be maintained on behalf
of the dealer by the agent; (ii) the agent will preserve such
record, and will provide such record to the dealer promptly
upon request, in a manner allowing the dealer to comply with
Board rule G-9 on maintenance and preservation of records.
The Board emphasizes that a dealer allowing a clearing agent
to maintain records of certificate numbers on its behalf con-
tinues to be responsible for the accurate maintenance and
preservation of such records in conformance with the Board’s
recordkeeping rules.

See also:

Rule G-17 Interpretation — Notice Concerning Application of
Board Rules to Put Option Bonds, September 30, 1985.

Rule G-27 Interpretation — Supervisory Procedures for the Re-
view of Correspondence with the Public, March 24, 2000.

Rule G-32 Interpretations — Notice Regarding the Disclosure
Obligations of Brokers, Dealers and Municipal Securities
Dealers in Connection with New Issue Municipal Securities
Under Rule G-32, November 19, 1998.

- Notice Regarding Electronic Delivery and Receipt of
Information by Brokers, Dealers and Municipal Securities
Dealers, November 20, 1998.
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Interpretive Letters

Syndicate records: sole underwriter. This is in response
to your letter regarding rule G-8 on recordkeeping. You note
that rule G-8(a)(viii) requires the managing underwriter of a
syndicate to maintain certain records pertaining to syndicate
transactions. You ask if this rule applies to an underwriter in
a sole underwriting.

Rule G-11(a)(viii) defines a syndicate as an account formed
by two or more persons for the purpose of purchasing, directly
or indirectly, all or any part of a new issue of municipal secu-
rities from the issuer, and making a distribution thereof. Since
a sole underwriting does not involve a syndicate, rule G-8(a)
(viii) does not apply to sole underwritings. Of course, the sole
underwriter must maintain other required records for transac-
tions in the new issue. MSRB interpretation of May 12, 1989.

Syndicate records: participations. This will acknowledge
receipt of your letter of November 24, 1981 concerning cer-
tain of the requirements of Board rule G-8(a)(viii) regarding
syndicate records to be maintained by managers of underwrit-
ings of new issues of municipal securities.

You note that this provision requires, in pertinent part, that,

[w]ith respect to each syndicate..., records shall be
maintained ... showing ... the name and percentage of par-
ticipation of each member of the syndicate or account...

You inquire whether this provision necessitates the desig-
nation of an actual percentage or decimal participation, or,
alternatively,

whether a listing of the ... dollar participation [of each
member] ... along with [the] aggregate par value of the
syndicate meets the requirement ... of the Rule.

The rule should not be construed to require in all cases an
indication of a numerical percentage for each member’s
participation, if other information from which a numerical
percentage can easily be determined is set forth. The method
you propose, showing the par value amount of the member’s
participation, is certainly acceptable for purposes of compli-
ance with this provision of the rule. MSRB interpretation of
December 8, 1981 .

Recordkeeping by introducing brokers. Your letter of
September 16, 1982, has been referred to me for response.
In your letter you indicate that your firm functions as an
“introducing broker”, and, in such capacity, effects an occa-
sional transaction in municipal securities. You inquire as to
the recordkeeping requirements applying to a firm acting in
this capacity, and you also inquire as to the possibility of an
exemption from the Board’s rules, in view of the extremely
limited nature of your municipal securities business.

As you recognize, the provision Board rule G-8 on record-
keeping with particular relevance to introducing brokers is
section (d), which provides as follows:
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A municipal securities broker or municipal securities
dealer which, as an introducing municipal securities bro-
ker or municipal securities dealer, clears all transactions
with and for customers on a fully disclosed basis with a
clearing broker, dealer or municipal securities dealer, and
which promptly transmits all customer funds and securi-
ties to the clearing broker, dealer or municipal securities
dealer which carries all of the accounts of such custom-
ers, shall not be required to make and keep such books
and records prescribed in this rule as are customarily
made and kept by a clearing broker, dealer or munici-
pal securities dealer and which are so made and kept,
and such clearing broker, dealer or municipal securities
dealer shall be responsible for the accurate maintenance
and preservation of such books and records. (emphasis
supplied)

As you can see, this provision states that the introducing
broker need not make and keep those records which are “cus-
tomarily made and kept by” the clearing dealer, as long as the
clearing dealer does, in fact, make and keep those records.
The introducing broker is still required, however, to make and
keep those records which are not “customarily made and kept
by” the clearing firm.

The majority of the specific records you name in your letter
fall into the latter category of records which are not customar-
ily made and kept by the clearing firm and therefore remain
the responsibility of the introducing broker. Your firm would,
therefore, be required to make the records of customer ac-
count information required under rule G-8(a)(xi), with all of
the itemized details of information recorded on such records.
Your firm would also be required to maintain the records of
agency and principal transactions (“order tickets”) required
under rules G-8(a)(vi) and (vii) respectively. In both cases,
however, if, for some reason, the clearing firm does make and
keep these records, your firm would not be required to make
and keep duplicates.

In the case of the requirement to keep confirmation copies,
it is my understanding that the clearing firm generally main-
tains such records. If the clearing firm to which you introduce
transactions follows this practice and maintain copies of the
confirmations of such transactions, you would not be required
to maintain the same record.

In adopting each of these recordkeeping requirements the
Board concluded that the information required to be record-
ed was the minimum basic data necessary to ensure proper
handling and recordation of the transaction and customer pro-
tection. I note also that these requirements parallel in most
respects those of Commission rule 17a-3, to which you are al-
ready subject by virtue of your registration as a broker/dealer.

With respect to your inquiry regarding an exemption from
the Board’s requirements, I must advise that the Board does
not have the authority to grant such exemptions. The Secu-
rities and Exchange Commission does have the authority to
grant such an exemption in unusual circumstances. Any let-



ter regarding such an exemption should be directed to the
Commission’s Division of Market Regulation. MSRB inter-
pretation of September 21, 1982.

Securities record. In your letter, you question the application
of Board rule G-8(a)(iii) and, in particular, the requirement
that “such [securities] records shall consist of a single record
system,” to a situation in which a securities firm maintains
such records organized by ownership of the securities. It is
my understanding that the firm in question maintains records
showing securities in the firm’s trading account, and offset-
ting positions long and short, and separate records showing
securities owned by customers and the offsetting location for
those securities.

Rule G-8(a)(iii) requires, in part

[r]ecords showing separately for each municipal security
all positions ... carried by such municipal securities bro-
ker or municipal securities dealer for its account or for
the account of a customer...

Therefore, securities records should be maintained by secu-
rity, although this can be accomplished by separate sheets
showing positions in that security held for trading or invest-
ment purposes and positions owned by customers. A record
organized by customer, showing several securities and off-
setting positions held by that customer, is not acceptable for
purposes of rule G-8(a)(iii).

With respect to your question regarding the multiple maturity
provision of rule G-8(a)(iii), the relevant position of the rule
states

multiple maturities of the same issue of municipal securi-
ties, as well as multiple coupons of the same maturity,
may be shown on the same record, provided that ade-
quate secondary records exist to identify separately such
maturities and coupons.

Therefore, the securities to be shown on a single securities
record must be identical as to issue date or maturity date. Se-
curities which are identical as to issuer may be shown on a
single securities record only if the securities have either the
same issue date or the same maturity date, and if adequate
secondary records exist to identify separately the securities
grouped on the record. MSRB interpretation of April 8, 1978.

Maintenance of securities record. I refer to your letter of
April 9, 1979 concerning rule G-8(a)(iii), which requires the
maintenance of a securities record. This letter is intended to
address your questions concerning that provision.

Rule G-8(a)(iii) requires every municipal securities dealer to
make and keep

records showing separately for each municipal secu-
rity all positions (including, in the case of a municipal
securities dealer other than a bank dealer, securities in
safekeeping) carried by such municipal securities dealer
for its own account or for the account of a customer (with
all “short” trading positions so designated), the location
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of all such securities long and the offsetting position to all
such securities short, and the name or other designation
of the account in which each position is carried.

Rule G-8(a)(iii) further provides that “[sJuch records shall
consist of a single record system...,” and that ““...a bank dealer
shall maintain records of the location of securities in its own
trading account.”

The purpose of the requirement to maintain a “securities re-
cord” is to provide a means of securities control, ensuring that
all securities owned by the dealer or with respect to which
the dealer has outstanding contractual commitments are ac-
counted for in the dealer’s records. To achieve this purpose,
the record is commonly constructed in “trial balance” format,
with information as to the “ownership” of securities reflected
on the “long,” or debit side, and information as to the location
on the “short,” or credit side of the record. The record there-
fore serves a different function from the subsidiary records,
such as the “fail” records, required to be maintained under
other provisions of the rule. The subsidiary records reflect
the details of particular securities transactions; the securities
record assures that a municipal securities dealer’s over-all po-
sition is in balance.

In your letter you inquire specifically whether this record can
be constructed through the use of duplicate copies of subsid-
iary records. The rule requires a system of records organized
by security, showing all positions in such security. Record
systems organized by position or locations, showing all secu-
rities held in such position or location, cannot serve the same
balancing and control function.

The securities record, however, does not have to be main-
tained on a single sheet or ledger card per security. Although
this is the most common means of maintaining a securities
record, certain municipal securities dealers prepare segments
of the record in different physical locations, bringing the seg-
ments together at the close of the business day to compose the
securities record. This practice is permissible under the rule.

Finally, you have inquired regarding the possibility of main-
taining the securities record on a unit system basis. Records
in such a system are kept in the form of a group of documents
or related groups of documents, most often files of duplicate
confirmations. The maintenance of the securities record on
such a basis would be acceptable provided that the required
information is clearly and accurately reflected and there is an
adequate basis for audit. I would note, however, that utiliza-
tion of a unit system would probably only be feasible for a
municipal securities dealer with very limited activity.

I hope this letter is helpful to you in responding to inquiries
from your members. If you or any of your members have any
further questions regarding this matter, please do not hesitate
to contact us. MSRB interpretation of April 16, 1979.

Securities control. Your letter dated February 24, 1978, has
been referred to me for response. In addition, I understand
that you have had several subsequent telephone conversations

Rule G-8 | 53



MSRB RULE BOOK

about your question. In these conversations, you describe
the procedures for securities control followed by your bank’s
dealer department.

Briefly, as we understand your procedures, the dealer depart-
ment records all certificate numbers of municipal securities
received or delivered by the department. This information is
recorded in a manner which relates the physical receipt and
delivery of specific certificates to specific transactions. Once
in safekeeping, the certificates are kept in a vault, and filed by
issue, rather than filed separately by account, chronologically,
or by transaction. In your letter, you inquired whether this sys-
tem of filing in the vault raises problems of compliance with
Board rule G-8.

Since your bank records in records of original entry the
certificate numbers upon receipt and delivery of municipal
securities by your dealer department, it appears that your sys-
tem satisfies the requirement under rule G-8(a)(i) that such
information be recorded on the “record of original entry.”
The safekeeping procedures used by the bank are specifically
excluded from the scope of the rule under the provisions of
paragraph G-8(a)(iii), which requires

[r]ecords showing...all positions (including, in the case of
amunicipal securities broker or municipal securities deal-
er other than a bank dealer, securities in safekeeping)...

Therefore, based on the information you have provided, we
believe that your system is in compliance with the applicable
provisions of rule G-8. MSRB interpretation of April 10, 1978.

Customer account information. I am writing in response
to your letter of May 25, 1982 concerning the maintenance
of customer account information records in connection with
certain orders placed with you by a correspondent bank. In
your letter you indicate that a correspondent bank periodi-
cally purchases securities from your dealer department for the
accounts of specified customers. The confirmations of these
transactions are sent to the correspondent bank, with a state-
ment on each confirmation designating, by customer name,
the account for which the transaction was effected. No confir-
mations or copies of confirmations are sent to the customers
identified by the correspondent bank. You inquire whether
customer account information records designating these cus-
tomers as the “beneficial owners” of these accounts need be
maintained by your dealer department.

As you know, rule G-8(a)(xi) requires a municipal securi-
ties dealer to record certain information about each customer
for which it maintains an account. Subparagraph (G) of such
paragraph requires that this record identify the

name and address of beneficial owner or owners of such
account if other than the customer and transactions are
to be confirmed to such owner or owners..(emphasis
added)

If the transactions are not to be confirmed to the customers
identified as the owners of the accounts for which the transac-
tions are effected, then such information need not be recorded.
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In the situation you cite, therefore, the names of the custom-
ers need not be recorded on the customer account information
record. MSRB interpretation of June 1, 1982.

Use of electronic signatures. This is in response to your
letter and a number of subsequent telephone conversations
regarding your dealer department’s proposed use of a bond
trading system. The system is an online, real-time system
that integrates all front and back office functions. The system
features screen input of customer account and trading infor-
mation which would allow the dealer department to eliminate
the paper documents currently in use. The signature of the
representative introducing a customer account, required to be
recorded with customer account information by rule G-8, and
the signature of the principal signifying approval of each mu-
nicipal securities transaction, required by rule G-27, would
be performed electronically, i.e., by input in a restricted data
field. The signature of the principal approving the opening
of the account, required by rule G-8, will continue to be per-
formed manually on a printout of the customer information.'

Rule G-8(a)(vi) and (vii) require dealers to make and keep
records for each agency and principal transaction. The records
may be in the form of trading tickets or similar documents. In
addition, rule G-8(a)(xi), on recordkeeping of customer ac-
count information, requires, among other things, the signature
of the representative introducing the account and the principal
indicating acceptance of the account to be included on the
customer account record. Rule G-27(c)(ii)"! requires, among
other things, the prompt review and written approval of
each transaction in municipal securities. In addition, the rule
requires the regular and frequent examination of customer ac-
counts in which municipal securities transactions are effected
in order to detect and prevent irregularities and abuses. The
approvals and review must be made by the designated mu-
nicipal securities principal or the municipal securities sales
principal. Rule G-9(e), on preservation of records, allows re-
cords to be retained electronically provided that the dealer has
adequate facilities for ready retrieval and inspection of any
such record and for production of easily readable facsimile
copies.

The Board recognizes that efficiencies would be obtained by
the replacement of paper files with electronic data bases and
filing systems and generally allows records to be retained
in that form.> Moreover, as dealers increasingly automate,
there will be more interest in deleting most physical records.
Electronic trading tickets and auto-mated customer account
information satisfy the recordkeeping requirements of rule
G-8 as long as such information is maintained in compliance
with rule G-9(e).

The Board and your enforcement agency are concerned,
however, that it may be difficult to verify a representative’s
signature on opening the account or a principal’s signature
approving municipal securities transactions or periodically
reviewing customer accounts if the signatures are noted only
electronically. Your enforcement agency has advised us of its
discussions with you. Apparently, it is satisfied that appropri-



ate security and audit procedures can be developed to permit
the use of electronic signatures of representatives and princi-
pals and ensure that such signatures are verifiable. Thus, the
Board has determined that rules G-8 and G-27 permit the use
of electronic signatures when security and audit procedures
are agreed upon by the dealer and its appropriate enforce-
ment agency. Whatever procedures are agreed upon must be
memorialized in the dealer’s written supervisory procedures
required by rule G-27. MSRB Interpretation of February 27,
1989.

' In addition, you noted in a telephone conversation that the periodic re-

view of customer accounts required by rule G-27(c)(ii)[*] also will be
handled electronically using the principal’s electronic signature to signify
approval.

2 See rule G-9(e).

"l [Currently codified at Rule G-27(c)(i)(G)(2).]

Records of original entry. Your letter dated October 13,
1978, has been referred to me for response. In your letter
you inquire whether a certain method of keeping “records of
original entry” is satisfactory for purposes of the requirement
to maintain “current” books and records. In particular, you
suggest that such records could be maintained by means of
a “unit” or “ticket” system during the period from trade date
to settlement date, and then recorded on a blotter as of the
settlement date.

As indicated to you, such a method of preserving these re-
cords is acceptable, provided that all information required to
be shown is clearly and accurately reflected in both forms of
the record, and both forms provide adequate audit controls.
MSRB interpretation of October 26, 1978.

Records of original entry. This will acknowledge receipt
of your letter of June 13, 1979, concerning the requirement
under Board rule G-8 for records of original entry. In your
letter you discuss a “Bond Register” used by your firm, which
is organized by security, and presents on separate cards all
transactions in particular securities arranged in chronological
order. You inquire whether this is satisfactory for purposes of
the Board’s recordkeeping rule.

The “record of original entry” required under rule G-8(a)(i)
is intended to reflect all transactions effected by a municipal
securities dealer on a particular day, all transactions cleared
on such day, and all receipts and disbursements of cash on
such day. The record is intended to provide a complete review
of the dealer’s activity for the day in question. It is therefore
necessary that the record be organized by date. A record orga-
nized by security would not serve the purposes of a record of
original entry as envisioned in the Board’s rule. MSRB inter-
pretation of August 9, 1979.

Records of original entry: unit system. This will acknowl-
edge receipt of your letter of November 20, 1981 concerning
compliance with certain of the provisions of Board rule G-8
through the use of a “unit system” method of recordkeeping.
In your letter you indicate that the bank wishes to maintain the
record of original entry required under rule G-8(a)(i) in the
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form of a collection of duplicate copies of confirmations filed
in transaction settlement date order; in addition, you enclose a
copy of the confirmation form used by the bank. You inquire
whether maintaining the record in this manner would be satis-
factory for purposes of the rule.

In a July 29, 1977 interpretive notice on rule G-8 the Board
stated:

Under rule G-8, records may be maintained in a variety
of ways, in-cluding a unit system of recordkeeping. In
such a system, records are kept in the form of a group of
documents or related groups of documents....

A unit system of recordkeeping is an acceptable system
for purposes of rule G-8 if the information required to
be shown is clearly and accurately reflected and there is
an adequate basis for audit. This would require in most
instances that each record in a unit system be arranged in
appropriate sequence, whether chronological or numeri-
cal, and fully integrated into the over-all recordkeeping
system for purposes of posting to general ledger accounts.

Therefore, the type of recordkeeping system you propose may
be used for purposes of compliance with rule G-8 if (1) the
records show, in a clear and accurate fashion, all of the in-
formation that is required to be shown, and (2) the records
are maintained in a form that provides an adequate basis for
audit by bank employees or examiners. It is my understanding
that recordkeeping systems similar to that which you propose
have been inspected by banking regulatory authorities dur-
ing examinations of other bank municipal securities dealer
departments, and have been found to meet these two criteria.

In your letter you indicate that the confirmation form used
by your bank “contains all the information needed” to meet
the recordkeeping requirement. Our review of your form in-
dicates that this is not the case. The rule requires the record of
original entry to contain

an itemized daily record of all purchases and sales of mu-
nicipal securities, all receipts and deliveries of municipal
securities (including bond or note numbers and, if the
securities are in registered form, an indication to such ef-
fect), all receipts and disbursements of cash with respect
to transactions in municipal securities, [and] all other
debits and credits pertaining to transactions in municipal
securities ... The records of original entry shall show the
name or other designation of the account for which each
such transaction was effected (whether effected for the
account of such municipal securities broker or municipal
securities dealer, the account of a customer, or otherwise),
the description of the securities, the aggregate par value
of the securities, the dollar price or yield and aggregate
purchase or sale price of the securities, accrued interest,
the trade date, and the name or other designation of the
person from whom purchased or received or to whom
sold or delivered.
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The confirmation form you enclosed does not appear to pro-
vide a space for notation of “the name or other designation
of the account for which [the] transaction was effected.”
This information is distinct from “the name or other desig-
nation of the person from whom purchased ... or to whom
sold ...” (which would appear in the “name and address” por-
tion of your form) and requires an indication of the account,
whether it be the bank’s trading inventory or portfolio, or the
contra-principal on an agency transaction, in which the se-
curities were held prior to a sale or will be held subsequent
to a purchase. For example, if the bank sells $100,000 par
value securities from its trading account to “Mr. Smith”, the
record of original entry would reflect that this transaction was
effected for the account of the [bank’s] trading account. A
subsequent sale of these securities effected as agent for the
customer would be reflected on the record of original entry as
for the account of “Mr. Smith.”

I note also that, in addition to a record of purchase and sale
transactions (which could easily be maintained in the form
of duplicate copies of confirmations), the record of original
entry must contain information about transactions cleared
on the date of the record as well as cash disbursements and
receipts. Your letter does not indicate how your bank would
comply with these latter requirements. As you may be aware,
other banks using unit recordkeeping systems use additional
copies of the confirmation as “clearance” records, with infor-
mation on receipts and deliveries of securities and movements
of cash noted on these copies. These “clearance” records are
then aggregated with the purchase and sale records to form a
complete record of original entry.

In summary, the method of maintaining a record of original
entry which your bank proposes can be used to comply with
the requirements of the rule. Certain aspects of the informa-
tion required by the rule are not contained on the document
you propose to use, however, and provision would have to be
made for inclusion of these items in the records before the
system you propose would be satisfactory for compliance
with the rule’s requirements. MSRB interpretation of Novem-
ber 24, 1981.

Records of original entry; accessibility of records. As I in-
dicated to you in my previous letter of February 1, 1982, your
inquiry of January 21, 1982 was referred to the committee of
the Board charged with responsibility for interpreting the re-
quirements of Board rules G-8 and G-9 on books and records.
That committee has authorized my sending you this response.

In your letter you indicate that during the course of an
examination of your bank’s municipal securities dealer de-
partment by the Office of the Comptroller of the Currency
certain criticisms were made by the examiners regarding the
recordkeeping system used by your bank. In particular, the ex-
aminers noted that the “record of original entry” maintained
by the bank did not contain seven specified items of informa-
tion,' and expressed the view that customer account records
more than one year old were not “maintained and preserved
in an easily accessible place” within the meaning of rule G-9.
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You disagree with the examiner’s interpretation of “easily ac-
cessible.” Further, while conceding that the specified items
of information are not contained on the record, you indicate
that this information is readily available upon specific inquiry
to the bank’s system data base, and express the view that this
should be sufficient for purposes of compliance with Board
rule G-8. You request the Board’s views on these subjects.

As a general matter we would hesitate to disagree with the
opinion expressed by an on-site examiner concerning the
auditability of records maintained by a municipal securities
dealer. The examiner is, of course, in direct contact with the
matter in question, and has access to the full details of the
situation, rather than an abstraction or summary of the par-
ticulars. Accordingly, we are unable to express a view that
the examiner’s criticisms are incorrect in the specific circum-
stances you describe.

With respect to the particular questions which you raise, we
note that rule G-8 does require that all of the specified infor-
mation appear on the record or system of records designated
as the dealer’s “record of original entry.” It is not sufficient
that the dealer has the capability of researching specific
items, or constructing a record upon request from informa-
tion maintained in other formats. The record of original entry
is intended to provide a journal of all of the basic details of a
dealer’s activity on a given day. A record that can only be put
together on request, or that is missing basic details of informa-
tion, is not sufficient for this purpose.

We note also that, in reviewing the attachments to your letter,
it appears that the absence of several of the specified items of
information would be easy to rectify —institution of controls
to prevent duplication of customer and security abbreviations
would appear to resolve the problems with these details, and
a system of grouping transaction input could be devised so
that trades for different trade dates are not shown on the same
blotter. Similarly, bond or note numbers could be designated
on transaction tickets maintained as an augmentation of the
computerized records; the attachments indicate that you al-
ready maintain such tickets as part of an existing unit system.

With respect to the question of accessibility, we note that this
is generally construed by the examining authorities to mean
accessibility within 24 or 48 hours. If a system could be de-
vised whereby requests from the dealer department for aged
customer account records could be given priority and pro-
cessed on an expedited basis, this might rectify the problem
you describe. MSRB interpretation of April 27, 1982.

' Dollar price or yield, trade date, name of contra party (due to use of abbre-

viations), security identification (due to use of abbreviations), designation
of account for which transaction was effected, bond or note numbers, and
designation if securities were registered.

Time of receipt and execution of orders. This is in response
to your March 3, 1987 letter regarding the application of rule
G-8, on recordkeeping, to [name deleted]’s (the “Bank’) pro-
cedure on time stamping of municipal securities order tickets.
You note that it is the Bank’s policy to indicate on order tick-



ets the date and time of receipt of the order and the date and
time of execution of the order. You note, however, that when
the order and execution occur simultaneously, it is your pro-
cedure to time stamp the order ticket once. You ask for Board
approval of this policy.

Rule G-8(a)(vi) provides in pertinent part for a “memorandum
of each agency order . . . showing the date and time of receipt
of the order . . . and the date of execution and to the extent
feasible, the time of execution . . .” Rule G-8(a)(vii) includes
a similar requirement for principal transactions with custom-
ers. As noted in a Board interpretive notice on recordkeeping,
the phrase “to the extent feasible” is intended to require mu-
nicipal securities professionals to note the time of execution
of each transaction except in extraordinary circumstances
when it might be impossible to determine the exact time of
execution. However, even in those unusual situations, the rule
requires that at least the approximate time be noted.! This rule
parallels SEC rule 17a-3(a)(6) and (7) on record-keeping.

Thus, rule G-8(a)(vi) and (vii) required agency and principal
orders to be time stamped upon receipt and upon execution.
The requirement is designed to allow the dealer and the ap-
propriate examining authority to determine whether the dealer
has complied with rule G-18, on execution of transactions,
and rule G-30, on pricing. Rule G-18 states that when a dealer
is “executing a transaction in municipal securities for or on
behalf of a customer as an agent, it shall make a reasonable
effort to obtain a price for the customer that is fair and rea-
sonable in relation to prevailing market conditions.” Rule
G-30(a) states that a dealer shall not effect a principal trans-
action with a customer except at a fair and reasonable price,
taking into consideration all relevant factors including the fair
market value of the securities at the time of the transaction. It
is impossible to determine what the prevailing market condi-
tions were at the time of the execution of the order if the date
and time of execution are not recorded. In addition, it is im-
portant to time stamp the receipt and execution of an order so
that a record can be maintained of when the order is executed.

Thus, even when the order and execution occur simultane-
ously, rule G-8 requires that two time stamps be included on
order tickets. MSRB interpretation of April 20, 1987.

' See [Rule G-8 Interpretation — | Interpretive Notice on Recordkeeping

(July 29, 1977) [reprinted in MSRB Rule Book].

Contract sheets. This will respond to your letter of May 28,
1987, and confirm our telephone conversation of the same
date concerning recordkeeping of “contract sheets.” You ask
whether dealers are required by Board rules G-8 and G-9 to
maintain records of “contract sheets” of municipal securities
transactions.

Rule G-8(a)(ix) requires dealers to maintain records of all
confirmations of purchases and sales of municipal securities,
including inter-dealer transactions. Rule G-12(f), in certain
instances, requires interdealer transactions to be compared
through an automated comparison system operated by a
clearing agency registered with the Securities and Exchange
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Commission, rather than by physical confirmations.! These
automated comparison systems generate “contract sheets” to
each party of a trade, which confirm the existence and the
terms of the transaction.

This will confirm my advice to you that such contract sheets
are deemed to be confirmations of transactions for purposes of
rule G-8(a)(ix). Thus, dealers are required to include contract
sheets in their records of confirmations and, under rule G-9(b)
(v), are required to maintain these records for no less than
three years.> MSRB interpretation of June 25, 1987.

' Rule G-12(c) governs the content of and procedures for sending physical

confirmations.

2 You also ask about the interpretation of rules 17a-3 and 17a-4 under the
Securities Exchange Act. The Board is not authorized to interpret these
Securities and Exchange Commission rules. You may wish to contact the
SEC for guidance on this matter.

See also:

Rule G-36 Interpretive Letter — Multiple underwriters, MSRB
interpretation of January 30, 1998
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Rule G-9
Preservation of Records

(a) Records to be Preserved for Six Years. Every broker,
dealer and municipal securities dealer shall preserve the fol-
lowing records for a period of not less than six years:

@) the records of original entry described in rule G-
8(a)(i);

(i)  the account records described in rule G-8(a)(ii);

(iii)  the securities records described in rule G-8(a)(iii);

(iv)  therecords concerning primary offerings described
in rule G-8(a)(viii), provided, however, that such records need
not be preserved for a syndicate or by a sole underwriter that,
in either case is not successful in purchasing an issue of mu-
nicipal securities;

(v)  the customer complaint records described in rule
G-8(a)(xii);

(vi)  if such broker, dealer or municipal securities deal-
er is subject to rule 15¢3-1 under the Act, the general ledgers
described in paragraph (a)(2) of rule 17a-3 under the Act;

(vii) the record, described in rule G-27(b)(ii), of each
person designated as responsible for supervision of the mu-
nicipal securities activities of the broker, dealer, or municipal
securities dealer and the designated principal’s supervisory re-
sponsibilities, provided that such record shall be preserved for
the period of designation of each person designated and for at
least six years following any change in such designation;

(viii) the records to be maintained pursuant to rule G-
8(a)(xvi); provided, however, that copies of Forms G-37x
shall be preserved for the period during which such Forms
G-37x are effective and for at least six years following the end
of such effectiveness;

(ix)  the records regarding information on gifts and gra-
tuities and employment agreements required to be maintained
pursuant to rule G-8(a)(xvii); and

(x)  the records required to be maintained pursuant to
rule G-8(a)(xviii).

(xi) the records concerning secondary market trading
account transactions described in rule G-8(a)(xxiv), provid-
ed, however, that such records need not be preserved for a
secondary market trading account which is not successful in
purchasing municipal securities.

(b) Records to be Preserved for Three Years. Every broker,
dealer and municipal securities dealer shall preserve the fol-
lowing records for a period of not less than three years:

@) the subsidiary records described in rule G-8(a)
@iv);

(ii)  the records of put options and repurchase agree-
ments described in rule G-8(a)(v);
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(iii) the records relating to agency transactions de-
scribed in rule G-8(a)(vi);

(iv)  the records of transactions as principal described
in rule G-8(a)(vii);

(v)  the copies of confirmations and other notices de-
scribed in rule G-8(a)(ix);

(vi)  the customer account information described in rule
G-8(a)(xi), provided that records showing the terms and con-
ditions relating to the opening and maintenance of an account
shall be preserved for a period of at least six years following
the closing of such account;

(vii) if such broker, dealer or municipal securities
dealer is subject to rule 15¢3-1 under the Act, the records de-
scribed in subparagraphs (a)(4)(iv) and (vi) and (a)(11) of rule
17a-3 and subparagraphs (b)(5) and (b)(8) of rule 17a-4 under
the Act;

(viii) the following records, to the extent made or re-
ceived by such broker, dealer or municipal securities dealer in
connection with its business as such broker, dealer or munici-
pal securities dealer and not otherwise described in this rule:

(A) check books, bank statements, canceled checks,
cash reconciliations and wire transfers;

(B) bills receivable or payable;

(C) all written and electronic communications
received and sent, including inter-office memoranda, re-
lating to the conduct of the activities of such municipal
securities broker or municipal securities dealer with re-
spect to municipal securities;

(D) all written agreements entered into by such
broker, dealer or municipal securities dealer, including
agreements with respect to any account; and

(E) all powers of attorney and other evidence of the
granting of any authority to act on behalf of any account,
and copies of resolutions empowering an agent to act on
behalf of a corporation.

(ix)  all records relating to fingerprinting which are re-
quired pursuant to paragraph (e) of rule 17f-2 under the Act;

(x)  all records relating to Rule G-32 required to be re-
tained as described in rule G-8(a)(xiii);

(xi) the records to be maintained pursuant to rule G-
8(a)(xv);

(xii) the authorization required by rule G-8(a)(xix)(B);
however, this provision shall not require maintenance of cop-
ies of negotiable instruments signed by customers;

(xiii) each advertisement from the date of each use;

(xiv) the records required to be maintained pursuant to
rule G-8(a)(xx);

(xv) the records to be maintained pursuant to rule G-8(a)
(xxi);



(xvi) the records to be maintained pursuant to rule G-
8(a)(xxii); and

(xvii) the records to be maintained pursuant to Rule G-
8(a)(xxiii).

(c) Records to be Preserved for Life of Enterprise. Every
broker, dealer and municipal securities dealer other than a
bank dealer shall preserve during the life of such broker, deal-
er or municipal securities dealer and of any successor broker,
dealer or municipal securities dealer all partnership articles
or, in the case of a corporation, all articles of incorporation or
charter, minute books and stock certificate books.

(d) Accessibility and Availability of Records. All books and
records required to be preserved pursuant to this rule shall
be available for ready inspection by each regulatory authority
having jurisdiction under the Act to inspect such records, shall
be maintained and preserved in an easily accessible place for
a period of at least two years and thereafter shall be main-
tained and preserved in such manner as to be accessible to
each such regulatory authority within a reasonable period of
time, taking into consideration the nature of the record and the
amount of time expired since the record was made.

(e) Method of Record Retention. Whenever a record is
required to be preserved by this rule, such record may be re-
tained either as an original or as a copy or other reproduction
thereof, or on microfilm, electronic or magnetic tape, or by
the other similar medium of record retention, provided that
such broker, dealer or municipal securities dealer shall have
available adequate facilities for ready retrieval and inspec-
tion of any such record and for production of easily readable
facsimile copies thereof and, in the case of records retained
on microfilm, electronic or magnetic tape, or other similar
medium of record retention, duplicates of such records shall
be stored separately from each other for the periods of time
required by this rule.

(f) Effect of Lapse of Registration. The requirements of this
rule shall continue to apply, for the periods of time specified,
to any broker, dealer or municipal securities dealer which
ceases to be registered with the Commission, except in the
event a successor registrant shall undertake to maintain and
preserve the books and records described herein for the re-
quired periods of time.

(g) Compliance with Rules 17a-3 and 17a-4. Brokers, deal-
ers and municipal securities dealers other than bank dealers
which are in compliance with rules 17a-3 and 17a-4 under the
Act will be deemed to be in compliance with the requirements
of this rule, provided that the records enumerated in section
(f) of rule G-8 of the Board shall in any event be preserved for
the applicable time periods specified in this rule.
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Rule G-9 Interpretations

Interpretation on the Application of Rules G-8 and
G-9 to Electronic Recordkeeping

March 26,2001

The Municipal Securities Rulemaking Board (the “MSRB”)
has received requests for interpretive guidance regarding the
maintenance in electronic form of records under rule G-8, on
books and records, and rule G-9, on preservation of records.
As the MSRB has previously noted, rules G-8 and G-9 pro-
vide significant flexibility to brokers, dealers and municipal
securities dealers (“dealers”) concerning the manner in which
their records are to be maintained, recognizing that various
recordkeeping systems could provide a complete and accurate
record of a dealer’s municipal securities activities.! Part of
the reason for providing this flexibility was that a variety of
enforcement agencies, including the Securities and Exchange
Commission, NASD Regulation, Inc. and the banking regula-
tory agencies, all may inspect dealer records.

Rule G-8(b) does not specify that a dealer is required to main-
tain its books and records in a specific manner so long as the
information required to be shown by the rule is clearly and ac-
curately reflected and provides an adequate basis for the audit
of such information. Further, rule G-9(e) allows records to be
retained electronically provided that the dealer has adequate
facilities for ready retrieval and inspection of any such record
and for production of easily readable facsimile copies.

The MSRB previously has recognized that efficiencies would
be obtained by the replacement of paper files with electron-
ic data bases and filing systems and stated that it generally
allows records to be retained in that form.? In noting that in-
creased automation would likely lead to elimination of most
physical records, the MSRB has stated that electronic trading
tickets and automated customer account information satisfy
the recordkeeping requirements of rule G-8 so long as such
information is maintained in compliance with rule G-9(e). The
MSRB believes that this position also applies with respect to
the other recordkeeping requirements of rule G-8 so long as
such information is maintained in compliance with rule G-
9(e) and the appropriate enforcement agency is satisfied that
such manner of record creation and retention provides an ad-
equate basis for the audit of the information to be maintained.
In particular, the MSRB believes that a dealer that meets the
requirements of rule 17a-4(f) under the Securities Exchange
Act of 1934 with respect to maintenance and preservation of
required books and records in the formats described therein
would presumptively meet the requirements of rule G-9(e).

' See Rule G-8 Interpretation — Interpretive Notice on Recordkeeping, July

29, 1977, reprinted in MSRB Rule Book (January 1,2001) at 42.

See Rule G-8 Interpretive Letters — Use of electronic signatures, MSRB
interpretation of February 27, 1989, reprinted in MSRB Rule Book (Janu-
ary 1,2001) at 47.
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See also:

Rule G-8 Interpretations — Interpretive Notice on Recordkeep-
ing, July 29, 1977

- Notice of Interpretation Concerning Records of Certificate

Numbers of Securities Cleared by Clearing Agents, October
10, 1986

Rule G-27 Interpretation — Supervisory Procedures for the Re-
view of Correspondence with the Public, March 24,2000

Interpretive Letters

Syndicate records. I am writing in response to your letters of
October 2 and October 19, 1981 concerning a particular re-
cordkeeping arrangement used by an NASD-member firm in
connection with its underwriting activities. In your letters you
indicate that the firm conducts its underwriting activities from
its main office and four regional branch office “commitment
centers,” with the committing branch offices authorized to
commit to underwriting new issues on the firm’s behalf. You
inquire whether the firm is in compliance with the Board’s
recordkeeping and record retention rules if it maintains only
part of the records on its underwritings in the main office.
Correspondence from a field examiner attached to your let-
ters indicates that the committing branch office originating a
particular underwriting maintains all of the records with re-
spect to such underwriting. The majority of these records are
the original copies; the copies of confirmations, good faith
checks, and syndicate settlement checks maintained at the
committing branch office are duplicates of original records
maintained at the firm’s main office.

Rule G-9(d) requires that books and records shall be main-
tained and preserved in an easily accessible place for two
years and shall be available for ready inspection by the proper
regulatory authorities. The fact that the member firm does
not maintain all records with respect to all of its underwrit-
ing activities in a single location does not contravene these
provisions of Board rule G-9. Rule G-9 would permit the ar-
rangement described in your letters, whereby a firm maintains
copies of all of the records pertaining to a particular under-
writing in the office responsible for that underwriting. MSRB
interpretation of October 21, 1981.

Microfilming of records. I am writing in response to your
letter of May 20, 1983 regarding our previous conversations
about the requirements of Board rules G-1 and G-9 as they
would apply to the bank’s retention of dealer department
records on microfilm. In your letter and our previous conver-
sations you indicated that the bank wishes to retain all of the
records required to be maintained by its municipal securities
dealer department on microfilm, with the hard copy of each
record destroyed immediately after it has been microfilmed.
You inquired as to the circumstances under which this method
of record retention could be used. You also inquired about the
extent to which municipal securities dealer department re-
cords could be commingled with records of other departments
on the same strips of microfilm.
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As you are aware, Board rule G-9(e) provides that

a record...required to be preserved by this rule...may be
retained...on microfilm, electronic or magnetic tape, or
by the other similar medium of record retention, pro-
vided that [the] municipal securities broker or municipal
securities dealer shall have available adequate facilities
for ready retrieval and inspection of any such record
and for production of easily readable facsimile copies
thereof and, in the case of records retained on microfilm,
electronic or magnetic tape, or other similar medium
of record retention, duplicates of such records shall be
stored separately from each other for the periods of time
required by this rule.

Therefore, the following three conditions must be met, if re-
cords are to be retained on microfilm:

(1) facilities for ready retrieval and inspection of the records
(such as a microfilm reader or other similar piece of
equipment) must be available;

(2) facilities for the reproduction of a hard copy facsimile of
a particular record must also be available; and

(3) duplicate copies of the microfilm must be made and
stored separately for the necessary time periods.

If these conditions are met, the retention of records by means
of microfilm is satisfactory for purposes of the Board’s rules,
and hard copy records need not be retained after the micro-
filming is completed.

With respect to the establishment of a separately identifiable
municipal securities dealer department of a bank, Board rule
G-1 provides that all of the records relating to the municipal
securities activities of such department must be

separately maintained in or separately extractable from
such [department’s] own facilities or the facilities of the
bank...Jand must be] so maintained or otherwise acces-
sible as to permit independent examination thereof and
enforcement of applicable provisions of the Act, the rules
and regulations thereunder and the rules of the Board.

These requirements would not preclude you from maintaining
the required records on microfilm which also contained other
bank records, as long as the required records were “separately
extractable.” The course of action you propose, maintaining
all municipal securities dealer department records together as
the first items on a roll of microfilm, would seem to be an ap-
propriate way of complying with these requirements. MSRB
interpretation of June 6, 1983.

See also:
Rule G-8 Interpretive Letters — Contract sheets, MSRB inter-
pretation of June 25, 1987

- Use of electronic signatures, MSRB interpretation of February
27, 1989



Rule G-10
Delivery of Investor Brochure

(a) Each broker, dealer and municipal securities dealer shall
deliver a copy of the investor brochure to a customer prompt-
ly upon receipt of a complaint by the customer.

(b) For purposes of this rule, the following terms have the
following meanings:

@) the term “investor brochure” shall mean the publi-
cation or publications so designated by the Board, and

(i)  the term “complaint” is defined in rule G-8(a)(xii).

Rule G-10 Interpretation

See:

Rule G-32 Interpretation — Notice Regarding Electronic
Delivery and Receipt of Information by Brokers, Dealers and
Municipal Securities Dealers, November 20, 1998
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Rule G-11
Primary Offering Practices

(a) Definitions. For purposes of this rule, the following terms
have the following meanings:

@) The term “accumulation account” means an ac-
count established in connection with a municipal securities
investment trust to hold securities pending their deposit in
such trust.

(i)  The term “date of sale” means, in the case of com-
petitive sales, the date on which all bids for the purchase of
securities must be submitted to an issuer, and, in the case of
negotiated sales, the date on which the contract to purchase
securities from an issuer is executed.

(iii) The term “group order” means an order for secu-
rities held in syndicate, which order is for the account of all
members of the syndicate on a pro rata basis in proportion
to their respective participations in the syndicate. Any such
order submitted directly to the senior syndicate manager will,
for purposes of this rule, be deemed to be the submission of
such order by such manager to the syndicate.

(iv) The term “municipal securities investment trust”
means a unit investment trust, as defined in the Investment
Company Act of 1940, the portfolio of which consists in
whole or in part of municipal securities.

(v)  The term “order period” means the period of time,
if any, announced by a syndicate or, when no syndicate has
been formed, a sole underwriter during which orders will be
solicited for the purchase of securities in a primary offering.

(vi) The term “priority provisions” means the provi-
sions adopted by a syndicate governing the allocation of
securities to different categories of orders.

(vii) **Reserved for future use**

(viii) The term “syndicate” means an account formed by
two or more persons for the purpose of purchasing, directly or
indirectly, all or any part of a new issue of municipal securi-
ties from the issuer, and making a distribution thereof.

(ix) The term “qualified note syndicate” means any
syndicate formed for the purpose of purchasing and distribut-
ing a new issue of municipal securities that matures in less
than two years where:

(A) the new issue is to be purchased by the syndi-
cate on other than an “all or none” basis; or

(B) the syndicate has provided that:
(1) there is to be no order period;
(2) only group orders will be accepted; and,

(3) the syndicate may purchase and sell the
municipal securities for its own account.
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(x)  The term “affiliate” means a person controlling,
controlled by, or under common control with a syndicate
member or, when no syndicate has been formed, a sole
underwriter.

(xi) In the case of a primary offering for which a syn-
dicate is formed for the purchase of municipal securities,
the term “related account” includes a municipal securities
investment portfolio of a syndicate member or an affiliate,
an arbitrage account of a syndicate member or an affiliate,
a municipal securities investment trust sponsored by a syn-
dicate member or an affiliate, or an accumulation account
established in connection with such a municipal securities in-
vestment trust. In the case of a primary offering for which a
syndicate has not been formed, the term “related account” in-
cludes a municipal securities investment portfolio of the sole
underwriter or an affiliate, an arbitrage account of the sole
underwriter or an affiliate, a municipal securities investment
trust sponsored by the sole underwriter or an affiliate, or an
accumulation account established in connection with such a
municipal securities investment trust.

(b) Disclosure of Capacity. Every broker, dealer or munici-
pal securities dealer that submits an order to a syndicate or
to a member of a syndicate for the purchase of municipal
securities held by the syndicate shall disclose at the time of
submission of such order if the securities are being purchased
for its dealer account or for a related account of such broker,
dealer or municipal securities dealer.

(c) Confirmations of Sale. Sales of securities held by a syn-
dicate to a related account shall be confirmed by the syndicate
manager directly to such related account or for the account
of such related account submitting the order. Nothing herein
contained shall be construed to require that sales of municipal
securities to a related account be made for the benefit of the
syndicate.

(d) Disclosure of Group Orders. Every broker, dealer or
municipal securities dealer that submits a group order to a
syndicate or to a member of a syndicate shall disclose at the
time of submission of such order the identity of the person
for whom the order is submitted. This section shall not apply
to a qualified note syndicate as defined in subsection (a)(ix)
above.

(e) Priority Provisions.

@) In the case of a primary offering for which a syn-
dicate has been formed, the syndicate shall establish priority
provisions and, if such priority provisions may be changed, the
procedure for making changes. For purposes of this rule, the
requirement to establish priority provisions shall not be satis-
fied if a syndicate provides only that the syndicate manager
or managers may determine in the manager’s or managers’
discretion the priority to be accorded different types of or-
ders. Unless otherwise agreed to with the issuer, such priority
provisions shall give priority to customer orders over orders
by members of the syndicate for their own accounts or orders
for their respective related accounts, to the extent feasible and



consistent with the orderly distribution of securities in the of-
fering. Notwithstanding the preceding sentence, a syndicate
may include a provision permitting the syndicate manager or
managers on a case-by-case basis to allocate securities in a
manner other than in accordance with the priority provisions,
if the syndicate manager or managers determine in its or their
discretion that it is in the best interests of the syndicate. In the
event any such allocation is made, the syndicate manager or
managers shall have the burden of justifying that such alloca-
tion was in the best interests of the syndicate.

(i)  In the case of a primary offering for which a syn-
dicate has not been formed, unless otherwise agreed to with
the issuer, the sole underwriter shall give priority to customer
orders over orders for its own account or orders for its related
accounts, to the extent feasible and consistent with the orderly
distribution of securities in the offering.

(f) Communications Relating to Issuer Syndicate Require-
ments, Priority Provisions and Order Period. Prior to the
first offer of any securities by a syndicate, the senior syndi-
cate manager shall furnish in writing to the other members of
the syndicate (i) a written statement of all terms and condi-
tions required by the issuer, (ii) the priority provisions, (iii)
the procedure, if any, by which such priority provisions may
be changed, (iv) if the senior syndicate manager or managers
are to be permitted on a case-by-case basis to allocate securi-
ties in a manner other than in accordance with the priority
provisions, the fact that they are to be permitted to do so, and
(v) if there is to be an order period, whether orders may be
confirmed prior to the end of the order period. Any change in
the priority provisions shall be promptly furnished in writing
by the senior syndicate manager to the other members of the
syndicate. Syndicate members shall promptly furnish in writ-
ing the information described in this section to others, upon
request. If the senior syndicate manager, rather than the issuer,
prepares the written statement of all terms and conditions re-
quired by the issuer, such statement shall be provided to the
issuer.

(g) Designations and Allocations of Securities. The senior
syndicate manager shall:

) within 24 hours of the sending of the commitment
wire, complete the allocation of securities; provided however,
that, if at the time allocations are made the purchase contract
in a negotiated sale is not yet signed or the award in a com-
petitive sale is not yet made, such allocations shall be made
subject to the signing of the purchase contract or the awarding
of the securities, as appropriate, and the purchaser must be
informed of this fact;

(i)  within two business days following the date of
sale, disclose to the other members of the syndicate, in writ-
ing, a summary, by priority category, of all allocations of
securities which are accorded priority over members’ take-
down orders, indicating the aggregate par value, maturity date
and price of each maturity so allocated, including any alloca-
tion to an order confirmed at a price other than the original
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list price. The summary shall include allocations of securities
to orders submitted through the end of the order period or, if
the syndicate does not have an order period, through the first
business day following the date of sale;

(iii)  disclose, in writing, to each member of the syn-
dicate all available information on designations paid to
syndicate and non-syndicate members expressed in total dol-
lar amounts within 10 business days following the date of
sale and all information about designations paid to syndicate
and non-syndicate members expressed in total dollar amounts
with the sending of the designation checks pursuant to section
(j) below; and

(iv)  disclose to the members of the syndicate, in writ-
ing, the amount of any portion of the take-down directed to
each member by the issuer. Such disclosure is to be made by
the later of 15 business days following the date of sale or three
business days following receipt by the senior syndicate man-
ager of notification of such set asides of the take-down.

(h) Disclosure of Syndicate Expenses and Other Informa-
tion. At or before the final settlement of a syndicate account,
the senior syndicate manager shall furnish to the other mem-
bers of the syndicate:

(i) an itemized statement setting forth the nature and
amounts of all actual expenses incurred on behalf of the syndi-
cate. Notwithstanding the foregoing, any such statement may
include an item for miscellaneous expenses, provided that the
amount shown under such item is not disproportionately large
in relation to other items of expense shown on the statement
and includes only minor items of expense which cannot be
easily categorized elsewhere in the statement. Discretionary
fees for clearance costs to be imposed by a syndicate manager
and management fees shall be disclosed to syndicate members
prior to the submission of a bid, in the case of a competitive
sale, or prior to the execution of a purchase contract with the
issuer, in the case of a negotiated sale. For purposes of this
section, the term “management fees” shall include, in addition
to amounts categorized as management fees by the syndicate
manager, any amount to be realized by a syndicate manag-
er, and not shared with the other members of the syndicate,
which is attributable to the difference in price to be paid to an
issuer for the purchase of a new issue of municipal securities
and the price at which such securities are to be delivered by
the syndicate manager to the members of the syndicate; and

(i)  asummary statement showing:

(A) the identity of each related account submitting
an order to which securities have been allocated as well
as the aggregate par value and maturity date of each ma-
turity so allocated;

(B) the identity of each person submitting a group
order to which securities have been allocated as well as
the aggregate par value and maturity date of each matu-
rity so allocated except that this subparagraph shall not
apply to the senior syndicate manager of a qualified note
syndicate as defined in subsection (a)(ix) above; and
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(C) the aggregate par values and prices (expressed
in terms of dollar prices or yields) of all securities sold
from the syndicate account. This subparagraph shall not
apply to a qualified note syndicate as defined in subsec-
tion (a)(ix) above.

(i) Settlement of Syndicate or Similar Account. Final settle-
ment of a syndicate or similar account formed for the purchase
of securities shall be made within 30 calendar days following
the date the issuer delivers the securities to the syndicate.

(j) Payments of Designations. All syndicate or similar
account members shall submit the allocations of their des-
ignations according to the rules of the syndicate or similar
account to the syndicate or account manager within two busi-
ness days following the date the issuer delivers the securities
to the syndicate. Any credit designated by a customer in con-
nection with the purchase of securities as due to a member
of a syndicate or similar account shall be distributed to such
member by the broker, dealer or municipal securities dealer
handling such order within 10 calendar days following the
date the issuer delivers the securities to the syndicate.

Rule G-11 Interpretations

Syndicate Settlement Practice Violations Noted

July 1981

The Board continues to be concerned about industry compli-
ance with certain of the requirements of Board rules G-11,
“Sales of New Issue Municipal Securities During the Under-
writing Period,” and G-12, “Uniform Practice,” with respect
to the settlement of syndicate accounts. Board rule G-11(g)
M requires, among other matters, that syndicate managers
provide to members at the time of settlement of a syndicate
account a detailed statement of the expenses incurred by the
syndicate.! Rule G-12(j) requires that settlement of a syndi-
cate account and distribution of any profit due to members be
made within 60 days of delivery of the syndicate’s securities.
In addition, rule G-12(i) requires that good faith deposits be
returned within two business days of settlement with an is-
suer, and rule G-12(k) requires that sales credits designated by
a customer be distributed within 30 days following delivery of
the securities [by the issuer to the syndicate].

The Board has from time to time received complaints from
industry members concerning certain managers’ non-com-
pliance with these requirements. These persons allege that
certain managers unduly delay the sending of syndicate settle-
ment checks and other disbursements, and furnish settlement
statements that provide little or no detail about the nature of
the expenses incurred by the syndicate. These persons have
also, on occasion, furnished to the Board copies of syndicate
statements which illustrate clearly these managers’ failure
to provide the requisite information and to meet the time re-
quirement for these disbursements. The Board has referred
each of these complaints to the appropriate regulatory agency
for investigation and appropriate action.
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The Board wishes to emphasize strongly the need for com-
pliance with these provisions. The Board continues to be of
the view that the time periods and other requirements of the
rules, which were arrived at after considerable deliberation,
are fair and reasonable. The Board believes that failure to
comply with these provisions is inexcusable. The Board does
not accept the rationale offered by some, that the difficulties
in obtaining bills for syndicate expenses justify these undue
delays; the Board believes that it is incumbent upon manag-
ers to assure that such bills are received and processed in
timely fashion, to permit compliance with the rule. The Board
strongly urges syndicate managers who have failed to comply
with these requirements to bring their practices into compli-
ance with the requirements of the rules.

The Board also is communicating these views to the enforce-
ment organizations and stressing its concern with respect
to compliance with these provisions. It strongly urges all
syndicate members to notify the appropriate enforcement or-
ganization of any violations by managers of these provisions.

' The rule contemplates that the statement will set forth a detailed break-
down of expenses into specified categories, such as advertising, printing,
legal, computer services, packaging and handling, etc. The statement may
include an item for miscellaneous expenses, provided that the amount
shown under such an item is not disproportionately large in relation to
other items of expense shown and includes only items of expense which
cannot be easily categorized elsewhere in the statement.

"' [Currently codified at rule G-11(h).]

NOTE: Revised to reflect subsequent amendments.

Notice Concerning Syndicate Expenses

November 14, 1991

Board rule G-11, concerning syndicate practices, among other
things, requires syndicates to establish priorities for different
categories of orders and requires certain disclosures to syn-
dicate members which are intended to assure that allocations
are made in accordance with those priorities. Rule G-11(h)(i)
requires that a senior syndicate manager, at or before final set-
tlement of a syndicate account, furnish to syndicate members
“an itemized statement setting forth the nature and amount of
all actual expenses incurred on behalf of the syndicate.” One
of the purposes of this section is to render managers account-
able for their handling of syndicate funds.

Over the years, the Board, pursuant to rule G-11 and rule
G-17, on fair dealing, has urged syndicate managers to pro-
vide members with a clear and accurate itemized statement of
all actual expenses incurred in the underwriting of each issue.
In a 1984 notice, the Board stated that expense items must
be sufficiently described to make the expenditures readily
understandable by syndicate members, and that generalized
categories of expenses are not sufficient if they do not portray
the specific nature of the expenses.! In 1985, the Board issued
a notice specifically warning managers to take care in deter-
mining actual syndicate expenses, and noting that managers
may violate rule G-17 if the expenses charged to syndicate



members bear no relation to, or otherwise overstate, the actual
expenses incurred.? And in 1987, in response to industry com-
plaints concerning the amount of syndicate expenses charged
by managers, the Board issued another notice reiterating that
Board rules prohibit managers from overstating actual syndi-
cate expenses.’

The Board wishes to reiterate its interpretation of rules G-11
and G-17 that syndicate expenses charged to members must be
clearly identified and must be the actual expenses incurred on
behalf of the syndicate.* The Board continues to be concerned
over the number of complaints about syndicate managers who
may be charging expenses that are overstated or excessive,
particularly with respect to clearance fees for designated sales
and computer expenses. Board rules specifically prohibit
managers from overstating actual syndicate expenses.

The Board urges syndicate members to report possible over-
statements of syndicate expenses and other problems in
compli-ance with rule G-11(h)(i). The Board will continue
to monitor this situation, and will refer any complaints it re-
ceives in this area to the appropriate enforcement agencies. In
addition, the NASD has alerted the Board that it will accept
telephone complaints or information from syndicate members
who do not wish to reveal their identities.

' Notice Concerning Disclosure of Syndicate Expenses (January 12, 1984),
[re-printed in MSRB Reports, Vol. 4, No. 1 (February 1984) at 9].

Notice Concerning Syndicate Managers Charging Excessive Fees for Des-
ignated Sales (July 29, 1985), [reprinted in MSRB Reports, Vol. 5, No. 5
(August 1985) at 17].

Notice Concerning Syndicate Expenses that Appear Excessive (March 3,
1987), [reprinted in MSRB Reports, Vol. 7, No. 2 (March 1987) at 5].

4 See MSRB Reports, Vol. 5, No. 6 (November 1985) [at 5], and Vol. 5, No.
5 (August 1985) [at 5].

Syndicate Expenses: Per Bond Fee for
Bookrunning Expenses

June 14, 1995

Board rule G-11, concerning syndicate practices, among other
things, requires syndicates to establish priorities for different
categories of orders and requires certain disclosures to syn-
dicate members which are intended to assure that allocations
are made in accordance with those priorities. In addition, the
rule requires that the manager provide certain accounting in-
formation to syndicate members. In particular, rule G-11(h)
(1) provides that: “Discretionary fees for clearance costs to
be imposed by a syndicate manager and management fees
shall be disclosed to syndicate members prior to the submis-
sion of a bid, in the case of a competitive sale, or prior to
the execution of a purchase contract with the issuer, in the
case of a negotiated sale.”* The purpose of this provision is
to provide information useful to syndicate members in deter-
mining whether to participate in a syndicate account. The rule
also requires that the senior syndicate manager, at or before
final settlement of a syndicate account, furnish to the syndi-
cate members “an itemized statement setting for the nature
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and amount of all actual expenses incurred on behalf of the
syndicate.” One of the purposes of this section is to render
managers accountable for their handling of syndicate funds.

The Board has received inquiries regarding the appropri-
ateness of a per-bond fee for the bookrunning expenses or
management fees of the senior syndicate manager. Discre-
tionary fees for clearance costs and management fees may
be expressed as a perbond charge. These expenses, however,
must be disclosed to members prior to the submission of a
bid or prior to the execution of a purchase contract with the
issuer; for example, in the Agreement Among Underwriters.
The itemized statement setting forth a detailed breakdown of
actual expenses incurred on behalf of the syndicate, such as
advertising, printing, legal, computer services, etc., must be
disclosed to syndicate members at or before final settlement
of the syndicate account. With respect to these fees, the Board
has previously noted that managers who assess a per-bond
charge for designated sales may be acting in violation of rule
G-17 if the expenses charged to members bear no relation to
or otherwise overstate the actual expenses incurred on behalf
of the syndicate.? The Board believes a per-bond fee creates
the appearance that it is not an actual expense related to and
incurred on behalf of the syndicate.

The Board is concerned about the charging of syndicate ex-
penses and compliance with rule G-11. Managers should
exercise care in accounting for syndicate funds, and any
charge that has not been disclosed to members prior to the
submission of a bid or prior to the execution of a purchase
contract may be charged to syndicate members only if it is
an actual expense incurred on behalf of the syndicate. The
Board will continue to monitor syndicate practices and will
notify the appropriate enforcement agency of any complaints
it receives in this area. Syndicate members are encouraged
to notify directly the appropriate enforcement agency of any
violations of these provisions.

' The rule defines management fees to include, “in addition to amounts cat-
egorized as management fees by the syndicate manager, any amount to be
realized by a syndicate manager, and not shared with the other members
of the syndicate, which is attributable to the difference in price to be paid
to an issuer for the purchase of a new issue of municipal securities and the
price at which such securities are to be delivered by the syndicate manager
to the members of the syndicate.”

o

Syndicate Managers Charging Excessive Fees for Designated Sales (July
29, 1985), [reprinted in MSRB Reports, Vol. 7, No. 2 (March 1987) at 5].

See also:

Rule G-17 Interpretation — Notice of Interpretation Concern-
ing Priority of Orders for New Issue Securities: Rule G-17,
December 22, 1987.

Rule G-32 Interpretation — Notice Regarding Electronic
Delivery and Receipt of Information by Brokers, Dealers and
Municipal Securities Dealers, November 20, 1998.
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Interpretive Letters

Communication of information. I refer to your letter dated
October 23, 1978 in which you request advice concerning the
application of certain provisions of rule G-11. In your letter,
you state that it is your understanding that the requirement in
the rule for a syndicate manager to communicate information
regarding the priority to be accorded to different orders could
be satisfied if an agreement among underwriters provides for
the managing underwriters, in their discretion, to establish the
priorities to be accorded to different types of orders for the
purchase of bonds from the syndicate so long as information
as to the priorities so established is furnished to the members
of the syndicate prior to the beginning of the order period.

Rule G-11 would permit the inclusion of a provision delegat-
ing to the managing underwriters the authority to establish
the priority provisions under which the syndicate would oper-
ate. However, under section (f) of rule G-11, such information
must be provided by the senior syndicate manager in writing
to other members of a syndicate “prior to the first offer of any
securities by a syndicate.” Accordingly, if there is a presale
period, the required disclosure must be made prior to the com-
mencement of such period, and not prior to “the beginning
of the order period.” The procedures outlined in your letter
would be permissible under the rule only if no securities are
offered by a syndicate prior to the order period. MSRB inter-
pretation of November 9, 1978.

Fixed-price offerings. This responds to your letter of Febru-
ary 17, 1984, requesting our view on the applicability of the
Board’s rules to the following situation:

[Name deleted] the (“Dealer”) is an underwriter of industrial
revenue bonds. It underwrites on average three or four issues
per month and sells them almost entirely on a retail basis to
individual investors. The coupon rates are fixed at current
market levels. The bonds are then offered to the public at par.
Official statements are provided to investors, fully disclosing
all pertinent information and making clear note of the fact
that the initial offering price of par may be changed without
prior notice.

Recently, interest rates dropped significantly during the two
or three-week time period needed for the Dealer to sell out
a bond issue. This caused the offering price of the fixed rate
municipal bonds to rise above the initial offering price stated
in the official statement. All of this occurred before the clos-
ing of the syndicate account. You ask specifically whether,
under the Board’s rules, it is permissible to raise the offering
price of municipal bonds which are part of a new issue above
the initial price before the close of the underwriting period.

Board rule G-11 generally requires syndicates to establish
priorities for different categories of orders and requires that
certain disclosures be made to syndicate members which are
intended to assure that allocations are made in accordance
with those priorities. The rule also requires that the manager
provide account information to syndicate members in writ-
ing. The Board has described rule G-11 as a “disclosure rule”
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designed to provide information to new issue participants so
that they can understand and evaluate syndicate practices.
The rule does not, however, dictate what those practices must
be. Thus, rule G-11 does not require that the offering price
of new issue municipal securities remain fixed through the
underwriting period. The Board considered the issue of fixed-
price offerings when it formulated rule G-11 and again when
the Public Securities Association, in 1981, asked the Board
to consider the adoption of rules governing the granting of
concessions in new issues of municipal securities. Since the
kind of fixed price offering system developed for corporate
securities has not been the primary means of distributing mu-
nicipal securities and in light of industry concerns that any
such proposed regulations could unnecessarily restrict prices
and increase the borrowing costs for municipal issues, the
Board determined not to adopt any rules addressing the issue.!

Finally, we know of no laws or regulations which purport
to require fixed-price offerings for new issue municipal se-
curities, and the NASD’s rules in this area do not apply to
transactions in municipal securities.> Of course, Board rule
G-30, on prices and commissions, prohibits a dealer from
buying municipal securities for its own account from a cus-
tomer or selling municipal securities for its own account to a
customer at an aggregate price unless that price is reasonable
taking into consideration all relevant factors. MSRB interpre-
tation of March 16, 1984.

! For a fuller explanation of the Board’s review of G-11 in this area, See
Notice Concerning Board Determination Not to Adopt Concession Rules,
[MSRB Reports,Vol.2,No. 5 (July 1982) at 7].

2 See NASD Rules of Fair Practice, Article II, Section 1, subsection (m)
[currently codified as NASD Rule 114].

Concessions and discounts. This is in response to your Octo-
ber 13, 1986 letter asking if the Board’s rules prohibit a dealer
from granting a price concession on a new issue security to
a customer. The Board’s rules do not address the granting
of concessions or price discounts to customers on new is-
sue offerings; however, the terms of the applicable syndicate
agreement may address this issue. MSRB interpretation of
October 22, 1986.

See also:

Rule G-8 Interpretive Letter — Syndicate records: sole under-
writer, MSRB interpretation of May 12, 1989.



Rule G-12
Uniform Practice

(a) Scope and Notice.

@) All transactions in municipal securities between
any broker, dealer or municipal securities dealer and any other
broker, dealer or municipal securities dealer shall be subject to
the provisions of this rule, provided, however, that a transac-
tion submitted to a registered clearing agency for comparison
shall be exempt from the provisions of section (c) and, to the
extent such transaction is compared by the clearing agency,
section (d) of this rule, and a transaction which is settled or
cleared through the facilities of a registered clearing agency
shall be exempt from the provisions of section (e) of this rule.

(i)  Failure to deliver securities sold or to pay for se-
curities as delivered, on or after the settlement date does not
effect a cancellation of a transaction which is subject to the
provisions of this rule, unless otherwise provided in this rule
or agreed upon by the parties.

(iii))  Unless otherwise specifically indicated, any “im-
mediate” notice required by this rule or any notice required to
be given “immediately” shall be given by telephone, telegraph
or other means of communication having same day receipt ca-
pability and confirmed in writing within one business day.

(b) Settlement Dates.

6)) Definitions. For purposes of this rule, the follow-
ing terms shall have the following meanings:

(A) Settlement Date. The term “settlement date”
shall mean the day used in price and interest computa-
tions, which shall also be the day delivery is due unless
otherwise agreed by the parties.

(B) Business Day. The term “business day” shall
mean a day recognized by the National Association of
Securities Dealers, Inc. as a day on which securities
transactions may be settled.

(i)  Settlement Dates. Settlement dates shall be as
follows:

(A) for “cash” transactions, the trade date;

(B) for “regular way” transactions, the third busi-
ness day following the trade date;

(C) for “when, as and if issued” transactions, a date
agreed upon by both parties, which date: (1) with respect
to transactions required to be compared in an automated
comparison system under rule G-12(f)(i), shall not be
earlier than two business days after notification of initial
settlement date for the issue is provided to the registered
clearing agency by the managing underwriter for the is-
sue as required by rule G-34(a)(ii)(D)(2); and (2) with
respect to transactions not eligible for automated com-
parison, shall not be earlier than the third business day
following the date that the confirmation indicating the
final settlement date is sent; and
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(D) for all other transactions, a date agreed upon by
both parties, provided, however, that a broker, dealer or
municipal securities dealer shall not effect or enter into
a transaction for the purchase or sale of a municipal se-
curity (other than a “when, as and if issued” transaction)
that provides for payment of funds and delivery of securi-
ties later than the third business day after the date of the
transaction unless expressly agreed to by the parties, at
the time of the transaction.

(c) Dealer Confirmations. All municipal securities transac-
tions that are ineligible for automated comparison in a system
operated by a registered clearing agency shall be subject to
the provisions of this section (c).

(i) Except as otherwise indicated in this section (c),
each party to a transaction shall send a confirmation of the
transaction to the other party on the trade date.

(il)  Confirmations of cash transactions shall be
exchanged by telephone on the trade date, with written confir-
mation sent within one business day following the trade date.

(iii)  For transactions effected on a “when, as and if
issued” basis, initial confirmations shall be sent within one
business day following the trade date. Confirmations from a
syndicate or account manager to the members of the syndi-
cate or account may be in the form of a letter, covering all
maturities of the issue, setting forth the information hereafter
specified in this section (c). Confirmations indicating the final
settlement date shall be sent by the seller at least three busi-
ness days prior to the settlement date.

(iv)  **Reserved for future use.**

(v)  Each confirmation shall contain the following
information:

(A) confirming party’s name, address and telephone
number;

(B) “contra party” identification;
(C) designation of purchase from or sale to;
(D) par value of the securities;

(E) description of the securities, including at a mini-
mum the name of the issuer, interest rate, maturity date,
and if the securities are limited tax, subject to redemption
prior to maturity (callable), or revenue bonds, an indica-
tion to such effect, including in the case of revenue bonds
the type of revenue, if necessary for a materially com-
plete description of the securities and in the case of any
securities, if necessary for a materially complete descrip-
tion of the securities, the name of any company or other
person in addition to the issuer obligated, directly or in-
directly, with respect to debt service or, if there is more
than one such obligor, the statement “multiple obligors™
may be shown;

(F) CUSIP number, if any, assigned to the securities;
(G) trade date;
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(H) settlement date;

(I) yield at which transaction was effected and re-
sulting dollar price, except in the case of securities which
are traded on the basis of dollar price or securities sold
at par, in which event only dollar price need be shown
(in cases in which securities are priced to call or to par
option, this must be stated and the call or option date and
price used in the calculation must be shown, and where
a transaction is effected on a yield basis, the dollar price
shall be calculated to the lowest of price to call, price to
par option, or price to maturity);

(J) amount of concession, if any, per $1000 par
value unless stated to be an aggregate figure, provided,
however, that for a transaction in securities maturing in
two or more years and, at the time of the transaction, pay-
ing investment return solely through capital appreciation,
the concession, if any, shall be expressed as a percentage
of the price of these securities;

(K) amount of accrued interest;
(L) extended principal amount;
(M) total dollar amount of transaction; and

(N) instructions, if available, regarding receipt or
delivery of securities, and form of payment if other than
as usual and customary between the parties.

The confirmation for a transaction in securities traded on a
discounted basis (other than discounted securities traded on a
yield-equivalent basis) shall not be required to show the pric-
ing information specified in subparagraph (I) nor the accrued
interest specified in subparagraph (K). Such information
shall, however, contain the rate of discount and resulting dol-
lar price. Such confirmation may, in lieu of the resulting dollar
price and the extended principal amount specified in subpara-
graph (L), show the total dollar amount of the discount.

The confirmation for a transaction in securities maturing in
more than two years and paying investment return solely at
redemption shall not show the par value of the securities spec-
ified in subparagraph (D) and shall not be required to show
the amount of accrued interest specified in subparagraph (K).
Such confirmation shall, however, show the maturity value of
the securities and specify that the interest rate on the securi-
ties is “0%.”

The initial confirmation for a “when, as and if issued” transac-
tion shall not be required to contain the information specified
in subparagraphs (H), (K), (L), and (M) of this paragraph or
the resulting dollar price as specified in subparagraph (I).

(vi) In addition to the information required by para-
graph (v) above, each confirmation shall contain the following
information, if applicable:

(A) dated date if it affects the price or interest cal-
culation, and first interest payment date, if other than
semi-annual;
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(B) if the securities are available only in book-entry
form, a designation to such effect;

(C) if the securities are identified by the issuer or
sold by the underwriter as subject to federal taxation, a
designation to that effect;

(D) if the interest on the securities is identified by
the issuer or the underwriter as subject to the alternative
minimum tax, a designation to that effect;

(E) if the securities are “called” or “pre-refunded,” a
designation to such effect, the date of maturity which has
been fixed by the call notice, and the amount of the call
price;

(F) denominations of securities other than bonds,
and, in the case of bonds, denominations other than those
specified in paragraph (e)(v) hereof;

(G) if the securities pay periodic interest and are
sold by the underwriter as original issue discount securi-
ties, a designation that they are “original issue discount”
securities;

(H) any special instructions or qualifications, or fac-
tors affecting payment of principal or interest, such as
(1) “ex legal,” or (2) if the securities are traded without
interest, “flat,” or (3) if the securities are in default as to
the payment of interest or principal, “in default,” or (4)
with respect to securities with periodic interest payments,
if such securities pay interest on other than a semi-annual
basis, a statement of the basis on which interest is paid;
and

(I) such other information as may be necessary
to ensure that the parties agree to the details of the
transaction.

(d) Comparison and Verification of Confirmations; Unrec-
ognized Transactions.

(i)  Upon receipt of a confirmation, each party to a
transaction shall compare and verify such confirmation to as-
certain whether any discrepancies exist. If any discrepancies
exist in the information as set forth in two compared confirma-
tions, the party discovering such discrepancies shall promptly
communicate such discrepancies to the contra party and both
parties shall promptly attempt to resolve the discrepancies. In
the event the parties are able to resolve the discrepancies, the
party in error shall within one business day following such
resolution, send a corrected confirmation to the contra party.
Such confirmation shall indicate that it is a correction and the
date of the corrected confirmation. In the event the parties are
unable to resolve the discrepancies, each party shall promptly
send to the contra party a written notice, return receipt re-
quested, indicating nonrecognition of the transaction.

(ii)) In the event a party receives a confirmation for
a transaction which it does not recognize, it shall promptly
seek to ascertain whether a trade occurred and the terms of the
trade. In the event it determines that a trade occurred and the



confirmation it received was correct, such party shall imme-
diately notify the confirming party by telephone and, within
one business day thereafter, send a written confirmation of the
transaction to the confirming party. In the event a party can-
not confirm the trade, such party shall immediately notify the
confirming party by telephone and, within one business day,
thereafter send a written notice, return receipt requested, to
the confirming party, indicating nonrecognition of the trans-
action. Promptly upon receipt of such notice, the confirming
party shall verify its records and, if it agrees with the non-
confirming party, promptly send a notice of cancellation of
the transaction, return receipt requested, to the non-confirming
party.

(iii) In the event a party has sent a confirmation of a
transaction, but fails to receive a confirmation from the contra
party or a notice indicating nonrecognition of the transaction,
the confirming party shall, not earlier than the fourth business
day following the trade date (the sixth business day following
the trade date, in the case of an initial confirmation of a trans-
action effected on a “when, as and if issued” basis) nor later
than the eighth business day following the trade date, seek to
ascertain whether a trade occurred. If, after such verification,
such party believes that a trade occurred, it shall immedi-
ately notify the non-confirming party by telephone to such
effect and send within one business day thereafter, a written
notice, return receipt requested, to the non-confirming party,
indicating failure to confirm. Promptly following receipt of
telephone notice from the confirming party, the non-confirm-
ing party shall seek to ascertain whether a trade occurred and
the terms of the trade. In the event the non-confirming party
determines that a trade occurred, it shall immediately notify
the confirming party by telephone to such effect and, within
one business day thereafter, send a written confirmation of the
transaction to the confirming party. In the event a party cannot
confirm the trade, such party shall promptly send a written
notice, return receipt requested, to the confirming party, indi-
cating nonrecognition of the transaction.

(iv) If procedures are initiated pursuant to paragraph
(i) of this section, the procedures required by paragraph (iii)
need not be followed; and conversely, if procedures are initi-
ated pursuant to paragraph (iii) of this section, the procedures
required by paragraph (ii) need not be followed.

(v) In the event any material discrepancies or dif-
ferences, basic to the transaction, remain unresolved by the
close of the business day following receipt by a party of a
written notice indicating nonrecognition or by the close of the
business day following the date the confirming party gives
telephone notice of the transaction to the non-confirming par-
ty pursuant to paragraph (iii) above, whichever first occurs,
the transaction may be cancelled by the confirming party or,
in the event there exists disagreement concerning the terms
of the transaction, by either confirming party. Nothing herein
contained shall be construed to affect whatever rights the con-
firming party or parties may otherwise have with respect to a
transaction which is cancelled pursuant to this paragraph.
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(vi)  Nothing herein contained shall be construed to
prevent the settlement of a transaction prior to completion of
the procedures prescribed in this section (d); provided that
each party to the transaction shall be responsible for sending
to the other party, within one business day of such settlement,
a confirmation evidencing the terms of the transaction.

(vii) The notices referred to in this section indicating
nonrecognition of a transaction or failure to confirm a trans-
action shall contain sufficient information to identify the
confirmation to which the notice relates including, at a mini-
mum, the information set forth in subparagraphs (A) through
(E), (G) and (H) of paragraph (c)(v), as well as the confirma-
tion number. In addition, such notice shall identify the firm
and person providing such notice and the date thereof. The
requirements of this paragraph may be satisfied by providing
a copy of the confirmation of an unrecognized transaction,
marked “don’t know,” together with the name of the firm and
person providing such notice and the date thereof.

(e) Delivery of Securities. The following provisions shall,
unless otherwise agreed by the parties, govern the delivery of
securities:

@) Place and Time of Delivery.Delivery shall be made
at the office of the purchaser, or its designated agent, between
the hours established by rule or practice in the community in
which such office is located. If the parties so agree, book entry
or other delivery through the facilities of a registered clearing
agency will constitute good delivery for purposes of this rule.

(i1)  Securities Delivered.

(A) All securities delivered on a transaction shall be
identical as to the information set forth in subparagraph
(E) of paragraph (c)(v) and, to the extent applicable, the
information set forth in subparagraphs (A) and (E) of
paragraph (c)(vi). All securities delivered shall also be
identical as to the call provisions and the dated date of
such securities.

(B) CUSIP Numbers.

(1) The securities delivered on a transaction
shall have the same CUSIP number as that set forth
on the confirmation of such transaction pursuant to
the requirements of subparagraph (c)(v)(F) of this
rule; provided, however, that, for purposes of this
item (1), a security shall be deemed to have the same
CUSIP number as that specified on the confirmation
(a) if the number assigned to the security and the
number specified on the confirmation differ only as a
result of a transposition or other transcription error,
or (b) if the number specified on the confirmation has
been assigned as a substitute or alternative number
for the number reflected on the security.

(2) Anew issue security delivered by an under-
writer who is subject to the provisions of rule G-34
shall have the CUSIP number assigned to the secu-
rity imprinted on or otherwise affixed to the security.
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(iii)  Delivery Ticket. A delivery ticket shall accompany
the delivery of securities. Such ticket shall contain the infor-
mation set forth in subparagraphs (A), (B), (D) (except in the
case of transactions in zero coupon, compound interest and
multiplier securities, in which case the maturity value shall
be shown), (E) through (H), (M) and (N) of paragraph (c)(v)
and, to the extent applicable, the information set forth in sub-
paragraphs (A) through (I) of paragraph (c)(vi) and shall have
attached to it an extra copy of the ticket which may be used to
acknowledge receipt of the securities.

(iv)  Partial Delivery. The purchaser shall not be re-
quired to accept a partial delivery with respect to a single trade
in a single security. For purposes of this paragraph, a “single
security” shall mean a security of the same issuer having the
same maturity date, coupon rate and price. The provisions of
this paragraph shall not apply to deliveries made pursuant to
balance orders or other similar instructions issued by a regis-
tered clearing agency.

(v)  Units of Delivery. Delivery of bonds shall be made
in the following denominations:

(A) for bearer bonds, in denominations of $1,000 or
$5.,000 par value; and

(B) for registered bonds, in denominations which
are multiples of $1,000 par value, up to $100,000 par
value.

Delivery of other municipal securities shall be made in the
denominations specified on the confirmation as required pur-
suant to paragraph (c)(vi) of this rule except that deliveries
of notes may be made in denominations smaller than those
specified if the notes delivered can be aggregated to constitute
the denominations specified.

(vi)  Form of Securities.

(A) Bearer and Registered Form. Delivery of se-
curities which are issuable in both bearer and registered
form may be in bearer form unless otherwise agreed by
the parties; provided, however, that delivery of securities
which are required to be in registered form in order for
interest thereon to be exempt from Federal income taxa-
tion shall be in registered form.

(B) Book-Entry Form. Notwithstanding the other
provisions of this section (e), with respect to a security
which may be transferred only by bookkeeping entry,
without the physical delivery of securities certificates, on
books maintained for this purpose by a person who is not
a registered clearing agent, a delivery of such security
shall be made only by a book-entry transfer of the owner-
ship of the security to the purchasing dealer or a person
designated by the purchasing dealer.

(vii) Mutilated Certificates. Delivery of a certificate
which is damaged to the extent that any of the following is
not ascertainable:

(A) name of issuer;
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(B) par value;

(C) signature;

(D) coupon rate;

(E) maturity date;

(F) seal of the issuer; or
(G) certificate number

shall not constitute good delivery unless validated by the
trustee, registrar, transfer agent, paying agent or issuer of the
securities or by an authorized agent or official of the issuer.

(viii) Coupon Securities.

(A) Coupon securities shall have securely attached
to the certificate in the correct sequence all appropriate
coupons, including supplemental coupons if specified at
the time of trade, which in the case of securities upon
which interest is in default shall include all unpaid or
partially paid coupons. All coupons attached to the certif-
icates must have the same serial number as the certificate.

(B) Anything herein to the contrary notwithstanding,
if securities are traded “and interest” and the settlement
date is on or after the interest payment date, such secu-
rities shall be delivered without the coupon payable on
such interest payment date.

(C) If delivery of securities is made on or after the
thirtieth calendar day prior to an interest payment date,
the seller may deliver to the purchaser a draft or bank
check of the seller or its agent, payable not later than the
interest payment date or the delivery date, whichever is
later, in an amount equal to the interest due in lieu of the
coupon.

(ix)  Mutilated or Cancelled Coupons. Delivery of a
certificate which bears a coupon which is damaged to the ex-
tent that any one of the following cannot be ascertained from
the coupon:

(A) title of the issuer;
(B) certificate number;

(C) coupon number or payment date (if either the
coupon number or the payment date is ascertainable from
the coupon, the coupon will not be considered mutilated);
or

(D) the fact that there is a signature;

or which coupon has been cancelled, shall not con-
stitute good delivery unless the coupon is endorsed or
guaranteed. In the case of damaged coupons, such en-
dorsement or guarantee must be by the issuer or by a
commercial bank. In the case of cancelled coupons, such
endorsement or guarantee must be by the issuer or an au-
thorized agent or official of the issuer, or by the trustee
or paying agent.

(xX)  Delivery of Certificates Called for Redemption.



(A) A certificate for which a notice of call appli-
cable to less than the entire issue of securities has been
published on or prior to the delivery date shall not consti-
tute good delivery unless the securities are identified as
“called” at the time of trade.

(B) A certificate for which a notice of call applicable
to the entire issue of securities has been published on or
prior to the trade date shall not constitute good delivery
unless the securities are identified as “called” at the time
of trade.

(C) For purposes of this paragraph (x) and Items (D)
(2) and (D)(3) of paragraph G-12(g)(iii), the term “en-
tire issue of securities” shall mean securities of the same
issuer having the same date of issue, maturity date and
interest rate.

(xi)  Delivery Without Legal Opinions or Other Docu-
ments. Delivery of certificates without legal opinions or other
documents legally required to accompany the certificates shall
not constitute good delivery unless identified as “ex legal” at
the time of trade.

(xii) Insured Securities. Delivery of certificates for se-
curities traded as insured securities shall be accompanied by
evidence of such insurance, either on the face of the certificate
or in a document attached to the certificate.

(xiii) Endorsements for Banking or Insurance Require-
ments. A security bearing an endorsement indicating that it was
deposited in accordance with legal requirements applicable
to banking institutions or insurance companies shall not con-
stitute good delivery unless it bears a release acknowledged
before an officer authorized to take such acknowledgments
and was designated as a released endorsed security at the time
of trade.

(xiv) Delivery of Registered Securities

(A) Assignments. Delivery of a certificate in regis-
tered form must be accompanied by an assignment on the
certificate or on a separate bond power for such certificate,
containing a signature or signatures which corresponds in
every particular with the name or names written upon the
certificate, except that the following shall be interchange-
able: “and” or “&”’; “Company” or “Co.”; “Incorporated”
or “Inc.”; and “Limited” or “Ltd.”

(B) Detached Assignment Requirements. A detached
assignment shall provide for the irrevocable appointment
of an attorney, with power of substitution, a full descrip-
tion of the security, including the name of the issuer, the
maturity date and interest date, the bond or note number,
and the par value (expressed in words and numerals).

(C) Power of Substitution. When the name of an in-
dividual or firm has been inserted in an assignment as
attorney, a power of substitution shall be executed in
blank by such individual or firm. When the name of an

MSRB RULE BOOK

individual or firm has been inserted in a power of substi-
tution as a substitute attorney, a new power of substitution
shall be executed in blank by such substitute attorney.

(D) Guarantee. Each assignment, endorsement, al-
teration and erasure shall bear a guarantee acceptable to
the transfer agent or registrar.

(E) Form of Registration. Delivery of a certificate
accompanied by the documentation required in this para-
graph (xiv) shall constitute good delivery if the certificate
is registered in the name of:

(1) an individual or individuals;
(2) anominee;

(3) a member of a national securities exchange
whose specimen signature is on file with the transfer
agent or any other broker, dealer or municipal secu-
rities dealer who has filed specimen signatures with
the transfer agent and places a statement to this ef-
fect on the assignment; or

(4) an individual or individuals acting in a fi-
duciary capacity.

(F) Certificate in Legal Form. Good transfer of a
security in legal form shall be determined only by the
transfer agent for the security. Delivery of a certificate in
legal form shall not constitute good delivery unless the
certificate is identified as being in such form at the time
of trade. A certificate shall be considered to be in legal
form if documentation in addition to that specified in this
paragraph (xiv) is required to complete a transfer of the
securities.

(G) Payment of Interest. If a registered security is
traded “and interest” a delivery of such security made
on a date after the record date for the determination of
registered holders for the payment of interest shall be ac-
companied by a draft or bank check of the seller or its
agent, payable not later than the interest payment date or
the delivery date, whichever is later, for the amount of the
interest.

(H) Registered Securities in Default. If a registered
security is in default (i.e., is in default in the payment of
principal or interest) and a date for payment of interest
due has been established, a delivery of such security made
on a date after the date established as the record date for
the determination of registered holders for the payment
of interest shall be accompanied by a draft or bank check
of the seller or its agent, payable not later than the inter-
est payment date or the delivery date, whichever is later,
for the amount of the payment to be made by the issuer,
unless the security is traded “ex-interest.”

(xv) Expenses of Shipment. Expenses of shipment of
securities, including insurance, postage, draft, and collection
charges, shall be paid by the seller.
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(xvi) Money Differences. The following money differ-
ences shall not be sufficient to cause rejection of delivery:

$1,000 to $24,999 $10
$25,000 to $99.,999 $25
$100,000 to $249,999 $60
$250,000 to $999,999 $250
$1,000,000 and over $500

The calculations of the seller shall be utilized in determining
the maximum permissible differences and amount of payment
to be made upon delivery. The parties shall seek to reconcile
any such money differences within ten business days follow-
ing settlement.

() Use of Automated Comparison, Clearance, and Settle-
ment Systems.

@) Notwithstanding the provisions of sections (c) and
(d) of this rule, an Inter-Dealer Transaction Eligible for Com-
parison by a Clearing Agency Registered with the Commission
(registered clearing agency) shall be compared through a reg-
istered clearing agency. Each party to such a transaction shall
submit or cause to be submitted to a registered clearing agen-
cy all information and instructions required from the party by
the registered clearing agency for automated comparison of
the transaction to occur. Each transaction effected during the
RTRS Business Day shall be submitted for comparison with-
in 15 minutes of the Time of Trade, unless the transaction is
subject to an exception specified in the Rule G-14 RTRS Pro-
cedures paragraph (a)(ii), in which case it shall be submitted
for comparison in the time frame specified in the Rule G-14
RTRS Procedures paragraph (a)(ii). Transactions effected
outside the hours of an RTRS Business Day shall be submit-
ted no later than 15 minutes after the beginning of the next
RTRS Business Day. In the event that a transaction submitted
to a registered clearing agency for comparison in accordance
with the requirements of this paragraph (i) shall fail to com-
pare, the party submitting such transaction shall, as soon as
possible, use the procedures provided by the registered clear-
ing agency in connection with such transaction until such time
as the transaction is compared or final notification of a failure
to compare the transaction is received from the contra-party.
A broker, dealer or municipal securities dealer (“dealer”) that
effects inter-dealer transactions eligible for comparison by a
clearing agency registered with the Commission shall ensure
that submissions made against it in the comparison system are
monitored for the purpose of ensuring that correct trade infor-
mation alleged against it is acknowledged promptly and that
erroneous information alleged concerning its side of a trade
(or its side of a purported trade) is corrected promptly through
the procedures of the registered securities clearing agency or
the MSRB.
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(i)  Notwithstanding the provisions of section (e)
of this rule, a transaction eligible for book-entry settlement
at a securities depository registered with the Securities and
Exchange Commission (depository) shall be settled by
book-entry through the facilities of a depository or through
the interface between two depositories. Each party to such a
transaction shall submit or cause to be submitted to a deposi-
tory all information and instructions required from the party
by the depository for book-entry settlement of the transaction
to occur; provided that, if a party to a transaction has made
arrangements, through its clearing agent or otherwise, to use
one or more depositories exclusively, a transaction by that
party shall not be subject to the requirements of this paragraph
(i1) if the transaction is ineligible for book-entry settlement at
all such depositories with which such arrangements have been
made.

(i)  For purposes of paragraph (i) of this section (f)
a broker, dealer or municipal securities dealer who clears a
transaction through an agent who is a member of a registered
clearing agency shall be deemed to be a member of such reg-
istered clearing agency with respect to such transaction.

(iv)  Definitions.

(A) “Inter-Dealer Transaction Eligible for Com-
parison by a Clearing Agency Registered with the
Commission” means a contract for purchase and sale
between one dealer and another dealer, resulting in a
contractual obligation for one such dealer to transfer
municipal securities to the other dealer involved in the
transaction, and which contract is eligible for comparison
under the procedures of an automated comparison system
operated by a registered clearing agency.

(B) “Time of Trade” is defined in Rule G-14 Trans-
action Reporting Procedures.

(C) The “RTRS Business Day” is defined in Rule
G-14 RTRS Transaction Reporting Procedures.

(g) Rejections and Reclamations.

(1) Definitions. For purposes of this section, the
terms “rejection” and “reclamation” shall have the following
meanings:

(A) “Rejection” shall mean refusal to accept securi-
ties which have been presented for delivery.

(B) “Reclamation” shall mean return by the receiv-
ing party of securities previously accepted for delivery.

(i)  Basis for Rejection. Securities presented for deliv-
ery may be rejected if the contra party fails to make a good
delivery.

(iii)  Basis for Reclamation and Time Limits. A recla-
mation may be made by the receiving party or a demand for
reclamation may be made by the delivering party if, subse-
quent to delivery, information is discovered which, if known
at the time of the delivery, would have caused the delivery
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not to constitute good delivery, provided such reclamation or (2) the security delivered is the subject of a no-
demand for reclamation is made within the following time tice of call applicable to less than the entire issue
limits: of securities that was published on or prior to the
delivery date and the security was not identified as

(A) Reclamation or demand for reclamation by rea- .
“called” at the time of trade; or

son of the following shall be made within one business
day following the date of delivery: (3) the security delivered is the subject of a no-
tice of call applicable to the entire issue of securities
that was published on or prior to trade date and the
security was not identified as “called” at the time of

trade.

(1) not good delivery because a coupon, or an
interest check in lieu thereof, required by this rule to
accompany delivery was missing; or

(2) not good delivery because a certificate or
coupon was mutilated in a manner inconsistent with
the provisions of paragraphs (e)(vii) or (ix) hereof;

The running of any of the time periods specified in this para-
graph shall not be deemed to foreclose a party’s right to pursue
its claim via other means, including arbitration.

or

(3) not good delivery because a legal opinion
or other documents referred to in paragraph (e)(xi)
hereof were missing.

(B) Reclamation or demand for reclamation because
an interest check accompanying delivery was not hon-
ored shall be made within three business days following
receipt by the purchaser of the notice of dishonor.

(C) reclamation or demand for reclamation by rea-
son of the following shall be made within 18 months
following the date of delivery:

(1) irregularity in delivery, including, but not
limited to, delivery of the wrong issue (i.e., issuer,
coupon rate or maturity date), duplicate delivery,
delivery to the wrong party or location, or over de-
livery; or

(2) refusal to transfer or deregister by the trans-
fer agent due to presentation of documentation in
connection with the transfer or deregistration which
the transfer agent deems inadequate; or

(3) information pertaining to the description of
the securities was inaccurate for either of the follow-
ing reasons:

(i) information required by subparagraph
(c)(v)(E) of this rule was omitted or erroneously
noted on a confirmation, or

(ii) information material to the transac-
tion but not required by subparagraph (c)(v)
(E) of this rule was erroneously noted on a
confirmation.

(D) Reclamation or demand for reclamation by
reason of the following may be made without any time
limitation:

(1) the security delivered is reported missing,
stolen, fraudulent or counterfeit;

(iv)  Procedure for Rejection or Reclamation.

(A) If a party elects to reject or reclaim securities,
rejection or reclamation shall be effected by returning the
securities to the party who had previously delivered them.
In the case of a reclamation, the reclaiming party may
reclaim all (or, in the case of a reclamation of securities
reported to be missing, stolen, fraudulent or counterfeit,
any part) of the securities which were not in “good deliv-
ery” form on the delivery date in lieu of reclaiming all of
the securities delivered. In the case of a reclamation of
securities reported missing, stolen, fraudulent or counter-
feit, in the event that the securities have been seized by
the issuer, an agent of the issuer, or a law enforcement of-
ficial, reclamation by means of a presentation of a receipt
for such securities executed by such person will meet the
requirements of this subparagraph (A).

(B) The rejecting or reclaiming party shall also
provide a written notice which contains sufficient infor-
mation to identify the delivery to which the notice relates.
The notice shall have attached to it a copy of the original
delivery ticket or other proof of delivery, and shall state,
to the extent not set forth on the attached document, the
following:

(1) the name of the party delivering the
securities;

(2) the name of the party receiving the
securities;

(3) adescription of the securities;
(4) the date the securities were delivered;
(5) the date of rejection or reclamation;

(6) the par value of the securities which are be-
ing rejected or reclaimed;

(7) in the case of a reclamation, the amount of
money the securities are reclaimed for;

(8) the reason for rejection or reclamation; and

(9) the name and telephone number of the
person to contact concerning the rejection or
reclamation.

Rule G-12 | 73



MSRB RULE BOOK

(C) A party demanding reclamation of securities
shall send to the contra-party a notice demanding recla-
mation of the securities. Such notice shall have attached
to it a copy of the original delivery ticket or other proof
of delivery, and shall state, to the extent not set forth on
the attached document, the information specified in items
(1) through (9) of subparagraph (B) above.

(D) In the event of a reclamation or a demand for
reclamation of a security reported missing, stolen, fraud-
ulent or counterfeit, the reclaiming party or the party
demanding reclamation shall also provide a document or
documents made available by the issuer, an agent of the
issuer, or other authorized person evidencing the report
and, in the case of securities reported missing or stolen,
evidencing that the loss or theft that is the subject of the
report had occurred on or prior to the original delivery
date.

(V) Manner of Settlement of Reclamation. Upon recla-
mation properly made pursuant to this rule, the party receiving
the reclamation shall immediately give the party making the
reclamation either the correct securities in proper form for de-
livery in exchange for the securities originally delivered, or
the money amount (or the appropriate portion of the money
amount) of the original transaction. A party receiving a notice
of demand for reclamation shall reclaim the securities which
are the subject of such notice as promptly as possible.

(vi)  Effect of Rejection or Reclamation. Rejection or
reclamation of securities shall not constitute a cancellation of
the transaction. In the event of a reclamation of securities, un-
less otherwise agreed, the party to whom the securities have
been reclaimed shall be deemed to be failing to deliver the
securities, as of the original transaction settlement date, until
such time as a proper delivery is made or the transaction is
closed out in accordance with section (h) of this rule.

(h) Close-Out. Transactions which have been confirmed or
otherwise agreed upon by both parties but which have not
been completed may be closed out in accordance with this
section, or as otherwise agreed by the parties.

(i) Close-Out by Purchaser. With respect to a trans-
action which has not been completed by the seller according
to its terms and the requirements of this rule, the purchaser
may close out the transaction in accordance with the follow-
ing procedures:

(A) Notice of Close-Out. If the purchaser elects
to close out a transaction in accordance with this para-
graph (i), the purchaser shall, not earlier than the fifth
business day following the settlement date, notify the
seller by telephone of the purchaser’s intention to close
out the transaction. The purchaser shall state that un-
less the transaction is completed by a specified date and
time, which shall not be earlier than the close of the tenth
business day following the date the telephonic notice is
given (the fifth business day, in the case of a second or
subsequent notice), the transaction may be closed out in
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accordance with this section at any time during the period
of time, which shall not be more than five business days,
specified by the purchaser for such purpose. The pur-
chaser shall immediately thereafter send, return receipt
requested, a written notice of close-out to the seller. Such
notice shall contain the information specified in item (1)
of subparagraph (C) below.

(B) Retransmittal. Any party receiving a notice of
close-out may retransmit the notice to another party from
whom the securities are due. The retransmitting party
shall, not later than the first business day following its
receipt of the telephone notice of close-out, notify the
party to whom it is retransmitting by telephone of its in-
tention to retransmit such notice, specifying the name of
the originator and the applicable dates for delivery and
effectiveness of the notice. The retransmitting party shall
immediately thereafter send, return receipt requested, a
written notice of retransmittal which shall contain the
information specified in item (2) of subparagraph (C) be-
low. The first such retransmittal shall extend the dates for
close-out by five business days, and the first retransmit-
ting party shall specify the extended dates on its notice of
retransmittal. The first retransmitting party shall, on the
date telephone notice of the retransmittal is given, notify
the purchaser originating the notice by telephone of the
extended dates and immediately thereafter send, return
receipt requested, a notice of extension of dates which
shall contain the information specified in item (3) of
subparagraph (C) below. Any party subsequently retrans-
mitting such notice shall, on the date telephonic notice of
the retransmittal is given, notify the purchaser originating
the notice by telephone of such retransmittal, and imme-
diately thereafter send a copy of the retransmittal notice
to such originating purchaser.

(C) Contents of Notices. Written notices sent in ac-
cordance with the requirements of subparagraphs (A) or
(B) above shall contain the following information:

(1) The notice of close-out required under sub-
paragraph (A) above shall set forth:

(a) the name and address of the broker,
dealer or municipal securities dealer originating
the notice;

(b) the name and address of the broker,
dealer or municipal securities dealer to whom
the notice is being sent;

(c) the name of the person to whom the
originator provided the required telephonic
notice;

(d) the date of such telephonic notice;

(e) the par value and description of the se-
curities involved in the transaction with respect
to which the close-out notice is given;



(f) the trade date and settlement date of
the transaction;

(g) the price and total dollar amount of the
transaction;

(h) the date by which the securities must
be received by the originating dealer;

(i) the date or dates during which the no-
tice of close-out may be executed; and

(j) the name and telephone number of the
person to contact concerning the close-out.

(2) The notice of retransmittal required under
subparagraph (B) above shall set forth:

(a) the name and address of the broker,
dealer or municipal securities dealer retransmit-
ting the notice;

(b) the name and address of the broker,
dealer or municipal securities dealer to whom
the notice is being retransmitted;

(c) the name of the broker, dealer or mu-
nicipal securities dealer originating the notice;

(d) the name of the person to whom the
retransmitting party provided the required tel-
ephonic notice;

(e) the date of such telephonic notice;

(f) the par value and description of the se-
curities involved in the transaction with respect
to which the retransmittal notice is given;

(g) the trade date and settlement date of
the transaction;

(h) the price and total dollar amount of the
transaction;

(i) the date by which the securities must
be received by the dealer originating the notice
(as extended due to the retransmittal);

(j) the date or dates during which the no-
tice of close-out may be executed (as extended
due to the retransmittal); and

(k) the name and telephone number of the
person to contact concerning the retransmittal.

(3) The notice of extension of dates required
under subparagraph (B) above shall set forth:

(a) the name and address of the broker,
dealer or municipal securities dealer originating
the notice of close-out;

(b) the name and address of the broker,
dealer or municipal securities dealer retransmit-
ting the notice;
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(c) the name of the broker, dealer or mu-
nicipal securities dealer to whom the notice is
being retransmitted;

(d) the name of the person to whom the
retransmitting party provided the required tel-
ephonic notice of the extension of dates;

(e) the date of such telephonic notice;

(f) the par value and description of the se-
curities involved in the transaction with respect
to which the notice is given;

(g) the date specified by the originating
dealer as the date by which delivery of such se-
curities must be made;

(h) the date by which such delivery must
be made, as extended due to the retransmittal;

(i) the effective date or dates for the notice
of close-out, as extended due to the retransmit-
tal; and

(j) the name and telephone number of the
person to contact concerning the close-out.

(D) Purchaser’s Options. If the securities described
in the notice of close-out are not delivered to the originat-
ing purchaser by the date specified in the original notice,
or the extended date resulting from a retransmittal, such
purchaser may close out the transaction in accordance
with the terms of the notice. To close out a transaction as
provided herein the purchaser may, at its option, take one
of the following actions:

(1) purchase (“buy-in”) at the current market
all or any part of the securities necessary to complete
the transaction, for the account and liability of the
seller;

(2) accept from the seller in satisfaction of the
seller’s obligation under the original contract (which
shall be concurrently cancelled) the delivery of mu-
nicipal securities which are comparable to those
originally bought in quantity, quality, yield or price,
and maturity, with any additional expenses or any
additional cost of acquiring such substituted securi-
ties being borne by the seller; or

(3) require the seller to repurchase the securi-
ties on terms which provide that the seller pay an
amount which includes accrued interest and bear the
burden of any change in market price or yield.

A purchaser executing a close-out shall, upon execution,
notify the selling dealer for whose account and liability the
transaction was closed out by telephone, stating the means of
close-out utilized. The purchaser shall immediately thereafter
confirm such notice in writing, sent return receipt requested,
and forward a copy of the confirmation of the executed trans-
action. A retransmitting party shall give immediate notice of
the execution of the close-out, in accordance with the proce-
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dure set forth herein, to the party to whom it retransmitted t3he
notice. A close-out will operate to close out all transactions
covered under retransmitted notices. Any moneys due on the
transaction, or on the close-out of the transaction, shall be for-
warded to the appropriate party within ten business days of the
date of execution of the close-out notice. A buy-in may be ex-
ecuted from a long position in customers’ accounts maintained
with the party executing the buy-in or, with the agreement of
the seller, from the purchaser’s contra-party. In all cases, the
purchaser must be prepared to defend the price at which the
close-out is executed relative to market conditions at the time
of the execution.

(E) Close-Out Not Completed. If a close-out pursu-
ant to a notice of close-out is not completed in accordance
with the terms of the notice and the provisions of this
rule, the notice shall expire. Additional close-out notices
may be issued, provided that a close-out procedure with
respect to a transaction may not be initiated later than
the ninetieth business day following the settlement date
of such transaction, regardless of the number of close-
out notices issued. Notwithstanding the foregoing, in the
case of a transaction on which a delivery of securities
has been reclaimed pursuant to the provisions of sub-
paragraphs (g)(iii)(C) or (g)(iii)(D) of this rule and which
remains uncompleted, the purchaser may initiate one or
more close-out procedures with respect to such transac-
tion at any time during a period of fifteen business days
following the date of reclamation. The first such proce-
dure shall be considered an initial procedure for purposes
of subparagraph (A) above.

(F) Completion of Transaction. If, at any time
prior to the execution of a close-out pursuant to this para-
graph (i), the seller, or any subsequent selling party to
whom a notice has been retransmitted, can complete the
transaction within two business days, such party shall
give immediate notice to the purchaser originating the
notice of close-out that the securities will be delivered
within such time period. If the originating purchaser re-
ceives such notice, it shall not execute the close-out for
two business days following the date of such notice; the
period specified for the execution of the close-out shall
be extended by two business days or, in the event that
the notice is given on the last day specified for execu-
tion of the close-out, by three business days. Delivery of
the securities in accordance with such notice shall can-
cel the close-out notice outstanding with respect to the
transaction.

(G) “Cash” Transactions. The purchaser may close
out transactions made for “cash” or made for or amended
to include guaranteed delivery at the close of business on
the day delivery is due.
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(i)  Close-Out by Seller. If a seller makes good
delivery according to the terms of the transaction and the re-
quirements of this rule and the purchaser rejects delivery, the
seller may close out the transaction in accordance with the
following procedures:

(A) Notice of Close-Out. If the seller elects to close
out a transaction in accordance with this paragraph (ii),
the seller shall at any time not later than the close of busi-
ness on the fifth business day following receipt by the
seller of notice of the rejection, notify the purchaser by
telephone of the seller’s intention to close out the trans-
action. The seller shall state that unless the transaction
is completed by a specified date and time, which shall
not be earlier than the close of the business day follow-
ing the date the telephonic notice is given, the transaction
may be closed out in accordance with this section. The
seller shall immediately thereafter send, return receipt
requested, a written notice of close-out to the purchaser.
Such notice shall contain the information specified in
subparagraph (B) below, and shall be accompanied by a
copy of the purchaser’s confirmation of the transaction
to be closed out or other written evidence of the contract
between the parties.

(B) Content of Notice. The written notice sent in
accordance with the requirements of subparagraph (A)
above shall set forth:

(1) the name and address of the broker, dealer
or municipal securities dealer originating the notice;

(2) the name and address of the broker, dealer
or municipal securities dealer to whom the notice is
being sent;

(3) the name of the person to whom the origi-
nator provided the required telephonic notice;

(4) the date of such telephonic notice;

(5) the par value and description of the securi-
ties involved in the transaction with respect to which
the close-out notice is given;

(6) the trade date and settlement date of the
transaction;

(7) the price and total dollar amount of the
transaction;

(8) the date of improper rejection of the
delivery;

(9) the date by which the delivery of the securi-
ties must be accepted; and

(10) the name and telephone number of the per-
son to contact regarding the close-out.

(C) Execution of Close-Out. Not earlier than the
close of the business day following the date telephonic
notice of close-out is given to the purchaser, the seller
may sell out the transaction at the current market for the



account and liability of the purchaser. A seller executing
a close-out shall, upon execution, notify the purchaser for
whose account and liability the transaction was closed
out by telephone. The seller shall immediately thereafter
confirm such notice in writing, sent return receipt re-
quested, and forward a copy of the confirmation of the
executed transaction. Any moneys due on the close-out
of the transaction shall be forwarded to the appropriate
party within ten business days of the date of execution of
the close-out notice.

(D) Acceptance of Delivery. In the event the trans-
action is completed by the date and time specified in
the notice of close-out, the seller shall be entitled, upon
written demand made to the purchaser, to recover from
the purchaser all actual and necessary expenses incurred
by the seller by reason of the purchaser’s rejection of
delivery.

(iii))  Close-Out Under Special Rulings. Nothing herein
contained shall be construed to prevent brokers, dealers or
municipal securities dealers from closing out transactions
as directed by a ruling of a national securities exchange, a
registered securities association or an appropriate regulatory
agency issued in connection with the liquidation of a broker,
dealer or municipal securities dealer.

(iv)  Procedures Optional. Nothing herein contained
shall be construed to require the parties to follow the close-
out procedures herein specified if they otherwise agree.

(1) Settlement of Secondary Market Trading Account. Final
settlement of a secondary market trading account formed for
the purchase of securities shall be made within 30 calendar
days following the date all securities have been delivered by
the account manager to the account members.

() Interest Payment Claims. A broker, dealer or munici-
pal securities dealer seeking to claim an interest payment
on a municipal security from another broker, dealer or mu-
nicipal securities dealer may claim such interest payment in
accordance with this section. A broker, dealer or municipal se-
curities dealer receiving a claim made under this section shall
send to the claimant a draft or bank check for the amount of
the interest payment or a statement of its basis for denying the
claim no later than 10 business days after the date of receipt
of the written notice of the claim or 20 business days in the
case of a claim involving an interest payment scheduled to be
made more than 60 days prior to the date of the claim.

@) Determining Party to Receive Claim. A claimant
making an interest payment claim under this section shall di-
rect such claim to the party described in this paragraph (i).

(A) Previously Delivered Registered Securities. An
interest payment claim made with respect to a registered
security previously delivered to the claimant which is
registered in the name of a broker, dealer or municipal
securities dealer at the time of delivery shall be directed
to such broker, dealer, or municipal securities dealer. A
claim made with respect to a previously delivered reg-
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istered security not registered in the name of a broker,
dealer or municipal securities dealer guaranteeing the
signature of the registered owner or, if neither the regis-
tered owner nor its signature guarantor is a broker, dealer
or municipal securities dealer, to the broker, dealer or
municipal securities dealer that first placed a signature
guarantee on any assignment or power of substitution ac-
companying the security.

(B) Previously Delivered Bearer Securities. An
interest payment claim made with respect to a bearer
security previously delivered to the claimant shall be di-
rected to the broker, dealer or municipal securities dealer
that previously delivered the security.

(C) Securities Delivered by Claimant. An interest
payment claim made with respect to a security previ-
ously delivered by the claimant shall be directed to the
broker, dealer or municipal securities dealer that received
the securities.

(D) Deliveries by Book-Entry. An interest payment
claim arising out of a transaction with a contractual set-
tlement date before, and settled by book-entry on or after,
the interest payment date of the security shall be directed
to the broker, dealer or municipal securities dealer that
made the delivery.

(ii))  Content of Claim Notice. A claimant seeking to
claim an interest payment under this section shall send to the
broker, dealer or municipal securities dealer against which
the claim is made a written notice of claim including, at
minimum:

(A) the name and address of the broker, dealer or
municipal securities dealer making the claim;

(B) the name of the broker, dealer or municipal se-
curities dealer against which the claim is made;

(C) the amount of the interest payment which is the
subject of the claim;

(D) the date on which such interest payment was
scheduled to be made (and, in the case of an interest
payment on securities which are in default, the original
interest payment date);

(E) a description of the security (including any
CUSIP number assigned) on which such interest
payment was made;

(F) a statement of the basis of the claim for the
interest payment;

(G) if the claim is based on the delivery of a
registered security, the certificate numbers of each
security on which the claim is based and a photo-
copy of the certificate(s) on which the claim is based
or (in lieu of such a photocopy) a written statement
from the paying agent identifying the party that re-
ceived the interest payment which is the subject of
the claim; and,
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(H) if the claim is made against the broker,
dealer or municipal securities dealer that previously
delivered the security on which the claim is based, or
the broker, dealer or municipal securities dealer that
received such security, the delivery date or settle-
ment date of the transaction.

Rule G-12 Interpretations

Notice Concerning Calendar of Procedures Under
Rule G-12 on Uniform Practice

Revised: October 1981

For the convenience of municipal securities brokers and mu-
nicipal securities dealers, this notice sets forth a calendar for
certain procedures under Board rule G-12 on uniform prac-
tice. Rule G-12 covers such matters as uniform settlement
dates, interdealer confirmations, procedures for resolving
unrecognized transactions, procedures for reclamations,
close-out procedures, and the time periods within which good
faith deposits must be returned and syndicate accounts settled.
Rule G-12 applies only to transactions between brokers, deal-
ers and municipal securities dealers, and not to transactions
with customers. Confirmation of transactions with customers
is the subject of Board rule G-15.

The calendar set forth below is divided into the following
sections:

I. CONFIRMATIONS, COMPARISON AND VERIFICA-
TION (rule G-12(d))

II. RECLAMATIONS (rule G-12(g))

III. CLOSE-OUT BY PURCHASING DEALERS (rule
G-12(h))

The following abbreviations are used in the calendar:
“D” means delivery date.

“R” means receipt of confirmation or other notice.
“S” means settlement date.

“T” means trade date.

Numerical references are to number of business days.
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I. Confirmations, Comparison and Verification
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Date by Which Action Must be Taken

Action to be Taken by Purchasing Dealer!

Action to be Taken by Selling Dealer'

T+1

Send dealer confirmation.

Send dealer confirmation.

R4

Compare confirmation from selling dealer

to determine whether discrepancies in trade
information exist. If discrepancies discovered,
communicate promptly with selling dealer
and seek to resolve.

Compare confirmation from purchasing dealer
to determine whether discrepancies in trade
information exist. If discrepancies discovered,
communicate promptly with selling dealer and
seek to resolve.

Resolution of discrepancies + 1

Send corrected confirmation, if purchasing
dealer is party in error.

Send corrected confirmation, if selling dealer is
party in error.

S If no discrepancies, transaction settles. If no discrepancies, transactions settles.
May accept delivery even though discrepan-
cies not resolved.

S+1 If delivery has been accepted even though If delivery has been accepted even though

discrepancies not resolved, send corrected
confirmation.

discrepancies not resolved, send corrected
confirmation.

The following procedures (A and B) apply in the event one of the parties to a trade does not send a confirmation, or discrepancies
in trade information cannot be resolved.?

Procedure A (Rule G-12(d)(ii))

Date by Which Action Must be Taken

Action to be Taken by Confirming Dealer

Action to be Taken by Non-Confirming Dealer

T+1

Send dealer confirmation.

R (receipt of confirmation)

Promptly attempt to determine whether trade oc-
curred. Immediately notify confirming dealer by
telephone of results of determination.

R+1

Send confirmation or nonrecognition (DK)
notice.

R (receipt of non-recognition (DK)
notice)

Promptly upon receipt of nonrecognition
(DK) notice, attempt to verify whether trade
occurred. If trade did not occur, send cancel-
lation notice.

R+2

If after verification, confirming dealer
believes that trade did occur, but material
differences with non-confirming dealer can-
not be resolved, confirming dealer may send
cancellation notice on or after this date.

Procedure B (Rule G-12(d)(iii))

Date by Which Action Must be Taken

Action to be Taken by Confirming Dealer

Action to be Taken by Non-Confirming Dealer

T+4

In event of failure to receive confirmation or
nonrecognition (DK) notice, promptly verify
whether trade occurred and immediately
notify non-confirming dealer by telephone.

Promptly upon receipt of telephone notice from
confirming dealer, seek to determine whether
trade occurred. Immediately notify confirming
dealer by telephone of results of determination.
Such notification may be made on T+5 if deter-
mination cannot be made before then.

T+5

Send written notice of failure to confirm.

Send written confirmation or nonrecognition
(DK) notice.

T+6

If material differences with non-confirming
dealer cannot be resolved, or non-confirming
dealer does not respond to telephone notice
of failure to confirm, confirming dealer may
send cancellation notice on or after this date.
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Il. Reclamations

Date by Which Action Must be Taken Reasons for Action

D+1 — Improper coupon or interest check in lieu of coupon missing
— Certificate or coupon mutilated

— Legal opinion or other legal documentation missing

R (receipt of notice of dishonor) + 3 — Interest check not honored

D + 18 months — Irregularity in delivery (e.g., wrong securities delivered, duplicate delivery, etc.)
— Refusal to transfer or deregister because of lack of required documentation

— Misdescription of securities (misstatement of information, omission of required information)

No time limit — Missing, stolen, fraudulent or counterfeit securities

— Called certificate delivered, but not specified at time of trade

lll. Close-Out by Purchasing Dealer

Date by Which Action Must be Taken  Action to be Taken by Purchasing Dealer Action to be Taken by Selling Dealer

S+5 May give close-out notice on or after this
date. Notice must be by telephone and con-
firmed in writing within one business day.
Notice must specify delivery deadline date,
execution date(s). Delivery deadline cannot
be earlier than tenth business day following
date notice was given (S +15).

Telephone notice + 1 If selling dealer intends to retransmit to a dealer
failing to deliver to it the securities which are the
subject of the close-out, the selling dealer must
do so by telephone on this date. If the selling
dealer does retransmit, this extends the delivery
deadline and execution date(s) by five business
days. Selling dealer must send written notice of
retransmittal, and written notice of the extension
of dates, within one business day.

Telephone notice + 10 Earliest day which can be specified as deliv-
ery deadline (if no retransmittals).

Telephone notice + 11-15 Earliest day(s) which can be specified as
execution date(s) (if no retransmittals).

S +90 Last day on which purchasing dealer can
initiate a close-out.

NOTE: A Manual on Close-Out Procedures, explaining the
close-out procedures of rule G-12(h) in detail, and including
suggested forms for the various close-out notices, is available
from the Board’s office, telephone (703) 797-6600.

' For ease of reference, the term “dealer” refers to brokers, dealers and mu-

nicipal securities dealers.

The procedures set forth in (B) need not be followed if the procedures in
(A) have been used. Similarly, the procedures in (A) need not be followed,
if the procedures in (B) have been used.
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Notice Concerning “Immediate” Close-Outs

August 19, 1981

The Municipal Securities Rulemaking Board has recently
received inquiries concerning the provisions of rule G-12(h)
(iii) regarding close-out procedures in the event of a firm’s
liquidation. The Board has been advised that a SIPC trustee
has been appointed in connection with the liquidation of a
general securities firm with which certain municipal securities
brokers and dealers have uncompleted transactions in munici-
pal securities, and that the New York Stock Exchange and the
National Association of Securities Dealers, Inc., have notified
their respective members that they may institute “immedi-
ate” close-out procedures on open transactions with the firm
in liquidation. In accordance with a previous understanding
between the Board and the NASD, the NASD has also ad-
vised municipal securities brokers and dealers that, pursuant
to rule G-12(h)(iii), they may execute “immediate” close-outs
on open transactions in municipal securities.

Rule G-12(h)(iii) provides:

Nothing herein contained shall be construed to prevent
brokers, dealers or municipal securities dealers from clos-
ing out transactions as directed by a ruling of a national
securities exchange, a registered securities by a ruling of
a national securities exchange, a registered securities as-
sociation or an appropriate regulatory agency issued in
connection with the liquidation of a broker, dealer or mu-
nicipal securities dealer.

Therefore, in the event that a national securities exchange or
registered securities association makes a ruling that close-outs
may be effected “immediately” on transactions with a firm
in liquidation, municipal securities brokers and dealers may
take such action. In these circumstances, a purchasing dealer
seeking to execute such a close-out need not follow the pro-
cedures for initiation of a closeout procedure, nor is the dealer
required to wait the prescribed time periods prior to execut-
ing the close-out notice. Similarly, a selling dealer need not
attempt delivery prior to using the procedure for close-outs
by sellers. In both cases dealers may proceed to execute the
close-out immediately — that is, the purchasing dealer may
immediately “buy in” the securities in question for the ac-
count and liability of the firm in liquidation (or utilize one of
the other options available for execution of the close-out), and
a selling dealer may immediately “sell out” the subject securi-
ties. Notification of the execution of the close-out should be
provided in accordance with the normal procedure.

Dealers executing close-outs in these circumstances should
advise the trustee of the firm in liquidation of their actions
in closing out these transactions. If proceeds from the close-
out execution are due to the firm in liquidation, they should
be remitted to the trustee. Requests for payment of amounts
due on close-out executions should also be sent to the trust-
ee; the trustee will resolve these claims in the course of the
liquidation.
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The Board also notes that dealers having open transactions
with a firm in liquidation may, but are not required to, execute
“immediate” close-outs in these circumstances. If individual
dealers wish to attempt some other means of completing these
transactions, such as seeking to complete a transaction with
the liquidated firm’s other contra-side, they may do so.

Application of the Board’s Rules to Trades in
Misdescribed or Non-Existent Securities

January 12, 1984

From time to time, industry members have asked the Board
for guidance in situations in which municipal securities deal-
ers have traded securities which either are different from
those described (“misdescribed’) or do not exist as described
(“nonexistent”) and the parties involved were unaware of this
fact at the time of trade. A sale of a misdescribed security may
occur, for example, when a minor characteristic of the issue
is misstated. A sale of a non-existent security may result, for
example, from the sale of a “when, as and if issued” security
which is never authorized or issued.

The Board has responded to these inquiries by advising that
its rules do not address the resolution of any underlying con-
tractual dispute arising from trades in such misdescribed or
nonexistent securities, and that the parties involved in the
trade should work out an appropriate resolution. Board rule
G-12(g) does permit reclamation of an inter-dealer delivery
in certain instances in which information required to be in-
cluded on a confirmation by rule G-12(c)(v)(E)" is omitted or
erroneously noted on the confirmation or where other material
information is erroneously noted on the confirmation. Rule G-
12(g)(v) and (vi), however, make clear that a reclamation only
reverses the act of delivery and reinstates the open contract
on the terms and conditions of the original contract, requir-
ing the parties to work out an appropriate resolution of the
transaction.

The Board wishes to emphasize that general principles of fair
dealing would seem to require that a seller of non-existent
or misdescribed securities make particular effort to reach an
agreement on some disposition of the open trade with the pur-
chaser. The Board believes that this obligation arises since it
is usually the seller’s responsibility to determine the status of
the municipal securities it is offering for sale. The extent to
which the seller bears this responsibility, of course, may vary,
depending on the facts of a trade.

The Board notes that the status of the underlying contract
claim for trades in non-existent or misdescribed securities ul-
timately is a matter of state law, and each fact situation must
be dealt with under applicable state law, and each fact situa-
tion must be dealt with under applicable contract principles.
The Board believes that the position set forth above is consis-
tent with general contract principles, which commonly hold
that a seller is responsible to the purchaser in most instances
for failing to deliver goods as identified in the contract, or for
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negligently contracting for goods which do not exist if the
purchaser relied in good faith on the seller’s representation
that the goods existed.

Parties to trades in misdescribed or non-existent securi-
ties should attempt to work out an appropriate resolution of
the contractual agreement. If no agreement is reached, the
Board’s closeout and arbitration procedures may be available.

' Rule G-12(c)(v)(E) requires that confirmations contain a description of the

securi-ties, including at a minimum the name of the issuer, interest rate,
maturity date, and if the securities are limited tax, subject to redemption
prior to maturity (callable), or revenue bonds, an indication to such effect,
including in the case of revenue bonds the type of revenue, if necessary for
a materially complete description of the securities and in the case of any
securities, if necessary for a materially complete description of the securi-
ties, the name of any company or other person in addition to the issuer
obligated, directly or indirectly, with respect to debt service or, if there
is more than one such obligor, the statement “multiple obligors” may be
shown.

Notice Concerning Documentation on Rejection
and Reclamation of Deliveries

March 5, 1982

The Municipal Securities Rulemaking Board has recently re-
ceived complaints from certain municipal securities brokers
and municipal securities dealers concerning problems with
the documentation provided on rejections or reclamations of
deliveries on municipal securities transactions. These brokers
and dealers have alleged that other organizations, when re-
jecting or reclaiming deliveries, have failed to provide the
requisite information regarding the return of the securities,
thereby making it very difficult to accomplish prompt reso-
lution of any delivery problems. In particular, these dealers
indicate, notices of rejection or reclamation have often failed
to state a reason for the rejection or reclamation, or to name a
person who can be contacted regarding the delivery problem.

Rule G-12(g)(iv) requires that a dealer rejecting or reclaiming
a delivery of securities must provide a notice or other docu-
ment with the rejected or reclaimed securities, which notice
shall include the following information:

(A) the name of the party rejecting or reclaiming the
securities;

(B) the name of the party to whom the securities are being
rejected or reclaimed;

(C) adescription of the securities;
(D) the date the securities were delivered;
(E) the date of rejection or reclamation;

(F) the par value of the securities which are being rejected or
reclaimed;

(G) in the case of a reclamation, the amount of money the
securities are reclaimed for;

(H) the reason for rejection or reclamation; and
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(I the name and telephone number of the person to contact
concerning the rejection or reclamation.

The Uniform Reclamation Form may be used for this purpose.

The Board believes that the required information is the mini-
mum necessary to permit prompt resolution of the problem,
and does not view the requirement to provide this information
as burdensome. The Board is concerned that failure to provide
this information may contribute to inefficiencies in the clear-
ance process, and strongly urges municipal securities brokers
and dealers to take steps to ensure that the requirements of the
rule are complied with. The Board notes that, in the case of
reclaimed securities, failure to provide this information may
result in, at minimum, a refusal on the part of the receiving
party to honor the reclamation.

Notice of Interpretation of Rules G-12(E) and
G-15(C) on Deliveries of Called Securities —
Definition of “Publication Date”

October 20, 1986

Rules G-12(e)(x) and G-15(c)(viii) on deliveries of called se-
curities provide that a certificate for which a notice of partial
call has been published does not constitute good delivery un-
less it was identified as called at the time of trade. The rules
also provide that, if a notice of call affecting an entire issue
has been published on or prior to the trade date, called se-
curities do not constitute good delivery unless identified as
such at the time of trade.' Thus, a dealer, in some instances,
must determine the date that a notice of call is published (the
“publication date”) to determine whether delivery of a called
certificate constitutes good delivery for a particular transac-
tion. The Board has adopted the following interpretation of
rules G-12(e)(x) and G-15(e)(viii) to assist the industry in de-
termining the publication date of a notice of a call. The Board
understands this interpretation to be consistent with the proce-
dure currently being used by certain depositories in allocating
the results of partial calls.

In general, the publication date of a notice of call is the date
of the edition of the publication in which the issuer, the is-
suer’s agent or the trustee publishes the notice. To qualify as
a notice of call under the rules, a notice must contain the date
of the early redemption, and, for partial calls, must contain
information that specifically identifies the certificates being
called. If a notice of call is published on more than one date,
the earliest date of publication constitutes the publication date
for purposes of the rules.

If a notice of call for a registered security is not published, but
is sent to registered owners, the publication date is the date
shown on the notice. If no date is shown on the notice, the
issuer, the trustee or the appropriate agent of the issuer should
be contacted to determine the date of the notice of call.

If a notice of call of a registered security is published and
also is sent directly to registered owners, the publication date
is the earlier of the actual publication date or the date shown



on the notice sent to registered owners. For bearer securities,
the first date of publication always constitutes the publication
date, even if another date is shown on the notice.

' An inter-dealer delivery that does not meet these requirements may be

rejected or reclaimed under rule G-12(g).

Notice on Determining Whether Transactions Are
Inter-Dealer or Customer Transactions: Rules G-12
and G-15

May 1988

In December 1984, the Board published a notice providing
guidance to dealers in determining whether certain transac-
tions are inter-dealer or customer transactions for purposes
of Board rules. Since the publication of this notice, the Board
has continued to receive reports that inter-dealer transactions
sometimes are erroneously submitted to automated confir-
mation/affirmation systems for customer transactions. This
practice reduces the efficiencies of automated clearance since
these transactions fail to compare in the initial comparison
cycle. The Board is republishing the notice to remind dealers
of the need to submit interdealer and customer transactions to
the correct automated clearance systems.

The Board recently has been advised that some members of
the municipal securities industry are experiencing difficulties
in determining the proper classification of a contra-party as
a dealer or customer for purposes of automated comparison
and confirmation. In particular, questions have arisen about
the status of banks purchasing for their trust departments and
dealers buying securities to be deposited in accumulation ac-
counts for unit investment trusts. Because a misclassification
of a contra-party can cause significant difficulty to persons
seeking to comply with the automated clearance requirements
of rules G-12, and G-15, the Board believes that guidance
concerning the appropriate classification of contra-parties in
certain transactions would be helpful to the municipal securi-
ties industry.

Background

Rule G-12(f)(i) requires dealers to submit an inter-dealer
transaction for automated comparison if the transaction is eli-
gible for automated comparison .... Rule G-15(d)(ii) requires
dealers to use an automated confirmation/affirmation service
for delivery versus payment or receipt versus payment (DVP/
RVP) customer transactions if the [transactions are eligible
for automated confirmation and acknowledgement].

The systems available for the automated comparison of inter-
dealer transactions and automated confirmation/affirmation of
customer transactions are separate and distinct. As a result,
misclassification of a contra-party may frustrate efficient use
of the systems. For example, a selling dealer in an inter-dealer
transaction may misclassify the contra-party as a customer,
and submit the trade for confirmation/affirmation through the
automated system for customer transactions while the pur-
chaser (correctly considering itself to be a dealer) seeks to
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compare the transaction through the inter-dealer comparison
system. Since, the automated systems for inter-dealer and cus-
tomer transactions are entirely separate, the transaction will
not be successfully compared or acknowledged through either
automated system.

Transactions Effected by Banks

The Board has received certain questions about the proper
classification of contra-parties in the context of transactions
effected by banks. A bank may be the purchaser or seller of
municipal securities either as a dealer or as a customer. For
example, a dealer may sell municipal securities to a bank’s
trust department for various trust accounts. Such purchases by
a bank in a fiduciary capacity would not constitute “municipal
securities dealer activities” under the Board’s rules' and are
properly classified and confirmed as customer transactions. A
second type of transaction by a bank is the purchase or sale
of securities for the dealer trading account of a dealer bank.
The bank in this instance clearly is acting in its capacity as
a municipal securities dealer and the transaction should be
compared as an inter-dealer transaction.

A dealer effecting a transaction with a dealer bank may not
know whether the bank is acting in its capacity as a dealer or
as a customer. The Board is of the view that, in such a case,
the dealer should ascertain the appropriate classification of
the bank at the time of trade to ensure that the transaction can
be compared or confirmed appropriately. The Board antici-
pates that dealer banks will assist in this process by informing
contra-parties whether the bank is acting as a dealer or cus-
tomer in transactions in which the bank’s role may be unclear
to the contra-party.

Transactions by Dealer Purchasing Municipal
Securities for UIT Accumulation Accounts

The Board has also received several inquiries concerning the
appropriate classification of a dealer who purchases munici-
pal securities to be deposited into an accumulation account for
ultimate transfer to a unit investment trust (UIT). The dealer
buying securities for a UIT accumulation account may pur-
chase and hold the securities over a period of several days
before depositing them with the trustee of the UIT in ex-
change for all of the units of the trust; during this time the
dealer is exposed to potential market risk on these securities
positions. The subsequent deposit of the securities with the
trustee of the UIT in exchange for the units of the trust may be
viewed as a separate, customer transaction between the dealer
buying the accumulation account and the trust. The original
purchase of the securities by the dealer for the account then
must be considered an inter-dealer transaction since the dealer
is purchasing for its own account ultimately to execute a cus-
tomer transaction. The Board notes that the SEC has taken
this approach in applying its net capital and customer protec-
tion rules to such transactions.
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The Board is of the view that, for purposes of its automated
comparison requirements, transactions involving dealers pur-
chasing for UIT accumulation accounts should be considered
interdealer transactions. The Board also notes the distinction
between this situation, in which a dealer purchases for ulti-
mate transfer to a trust or fund, and situations where purchases
or sales of municipal securities are made directly by the fund,
as is the case with purchases or sales by some open-end mu-
tual funds. These latter transactions should be considered as
customer transactions and confirmed accordingly.

Other Inter-Dealer Transactions

In addition to questions on the status of a dealer bank and
dealers purchasing for accumulation accounts, the Board has
received information that a few large firms are sometimes
subtracting trades with regional securities dealers into the
customer confirmation system. The Board is aware that these
firms may classify transactions with regional dealers or bank
dealers as “customer” transactions for purposes of internal
accounting and compensation systems. The Board reminds
industry members that transactions with other municipal se-
curities dealers will always be inter-dealer transactions and
should be compared in the interdealer automated comparison
system without regard to how the transactions are classified
internally within a dealer’s accounting systems. The Board
believes it is incumbent upon those firms who misclassify
transactions in this fashion to promptly make the necessary
alterations to their internal systems to ensure that this practice
of misclassifying transactions is corrected.

' Section 3(a)(30) of the Securities Exchange Act of 1934 defines a bank to
be a municipal securities dealers if it “is engaged in the business of buying
and selling municipal securities for its own account other than in a fidu-
ciary capacity.” For purposes of the Board’s rule G-1, defining a separately
identifiable department or division of a bank dealer, the purchase and sale
of municipal securities by a trust department would not be considered to
be “municipal securities dealer activities.”

NOTE: Revised to reflect subsequent amendments.

Notice Concerning Use of PEX System for Close-
Outs: Rule G-12

March 31, 1993

The Depository Trust Company (DTC) recently announced
that, as of April 19, 1993, it will offer the use of its Participant
Terminal System (PTS) for the transmittal of municipal se-
curities close-out messages through the Participant Exchange
Service (PEX) system. The Board has determined to permit
dealers to use this system to send the written close-out no-
tices, required under the Board’s close-out procedures, to
dealers who are participating in the system.

Under rule G-12(h), a dealer taking action in a close-out must
provide telephonic notice to the appropriate party, followed
no later than the next business day with a written notice.' The
rule, generally requires written notices to be sent “return re-
ceipt requested.”” The Board previously has interpreted this
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provision to allow the use of certified mail, registered mail
and messenger services that obtain acknowledgements of de-
livery from the recipient and make those acknowledgements
accessible to the sender.’ The Board has concluded that the
PEX system also will meet the purposes of the rule by pro-
viding efficient transmission of written close-out notices and
acknowledgements of receipt to the senders. Based on a re-
view of the preformatted PEX message screens for municipal
securities close-out notices, the Board believes that, if com-
pleted correctly, these screens would meet the information
requirements of rule G-12(h) *

DTC will publish a list of PEX participants in its “Eligible
Municipal Securities” directory. A listed PEX participant (at
its own option) may use the PEX system to send a written
close-out notice in lieu of sending the notice by “return re-
ceipt requested” mail. A dealer listed as a PEX participant is
required to accept a notice sent through the system and may
not demand a notice in paper form. A dealer that transmits a
written notice to a recipient via the PEX system thereafter
must use the PEX system for all written notices required to be
sent to that recipient on that closeout. These steps will help to
ensure that close-out messages sent through the PEX system
are properly monitored and acknowledged by dealers partici-
pating in the program.

The Board emphasizes that rule G-12(h) will continue to gov-
ern all aspects of the municipal securities close-outs on which
the PEX system is used. In particular, the Board reminds deal-
ers that the telephonic notices required under rule G-12(h)
must continue to be used and that any questions about a close-
out should be resolved at that time and not delayed until the
sending of the written notice. A dealer receiving a municipal
securities close-out notice via the PEX system must acknowl-
edge it through the system, providing the sending dealer with
confirmation that the message was received. This acknowl-
edgment is equivalent, under the rule, to signing for a letter
received “return receipt requested.” If a deficient notice or a
notice on an unrecognized transaction is received through the
system, the receiving dealer must acknowledge the notice and
call the sending dealer to resolve the problem.’ This should
be an infrequent occurrence, since the written notices merely
confirm previously made telephone calls.

' Telephone and written notices are required when dealers (i) originate a
close-out; (ii) retransmit a close-out; (iii) extend delivery dates; and (iv)
execute a close-out. The Board’s Manual on Close-Out Procedures con-
tains a detailed explanation of the procedures required by rule G-12(h).

There is one exception to the general rule requiring notices to be sent “re-
turn receipt requested.” After a notice of close-out has been retransmitted
once, copies of second and subsequent retransmittals of the notice must
be sent to the originator. Rule G-12(h) does not require these to be sent
“return receipt requested.”

MSRB Manual on Close-Out Procedures, Question and Answer 16, on
page 8.

The PEX screens for municipal securities close-outs do not require deal-
ers to include the addresses of the parties to the close-out, as does rule
G-12(h). The Board has concluded that this information is not necessary
on PEX notices because the system will be limited to DTC members, who
will use DTC identification numbers.



This is identical to the procedure used for receipt of a written notice by
“return receipt requested” mail. Under rule G-12(h), a dealer may not re-
fuse to accept a written notice of close-out. MSRB Manual on Close-Out
Procedures, Question and Answer 25, on page 11. The failure of a dealer to
acknowledge a close-out notice actually received through the PEX system
would be tantamount to a refusal to accept a notice.

Use of Facsimile Transmissions for Close-Outs:
Rule G-12(H)

December 20, 1996

Rule G-12(h) on close-outs requires that a dealer taking action
in a close-out must provide telephonic notice to the appropri-
ate party, followed no later than the next business day with a
written notice.! The rule further requires that written notices
be sent “return receipt requested.” The Board previously has
interpreted this provision to allow the use of certified mail,
registered mail, messenger mail, messenger services, and
Depository Trust Company’s Participant Exchange Service
(PEX) system. Use of these procedures allows the sender to
obtain acknowledgement of delivery of the notice from the
recipient.

Dealers have asked whether the use of a facsimile transmission
would satisfy the requirement in the rule that written notices
be sent “return receipt requested.” The Board has determined
that the requirements of the rule would be satisfied by the fac-
simile transmission of written notices as long as the facsimile
transmission provides the sender with an acknowledgment of
successful delivery of the notice. The Board emphasizes that,
prior to the sending of written notices, dealers are required to
notify the appropriate parties by telephone of their intention to
take action under Board rule G-12(h) on close-outs.

! Telephone and written notices are required when dealers (i) originate a

close-out; (ii) retransmit a close-out; (iii) extend delivery dates; and (iv)
execute a close-out. The Board’s Manual on Close-Out Procedures con-
tains a detailed explanation of the procedures required by rule G-12(h).

Locked-In Transactions

March 1, 2001

The Securities and Exchange Commission has approved
the National Securities Clearing Corporation’s (“NSCC”)
proposed rule change (SR-NSCC-00-13) regarding the
submission of trade data for comparison of fixed income in-
ter-dealer transactions.! NSCC proposes to offer its members
the ability to submit their fixed income transaction informa-
tion “locked-in” through Qualified Special Representatives
(“QSR”) for trades executed via an Alternative Trading Sys-
tem (“ATS”). Locked-in QSR trade data submission currently
is only available for transactions in equity securities. The
Municipal Securities Rulemaking Board (“MSRB”) is pub-
lishing this notice to clarify the requirements of MSRB rules
G-12(f) and G-14 as they pertain to the submission of locked-
in transactions.
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To accomplish a locked-in QSR submission, NSCC members
on each side of a trade must have executed, or clear for a firm
that executed, their trade through an ATS and previously au-
thorized a specific NSCC-authorized QSR to submit locked-in
trades to NSCC on their behalf. The locked-in transaction re-
cords are not compared in the traditional manner through the
two-sided NSCC comparison process. Instead, the QSR itself
takes responsibility to ensure that the trade data is correct and
the parties have agreed to the trade according to the stated
terms. Once NSCC receives a locked-in trade, it treats it as
compared so that the transaction can proceed to netting or
other automated settlement procedures.

MSRB rule G-12(f) on inter-dealer comparison and rule G-14
on Transaction Reporting Procedures each refer to the NSCC
comparison process for inter-dealer transactions in municipal
securities. These rules require dealers to submit their inter-
dealer trade data to NSCC for purposes of comparison and for
forwarding to the MSRB for trade-reporting purposes. Ques-
tions may arise as to whether the submission of trade data
already locked-in by a QSR complies with these rules.

NSCC’s proposal requires that a QSR must obtain authori-
zation to submit locked-in transactions both from NSCC as
well as from the NSCC members who wish to use the QSR
for locked-in trade submission. Given this fact, and the fact
that both rules G-12(f) and G-14 specifically contemplate the
use of intermediaries in submitting data to NSCC and to the
MSRB, locked-in trades submitted under NSCC’s program
will comply both with rule G-12(f) and rule G-14.

' See Securities Exchange Act Release No. 43949 (Feb. 9, 2001), 66 FR
10765 (Feb. 16,2001)

Interpretation on the Application of Rules G-8, G-12
and G-14 to Specific Electronic Trading Systems

March 26, 2001

The Municipal Securities Rulemaking Board (the “MSRB”)
understands that, over time, the advent of new trading systems
will present novel situations in applying MSRB uniform prac-
tice rules. The MSRB is prepared to provide interpretative
guidance in these situations as they arise, and, if necessary,
implement formal rule interpretations or rule changes to pro-
vide clarity or prevent unintended results in novel situations.
The MSRB has been asked to provide guidance on the ap-
plication of certain of its rules to transactions effected on a
proposed electronic trading system with features similar to
those described below.

Description of System

The system is an electronic trading system offering a variety
of trading services and operated by an entity registered as a
dealer under the Securities Exchange Act of 1934. The system
is qualified as an alternative trading system under Regulation
ATS. Trading in the system is limited to brokers, dealers and
municipal securities dealers (“dealers”). Purchase and sale
contracts are created in the system through various types
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of electronic communications via the system, including ac-
ceptance of priced offers, a bid-wanted process, and through
negotiation by system participants with each other. System
rules govern how the bid/offer process is conducted and oth-
erwise govern how contracts are formed between buyers and
sellers.

Participants are, or may be, anonymous during the bid/offer/
negotiation process. After a sales contract is formed, the sys-
tem immediately sends an electronic communication to the
buyer and seller, noting the transaction details as well as the
identity of the contra-party. The transaction is then sent by the
buyer and seller to a registered securities clearing agency for
comparison and is settled without involvement of the system
operator.

The system operator does not take a position in the securities
traded on the system, even for clearance purposes. Dealers
trading on the system are required by system rules to clear
and settle transactions directly with each other even though
the parties do not know each other at the time the sale contract
is formed. If a dealer using the system does not wish to do
business with another specific contra-party using the system,
it may direct the system operator to adjust the system so that
contracts with that contra-party cannot be formed through the
system.

Application of Certain Uniform Practice Rules to
System

It appears to the MSRB that the dealer operating the system
is effecting agency transactions for dealer clients.! The sys-
tem operator does not have a role in clearing the transactions
and is not taking principal positions in the securities being
traded. However, the system operator is participating in the
transactions at key points by providing anonymity to buyers
and sellers during the formation of contracts and by setting
system rules for the formation of contracts. Consequently, all
MSRB rules generally applicable to inter-dealer transactions
would apply except to the extent that such rules explicitly, or
by context, are limited to principal transactions.

Automated Comparison

One issue raised by the description of the system above is the
planned method of clearance and settlement. Rule G-12(f)(i)
requires that inter-dealer transactions be compared in an auto-
mated comparison system operated by a clearing corporation
registered with the Securities and Exchange Commission.
The purpose of rule G-12(f)(i) is to facilitate clearance and
settlement of inter-dealer transactions. In this case, the system
operator: (i) electronically communicates the transaction de-
tails to the buyer and seller; (ii) requires the buyer and seller
to compare the transaction directly with each other in a regis-
tered securities clearing corporation; and (iii) is not otherwise
involved in clearing or settling the transaction. The MSRB
believes that under these circumstances, it is unnecessary for
the system operator to obtain a separate comparison of its
agency transactions with the buyer and seller.
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Although automated comparison is not required between
the system operator and the buyer and seller, the transac-
tion details sent to each party by the system must conform
to the information requirements for inter-dealer confirmations
contained in rule G-12(c). Since system participants implic-
itly agree to receive this information in electronic form by
participating in the system, a paper confirmation is not neces-
sary. Also, the system operator may have an agreement with
its participants that participants are not required to confirm
the transactions back to the system operator, which normally
would be required by rule G-12(c).

The system operator, which is subject to Regulation ATS, will
be governed by the recordkeeping requirements of Regulation
ATS for purposes of transaction records, including munici-
pal securities transactions. However, the system operator also
must comply with any applicable recordkeeping requirements
in rule G-8(f), which relate to records specific to effecting mu-
nicipal securities transactions. With respect to recordkeeping
by dealers using the system, the specific procedures associ-
ated with this system require that transactions be recorded
as principal transactions directly between buyer and seller,
with notations of the fact that the transactions were effected
through the system.

Transaction Reporting

Rule G-14 requires inter-dealer transactions to be reported to
the MSRB for the purposes of price transparency, market sur-
veillance and fee assessment. The mechanism for reporting
inter-dealer transactions is through National Securities Clear-
ing Corporation (“NSCC”). In the system described above,
the buyer and seller clear and settle transactions directly as
principals with each other, and without the involvement of the
dealer operating the system. The buyer and seller therefore
will report transactions directly to NSCC. No transaction or
pricing information will be lost if the system operator does
not report the transaction. Consequently, it is not necessary
for the system operator separately to report the transactions
to the MSRB.

! This situation can be contrasted with the typical broker’s broker opera-
tion in which the broker’s broker effects riskless principal transactions for
dealer clients. The nature of the transactions as either agency or principal
is governed for purposes of MSRB rules by whether a principal position
is taken with respect to the security. “Riskless principal” transactions in
this context are considered to be principal transactions in which a dealer
has a firm order on one side at the time it executes a matching transaction
on the contraside. For purposes of the uniform practice rules, the MSRB
considers broker’s broker transactions to be riskless principal transactions
even though the broker’s broker may be acting for one party and may have
agency or fiduciary obligations toward that party.



Notice on Reporting and Comparison of Certain
Transactions Effected by Investment Advisors:
Rules G-12(f) and G-14

May 23,2003

In recent months, the MSRB has received a number of
questions relating to certain kinds of transactions in which
independent investment advisors instruct selling dealers to
make deliveries to other dealers. This notice addresses ques-
tions that have been raised relating to Rule G-12(f)(i), on
automated comparison, and Rule G-14, on transaction report-
ing. It describes existing requirements that follow from the
language of the rules and does not set forth any new policies
or procedures.

An independent investment advisor purchasing securities
from one dealer sometimes instructs that dealer to make de-
livery of the securities to other dealers where the investment
advisor’s clients have accounts. The identities of individual
account holders typically are not given.! The dealers receiv-
ing the deliveries in these cases generally are providing “wrap
fee” or similar types of accounts that allow investors to use
independent investment advisors to manage their municipal
securities portfolios. In these kinds of arrangements, the in-
vestment advisor chosen by the account holder may be picked
from a list of advisors approved by the dealer; however, deal-
ers offering these accounts have indicated that the investment
advisor acts independently in effecting transactions for the
client’s municipal securities portfolio.

The following example illustrates the situation. An Invest-
ment Advisor purchases a $1 million block of municipal
bonds from the Selling Dealer and instructs the Selling Dealer
to deliver $300,000 of the bonds to Dealer X and $700,000 to
Dealer Y. The Investment Advisor does not give the Selling
Dealer the individual client accounts at Dealer X and Dealer
Y to which the bonds will be allocated and there is no con-
tact between the Selling Dealer and Dealers X and Y at the
time of trade. The Investment Advisor, however, later informs
Dealer X and Dealer Y to expect the delivery from the Sell-
ing Dealer, and gives the identity and quantity of securities
that will be delivered, the final monies, and the individual ac-
count allocations. For example, the Investment Advisor may
instruct Dealer X to allocate its $300,000 delivery by plac-
ing $100,000 in John Doe’s account and $200,000 in Mary
Smith’s account.

With respect to transaction reporting requirements in this situ-
ation, the Selling Dealer should report a $1 million sale to
a customer. No other dealer should report a transaction. The
comparison system should not be used for the inter-dealer
transfers between the Selling Dealer and Dealers X and Y
because this would cause them to be reported as inter-dealer
trades.
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Frequently Asked Questions

One frequently asked question in the context of the above ex-
ample is whether the transfers of the $300,000 and $700,000
blocks by the Selling Dealer to Dealer X and Dealer Y should
be reported as inter-dealer transactions. Another question is
whether these transfers may be accomplished by submitting
them to the automated comparison system for inter-dealer
transactions. Based on the information that has been provided
to the MSRB, these transfers do not appear to represent inter-
dealer trades and thus should not be reported under Rule G-14
or compared under Rule G-12(f)(i) using the current central
comparison system.

One reason for the conclusion that no inter-dealer trade exists
is that municipal securities professionals for firms in the roles
of Dealer X and Y have stated that the Investment Advisor
is acting independently and is not acting as their agent when
effecting the trade with the Selling Dealer. In support of this
assertion, they note that they often are not informed of the
transaction or the deliveries that they should expect until well
after the trade has been effected by the Investment Advisor.
They also note that the actions of the Investment Advisor are
not subject to their control or supervision. Thus, the $300,000
and $700,000 inter-dealer transfers in the above example
appear to be simply deliveries made in accordance with a
contract made by, and the instructions given by, the Invest-
ment Advisor. The inter-dealer transfers thus do not constitute
inter-dealer transactions.

Because Rule G-14 transaction reporting of inter-dealer trades
is accomplished through the central comparison system, any
dealer submitting the $300,000 and $700,000 inter-dealer
transfers to the comparison system is in effect reporting in-
terdealer transactions that did not occur. In addition, this
practice tends to drive down comparison rates and the overall
performance of dealers in the automated comparison system.
As noted above, the trading desks of Dealer X and Dealer Y
generally do not know about the Investment Advisor’s trans-
action at the time of trade. They consequently cannot submit
comparison information to the system unless the Investment
Advisor provides them with the trade details in a timely, ac-
curate and complete manner. Since the Investment Advisor
is acting independently and is not supervised by municipal
securities professionals at Dealer X and Dealer Y, there is no
means for the municipal securities professionals at Dealer X
and Dealer Y to ensure that this happens.

Questions also have been received on whether the individ-
ual allocations to investor accounts (e.g., the $100,000 and
$200,000 allocations to the accounts of John Doe and Mary
Smith in the example above) should be reported under Rule
G-14 as customer transactions. Even though the dealer hous-
ing these accounts obviously has important obligations to the
investor with respect to receiving deliveries, paying the Sell-
ing Dealer for the securities, and processing the allocations
under the instructions of the Investment Advisor, it does not
appear that the dealer entered into a purchase or sale contract
with the investor and thus nothing is reportable under Rule
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G-14. This conclusion again is based upon statements by
dealers providing the “wrap fee” and similar accounts, who
indicate that the investment advisor acts independently and
not as the dealer’s agent when it effects the original block
transaction and when it makes allocation decisions.

For purposes of price transparency, the only transaction to be
reported in the above example is a single $1 million sale to a
customer. This is appropriate because the only market price to
be reported is the one set between the Selling Dealer and the
Investment Advisor for the $1 million block of securities. It is
appropriate that the $300,000 and $700,000 inter-dealer trans-
fers, and the $100,000 or $200,000 investor allocations are
not disseminated as transactions since they would have to be
reported using the price for the $1 million block. This could
be misleading in that market for $1 million round lots are of-
ten different than market prices for smaller transaction sizes.

' It should be noted that in this situation, the investment advisor itself is

the customer and must be treated as such for recordkeeping and other
regulatory purposes. For discussion of a similar situation, see “Interpretive
Notice on Recordkeeping” dated July 29, 1977.

Transaction Reporting of Multiple Transactions
Between Dealers in the Same Issue: Rules G-12(f)
and G-14

November 24, 2003

The MSRB has become aware of problems in transaction re-
porting as a result of dealers “bunching” certain inter-dealer
transactions in the comparison system. Recently, some deal-
ers have reported the sum of two trades as one transaction
in instances when two dealers effected two trades with each
other in the same issue and at the same price. When two trans-
actions are effected, two transactions should be reflected in
each dealer’s books and records and two transactions are
required to be reported to the MSRB. The time of trade for
each transaction also must accurately reflect the time at which
a contractual commitment was formed for each quantity of
securities. For example, if Dealer A purchases $50,000 of a
municipal issue at a price of par from Dealer B at 11:00 am
and then purchases an additional $50,000 at par from Dealer
B at 2:00 pm, two transactions are required to be reflected
on each dealers’ books and records and two transactions are
required to be reported to the MSRB.

Since the same inter-dealer trade record submitted for auto-
mated comparison under Rule G-12(f) also is used to satisfy
the requirements of Rule G-14, on transaction reporting, each
interdealer transaction should be submitted for automated
comparison separately in order to comply with Rule G-14’s
requirement to report all transactions. Failure to do so causes
erroneous information concerning transaction size and time
of trade to appear in the transparency reports published by
the MSRB as well as in the audit trail used by regulators and
enforcement agencies. To the extent that dealers use the re-
cords generated by the comparison system for purposes of
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complying with MSRB Rule G-8, on recordkeeping, it may
also create erroneous information as to the size of transactions
effected or time of trade execution.

Notice on Certain Inter-Dealer Transfers of
Municipal Securities: Rules G-12(f) and G-14

June 4, 2004

The MSRB has received questions about whether certain
transfers of municipal securities between dealers to move
securities between safekeeping locations are required to be
reported to the MSRB Transaction Reporting System un-
der Rule G-14, on transaction reporting. When a transfer of
municipal securities does not represent a purchase-sale trans-
action and is not required to be recorded on a dealer’s books
and records under MSRB Rule G-8 or SEC Rule 17a-3, such
transfers should not be reported under Rule G-14 and a trans-
action report must not be sent to the MSRB.

One scenario that has been brought to the MSRB’s attention is
when a dealer (“Dealer A”) that self-clears inter-dealer trans-
actions contracts with another dealer (“Dealer B”) for the
safekeeping and maintenance of customer accounts. As part
of this process, Dealer A transfers securities sold to customers
to Dealer B for safekeeping. The transfer of securities from
Dealer A to Dealer B in this example is not an inter-dealer
purchase-sale transaction and must not be reported to the
MSRB as such. However, Dealer A and Dealer B may wish
to utilize the comparison and netting facilities of a registered
clearing agency to effect the delivery of securities.

In March 2004, the MSRB published a notice addressing the
processing of certain inter-dealer transfers of securities that do
not represent inter-dealer purchase-sale transactions through
the automated comparison facilities of National Securities
Clearing Corporation (NSCC).! Since data sent to NSCC for
comparison of an inter-dealer purchase-sale transaction also
is sent to the MSRB for transaction reporting purposes, the
March 2004 notice described use of the “B” indicator for
identifying such data submissions relating to transfers of se-
curities so that they are not confused with transaction reports
between dealers that represent trades made through the com-
parison system. Dealers should refer to the March 2004 notice
if they chose to use the facilities of NSCC for such transfers to
ensure that erroneous inter-dealer transaction reports are not
sent to the MSRB Transaction Reporting System.?

' See MSRB Notice 2004-9, “Notice on Deliveries of Step Out Transactions
Through the Automated Comparison System,” March 3, 2004, on www.
msrb.org.

Note, however, that a different procedure will be used to effect inter-dealer
transfers of securities, using the NSCC comparison system, and without
reporting the transfer to the MSRB as a transaction when MSRB’s Real-
Time Transaction Reporting System goes into operation, currently planned
for January 2005.



Notice on Automated Comparison and Transaction
Reporting of Certain Inter-Dealer Transactions in
When-Issued Municipal Securities: Rules G-12(f)
and G-14

September 28, 2004

The MSRB has received reports of problems with automated
comparison and transaction reporting of certain inter-dealer
transactions involving syndicate managers. These reports in-
dicate that some dealers may have incorrectly identified some
of their when, as and if issued (“when-issued”) transactions
in new issue municipal securities as “syndicate transac-
tions.” The MSRB reminds dealers that erroneous coding of
comparison reports is a violation of Rule G-14, on transac-
tion reporting, and that transactions with dealers that are not
members of the syndicate or selling group for a new issue, by
definition, cannot be considered “syndicate transactions” for
purposes of comparison procedures.

MSRB Rule G-12(f), on automated comparison of inter-
dealer transactions, requires dealers to submit for automated
comparison all transactions eligible for comparison under
National Securities Clearing Corporation’s (NSCC) rules and
procedures. For transactions by a syndicate manager with
syndicate or selling group members, NSCC procedures call
for the use of a special “syndicate” submission, which does
not require a submission by the contra-side for comparison to
occur.! Transactions between syndicate managers and dealers
that are not members of the syndicate or selling group are not
“syndicate transactions” under NSCC'’s rules and procedures
and both the selling and purchasing dealers are required to
report its side to the transaction for automated comparison.

Various problems arise in the comparison process if the parties
to a trade do not follow the correct procedures for comparison
of the trade. Moreover, since the trade report submitted for
comparison also serves as the transaction report to the MSRB,
identifying a transaction as a “syndicate transaction” in trade
reports, when such transaction is not a syndicate transaction
under NSCC’s rules and procedures, represents a violation of
a dealer’s obligation to accurately report transactions to the
MSRB under Rule G-14.

! See “Municipal Bond Selling Group Trades,” NSCC Important Notice #
2971 dated April 8, 1988.

See also:

Rule G-11 Interpretation — Syndicate Settlement Practice
Violations Noted, July 1981.

Rule G-15 Interpretations — Interpretive Notice on Rule G-12
on Uniform Practice and Rule G-15 on Customer Confirma-
tions, November 28, 1977.

- Interpretive Notice on Confirmation Requirements, March
25, 1980.

- Interpretive Notice Concerning Confirmation Disclosure Re-
quirements Applicable to Variable-Rate Municipal Securities,
December 10, 1980.

- Notice Concerning “Zero Coupon” and “Stepped Coupon”
Securities, April 27, 1982.
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- Notice Concerning Pricing to Call, December 10, 1980.

- Notice Concerning Confirmation Disclosure Requirements
for Callable Municipal Securities, February 20, 1986.

- Notice Concerning Confirmation, Delivery and Reclamation
of Interchangeable Securities, August 10, 1988.

- Notice Concerning Stripped Coupon Municipal Securities,
March 13, 1989.

Rule G-17 Interpretations — Notice Concerning the Applica-
tion of Board Rules to Put Option Bonds, September 30, 1985.

- Notice of Interpretation on Escrowed-to-Maturity Securities:
Rules G-17, G-12 and G-15, September 21, 1987.

Rule G-32 Interpretation — Notice Regarding Electronic
Delivery and Receipt of Information by Brokers, Dealers and
Municipal Securities Dealers, November 20, 1998.

Interpretive Letters

Delivery requirements: partials. I am writing to confirm
the substance of our telephone conversation concerning the
provision of rule G-12(e)(iv) on partial deliveries. In our dis-
cussion, you posed a specific example of a single purchase of
securities in which half are of one maturity and half of another
maturity and inquired whether or not delivery of only one of
the maturities would constitute a “partial” under the terms of
the rule.

As I stated to you, if the transaction is effected on an “all or
none” basis, and your confirmation is marked “all or none”
or “AON,” this would suffice to indicate that the purchase of
both maturities constitutes a single transaction, and that both
maturities must be delivered to effect good delivery. MSRB
interpretation of February 23, 1978.

Delivery requirements: coupons and coupon checks. This
letter is to confirm the substance of conversations you had with
the Board’s staff concerning the application of certain provi-
sions of rule G-12, the uniform practice rule, to deliveries of
securities bearing past-due coupons. You inquire whether, in
the case where a transaction is effected for a settlement date
prior to the coupon payment date, a delivery of securities with
this past-due coupon attached constitutes “good delivery” for
purposes of the rule.

Rule G-12(e)(vii)(C) provides that a seller may, but is not re-
quired to, deliver a check in lieu of coupons if delivery is
made within thirty calendar days prior to an interest payment
date. Thus, in the circumstances you set forth, the seller would
have the option to detach the coupons and provide a check,
but is under no obligation to do so. A delivery with these cou-
pons still attached would constitute “good delivery,” and a
rejection of the delivery for this reason would be an improper
rejection. MSRB interpretation of March 9, 1978.

Delivery requirements: mutilated coupons. I am writing
in response to your recent letter concerning the provisions of
Board rule G-12(e) with respect to interdealer deliveries of
securities with mutilated coupons attached. You indicate that
your firm recently became involved in a dispute with another
firm’s clearing agent concerning whether certain coupons at-
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tached to securities your firm had delivered to the agent were
mutilated. You request guidance as to the standards set forth
in rule G-12(e) for the identification of mutilated coupons.

As you are aware, rule G-12(e)(ix) indicates that a coupon
will be considered to be mutilated if the coupon is damaged to
the extent that any one of the following cannot be ascertained
from the coupon:

(A) title of the issuer;
(B) certificate number;
(C) coupon number or payment date...;
or
(D) the fact that there is a signature... (emphasis added)

The standard set forth in the rule (that the information “can-
not be ascertained”) was deliberately chosen to make clear
that minimal damage to a coupon is not sufficient to cause
that coupon to be considered mutilated. For example, if the
certificate number imprinted on a coupon is partially torn, but
a sufficient portion of the coupon remains to permit identifica-
tion of the number, the coupon would not be considered to be
mutilated under the standard set forth in the rule, and a rejec-
tion of the delivery due to the damage to the coupon would
not be permitted. In the case of the damaged coupon shown
on the sample certificate enclosed with your letter, it seems
clear that the certificate number can be identified, and confu-
sion with another number would not be possible; therefore,
this coupon would not be considered to be mutilated under
the rule, and a rejection of a delivery due to the damage to this
coupon would not be in accordance with the rule’s provisions.

Your letter also inquires as to the means by which dealers can
obtain redress in the event that a delivery is rejected due to
damaged coupons which are not, in their view, mutilated un-
der the standard set forth in the rule. I note that rule G-12(h)
(i) sets forth a procedure for a close-out by a selling dealer
in the event that a delivery is improperly rejected by the pur-
chaser; this procedure could be used in the circumstances you
describe to obtain redress in this situation. Further, the arbitra-
tion procedure under Board rule G-35 could also be used in
the event that the dealer incurs additional costs as a result of
such an improper rejection of a delivery. MSRB interpretation
of January 4, 1984.

Delivery requirements: put option bonds. In a previous
telephone conversation [name omitted] of your office had
inquired whether any or all of the following deliveries of se-
curities which are subject to a put option could be rejected:

(1) Certain securities are the subject of a “one time only”
put option, exercisable by delivery of the securities to a
designated trustee on or before a stated expiration date.
An interdealer transaction in the securities — described
as “puttable” securities — is effected for settlement prior
to the expiration date. Delivery on the transaction is not
made, however, until after the expiration date, and the re-
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cipient is accordingly unable to exercise the option, since
it cannot deliver the securities to the trustee by the expira-
tion date.

(2) Certain securities are the subject of a “one time only”
put option, exercisable by delivery of the securities to a
designated trustee on or before a stated expiration date.
An interdealer transaction in the securities — described
as “puttable” securities — is effected for settlement pri-
or to the expiration date. Delivery on the transaction is
made prior to the expiration date, but too late to permit
the recipient to satisfy the conditions under which it can
exercise the option (e.g., the trustee is located too far
away for the recipient to be able to present the physical
securities by the expiration date).

(3) Certain securities are the subject of a put option exer-
cisable on a stated periodic basis (e.g., annually). An
inter-dealer transaction in the securities — described as
“puttable” securities — is effected for settlement shortly
before the annual exercise date on the option. Delivery
on the transaction, however, is not made until after the
annual exercise date, so that the recipient is unable to ex-
ercise the option at the time it anticipated being able to do
sO.

I am writing to confirm my previous advice to him regarding
the Board’s consideration of his inquiry.

As I informed him, his inquiry was referred to a Committee
of the Board which has responsibility for interpreting the “de-
livery” provisions of the Board’s rules; that Committee has
authorized my sending this response. In considering the in-
quiry, the Committee took note of the provisions of Board
rule G-12(g), under which an inter-dealer delivery may be
reclaimed for a period of eighteen months following the
delivery date in the event that information pertaining to the
description of the securities was inaccurate for either of the
following reasons:

(1) information required by subparagraph (c)(v)(E) of this
rule was omitted or erroneously noted on a confirmation,
or

(i) information material to the transaction but not required
by subparagraph (c)(v)(E) of this rule was erroneously
noted on a confirmation.

Under this provision, therefore, a delivery of securities de-
scribed on the confirmation as being “puttable” securities
could be reclaimed if the securities delivered are not, in fact,
“puttable” securities.

The Committee is of the view that, in the first of the situations
which he cited, the delivery could be rejected or reclaimed
pursuant to the provisions of rule G-12(g). In this instance
the securities were traded and described as being “puttable”
securities; the securities delivered, however, are no longer
“puttable” securities, since the put option has expired by the
delivery date. Accordingly, the rule would permit rejection or
reclamation of the delivery.



In the third case he put forth, however, this provision would
not be applicable, since the securities delivered are as de-
scribed. Accordingly, there would not be a basis under the
rules to reject or reclaim this delivery, and a purchasing dealer
who believed that it had incurred some loss as a result of the
delivery would have to seek redress in an arbitration proceed-
ing or in the courts. This may also be the result in the second
case he cited, depending on the facts and circumstances of the
delivery. MSRB interpretation of February 27, 1985.

Confirmation disclosure: put option bonds. This will ac-
knowledge receipt of your letter of March 17, 1981, with
respect to “put option” or “tender option” features on certain
new issues of municipal securities. In your letter you note that
an increasing number of issues with “put option” features are
being brought to market, and you inquire concerning the ap-
plication of the Board’s rules to these securities.

The issues of this type with which we are familiar have a “put
option” or “tender option” feature permitting the holder of
securities of an issue to sell the securities back to the trustee of
the issue at par. The “put” or “tender option” privilege normal-
ly becomes available a stated number of years (e.g., six years)
after issuance, and is available on stated dates thereafter (e.g.,
once annually, on an interest payment date). The holder of the
securities must usually give several months prior notice to the
trustee of his intention to exercise the “put option.”

Most Board rules will, of course, apply to “put option” issues
as they would to any other municipal security. As you recog-
nize in your letter, the only requirements raising interpretive
questions appear to be the requirements of rules G-12 and
G-15 concerning confirmations. These present two interpre-
tive issues: (1) does the existence of the “put option” have to
be disclosed and if so, how, and (2) should the “put option” be
used in the computation of yield and dollar price.

Both rules require confirmations to set forth a

description of the securities, including ... if the securities
are ... subject to redemption prior to maturity ..., an indi-
cation to such effect

Confirmations of transactions in “put option” securities would
therefore have to indicate the existence of the “put option,”
much as confirmations concerning callable securities must in-
dicate the existence of the call feature. The confirmation need
not set forth the specific details of the “put option” feature.

The requirements of the rules differ with respect to disclosure
of yields and dollar prices. Rule G-12, which governs inter-
dealer confirmations, requires such confirmations to set forth
the

yield at which transaction was effected and resulting dol-
lar price, except in the case of securities which are traded
on the basis of dollar price or securities sold at par, in
which event only dollar price need be shown (in cases
in which securities are priced to premium call or to par
option, this must be stated and the call or option date and
price used in the calculation must be shown, and where
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a transaction is effected on a yield basis, the dollar price
shall be calculated to the lowest of price to premium call,
price to par option, or price to maturity)

Rule G-15 requires customer confirmations to contain yield
and dollar price as follows:

(A) for transactions effected on a yield basis, the yield at
which transaction was effected and the resulting dollar
price shall be shown. Such dollar price shall be calculated
to the lowest of price to premium call, price to par option,
or price to maturity. In cases in which the dollar price is
calculated to premium call or par option, this must be
stated, and the call or option date and price used in the
calculation must be shown.

(B) for transactions effected on the basis of dollar price,
the dollar price at which transaction was effected, and
the lowest of the resulting yield to premium call, yield
to par option, or yield to maturity shall be shown; pro-
vided, however, that yield information for transactions in
callable securities effected at a dollar price in excess of
par, other than transactions in securities which have been
called or prerefunded, is not required to be shown until
October 1, 1981.

(C) for transactions at par, the dollar price shall be shown][.]

Therefore, with respect to transactions in “put option” securi-
ties effected on the basis of dollar price, rule G-12 requires
that confirmations simply set forth the dollar price. Rule G-15
requires that confirmations of such transactions set forth the
dollar price and the yield to maturity resulting from such dol-
lar price. With respect to transactions effected on the basis of
yield, both rules require that the confirmations set forth the
yield at which the transaction was effected and the result-
ing dollar price. Unless the parties otherwise agree, the yield
should be computed to the maturity date when deriving the
dollar price. If the parties explicitly agree that the transaction
is effected at a yield to the “put option” date, then such yield
may be shown on the confirmation, together with a statement
that it is a “yield to the [date] put option,” and an indication of
the date the option first becomes available to the holder.

Since the exercise of the “put option” is at the discretion of
the holder of the securities, and not, as in the case of a call
feature, at the discretion of someone other than the holder, the
Board concludes that the presentation of a yield to maturity
on the confirmation, and the computation of yield prices to
the maturity date, is appropriate, and accords with the goal of
advising the purchaser of the minimum assured yield on the
transaction. The Board further believes that the ability of the
two parties to a transaction to agree to price the transaction to
the “put option” date, should they so desire, provides suffi-
cient additional flexibility in applying the rules to transactions
in “put option” securities. MSRB interpretation of April 24,
1981.

Confirmation disclosure: put option bonds. This will
acknowledge receipt of your letter of May 6, 1981, request-
ing further clarification of the application of Board rules to
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municipal securities with “put option” or “tender option” fea-
tures. In your letter you note that I had previously indicated
that, in some circumstances, Board rules would require inter-
dealer and customer confirmations to set forth a yield to the
“put option” date, designated as such. You suggest that pre-
sentation of this information on confirmations would re-quire
reprogramming of many computerized confirmation-process-
ing systems, and you inquire whether the Board intends that

dealers should possess the capability to “price to the put”
and [to] indicate the appropriate yield in their confirma-
tion systems].]

In my previous letter of April 24, 1981, I advised that Board
rules G-12(c), on interdealer confirmations, and G-15, on
customer confirmations, would require the following with re-
spect to transactions in securities with “put option” features:

(1) If the transaction is effected on the basis of a yield price,
the confirmation must state the yield at which the trans-
action was effected and the resulting dollar price. The
dollar price must be computed to the maturity date, since,
in most instances, these securities will not have call fea-
tures. If the securities do have a refunding call feature,
the requirement for pricing to the lowest of the premium
call, par option, or maturity would obtain.

(2) If the transaction is effected on the basis of a dollar price,
the confirmation must state the dollar price, and, in the
case of a customer confirmation, the resulting yield to
maturity. If the securities have a call feature, the customer
confirmation would state the yield to premium call or the
yield to par option in lieu of the yield to maturity, if either
is lower than the yield to maturity.

In neither case does the rule require the presentation of a yield
or a dollar price computed to the “put option” date as a part
of the standard confirmation processing. Further, the Board
does not at this time plan to adopt any requirement for a cal-
culation of yield or dollar price to the lower of the put option
or maturity dates, comparable to the calculation requirement
involving call features. I would therefore have to respond to
your inquiry by stating that the Board does not at this time
intend to require, as an aspect of standard confirmation pro-
cessing, that dealers have the capability to “price to the put.”

In your May 6 letter you quote a paragraph from my previous
correspondence, which stated the following:

If the parties explicitly agree that the transaction is ef-
fected at a yield to the “put option” date, then such yield
may be shown on the confirmation, together with a state-
ment that it is a yield to the (date) put option, and an
indication of the date the option first becomes available
to the holder.

As this paragraph indicates, in some circumstances the parties
to a particular transaction may agree between themselves that
the transaction is effected on the basis of a yield to the “put
option” date, and that the dollar price will be computed in that
fashion. In such circumstances, the yield to the “put option”

92 |  Rule G-12

date is the “yield at which [the] transaction was effected” and
must be disclosed as such; it must also be identified in order
to evidence the agreement of the parties that the transaction is
priced in this fashion. However, since the sale of securities on
the basis of a yield to the “put option” is at the discretion of
the parties to the transaction, and is a special circumstance re-
quiring a mutual agreement of such parties, I suggest that the
reprogramming you mention would be necessary only if your
bank elects to treat securities with “put option” features in this
special fashion. Further, given the fact that these would be
exceptional transactions, and would require special handling
at the time of trade itself (viz., the conclusion of the mutual
agreement concerning the pricing), I suggest that manual pro-
cessing of these transactions on an “exception” basis appears
to be a viable alternative to the reprogramming. MSRB inter-
pretation of May 11, 1981.

Confirmation disclosure: advance refunded securities.I am
writing in response to your recent letter concerning the confir-
mation description requirements of Board rules applicable to
transactions in securities which have been advance refunded.
In particular, you note that certain issues of securities have
been advance refunded by specific certificate number, with
securities of certain designated certificate numbers refunded
to one redemption date and price and other securities of the
same issue refunded to a different redemption date and price.
You inquire whether a confirmation of a transaction in such
securities should identify the securities as being advance re-
funded by certificate number.

Rules G-12(¢)(vi)(C)' and G-15(a)(iii)(C)" require that con-
firmations include

if the securities [involved in the transaction] are “called”
or “prerefunded,” a designation to such effect, the date of
maturity which has been fixed by the call notice, and the
amount of the call price...

The rules therefore require, with respect to a transaction in
securities which have been advance refunded by certificate
number, that the confirmation state that the securities have
been advance refunded, and the refunding redemption date
and price. The rules do not require that the fact that only cer-
tain specific certificate numbers of the issue were advance
refunded to that redemption date and price be stated on the
confirmation. MSRB Interpretation of January 4, 1984.

" [Currently codified at rule G-12(c)(vi)(E).]
111 [Currently codified at rule G-15(a)(i)(C)(3)(a).]

Confirmation disclosures: tender option bonds with ad-
justable tender fees. This is in response to your inquiry
concerning the application of the Board’s rules to certain ten-
der option bonds with adjustable tender fees issued as part of
a recent [name of bond deleted] issue. Apparently, there is
some uncertainty as to the interest rate which should be shown
on the confirmation, and the appropriate yield disclosure re-
quired by rule G-15 with respect to customer confirmations in
transactions involving these securities.



The securities in question are tender option bonds with a 2005
maturity which may be tendered during an annual tender pe-
riod for purchase on an annual purchase date each year until
the 2005 maturity date. To retain this tender option for the
first year after issuance, the option bond owner must pay a
tender fee of $27.50 per $1,000 in principal amount of the
bonds. Beginning in the second year, however, the tender fee
may vary each year and will be in an amount determined by
the company granting the option (the “Company”), in its dis-
cretion, and approved by the bank which issued a letter of
credit securing the obligations of the Company. The tender
fee must, however, be in an amount which, in the judgment
of the Company based upon consultation with not less than
five institutional buyers of short term securities, would under
normal market conditions permit the bonds to be remarketed
at not less than par. If at any time these fees are not paid, the
trustee will pay the fee to the Company on behalf of the owner
and deduct that amount from the next interest payment sent
to the owner unless the owner tenders the bonds prior to the
fee payment date. While a system has been set up to receive
payment of these tender fees, we understand that the trustee of
the issue is assuming that most of the tender fees will be paid
through a deduction from the interest payment.

You have advised us that confirmations of the original syndi-
cate transactions in these securities stated the interest rate on
the securities as 7-1/8%, which is the current effective rate
on the bonds taking into account the tender fees during the
first year after issuance (i.e., the 9-7/8% rate less the 2-6/8%
fee) and which, because of the yearly tender fee adjustment,
is fixed only for one year. The interest rate shown on the bond
certificates, however, is the 9-7/8 % total rate, and no reference
is made to the 7-1/8% effective rate. In addition, the bonds are
traded on a dollar price basis as fixed-rate securities and are
sold as one year tender option bonds (although the 2005 ma-
turity date is disclosed). The yield to the one year tender date
is the only yield customer confirmations.

You inquire whether it is proper that the confirmation show
the interest rate on these securities as 7-1/8% and whether
the yield disclosure requirements of rule G-15 are met with
the disclosure of the yield to the one year tender date. Your
inquiry was referred to the Committee of the Board which has
responsibility for interpreting the Board’s confirmation rules.
The Committee has authorized this reply.

Rules G-12(c)(v)(E) and G-15(a)(i)(E)"! require that dealer
and customer confirmations contain a description of the secu-
rities including, among, other things, the interest rate on the
bonds. The Committee believes that the stated interest rate on
these bonds of 9-7/8% should be shown as the interest rate in
the securities description on confirmations to reduce the con-
fusion that may arise when the bond certificates are delivered
and to ensure that an outdated effective rate is not utilized.
In order to fully describe the rate of return on these bonds,
however, the Committee believes that immediately after the
notation of the 9-7/8% rate on the confirmations, the follow-
ing phrase must be added — “less fee for put.” Thus, it will be
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the responsibility of the selling dealer to determine the current
effective rate applicable to these bonds and to disclose this to
purchasing dealers and customers at the time of trade.!

In regard to yield disclosure, rule G-15(a)(i)(I)'"! requires that
the yield to maturity be disclosed because these securities are
traded on the basis of a dollar price.? The Board has deter-
mined that, for purposes of making this computation, only
“in whole” calls should be used. Thus, for these tender option
bonds, the yield to maturity is required to be disclosed. It ap-
pears, however, that an accurate yield to maturity cannot be
calculated for these securities. While it is possible to calculate
a yield to maturity using the stated 9-7/8% interest rate, this
figure might be misleading since the adjustable tender fees
would not be taken into account. Similarly, a yield calculated
from the current effective rate of return would not be mean-
ingful since it would not reflect subsequent changes in the
amounts of the tender fees deducted. In view of these diffi-
culties, the Committee believes that confirmations of these
securities need not disclose a “yield to maturity.” The Com-
mittee is also of the view, however, that dealers must include
the yield to the one year tender date on the confirmations as
an alternative form of yield disclosure. MSRB interpretation
of October 3, 1984.

' We understand that these tender option bonds are the first of a series of
similar issues and on subsequent issues of this nature the phrase “Bond
subject to the payment of tender fee” will be printed on the bond cer-
tificates next to the interest rate. This additional description on the bond
certificates, although helpful, is not a substitute for complete confirma-
tion disclosure and this interpretation applies to these subsequent issues as
well.

2 Rule G-15(a)(i)()'"! requires that on customer confirmations for transac-
tions effected on the basis of a dollar price...the lowest of the resulting
yield to call, yield to par option, or yield to maturity shall be shown.

1 [Currently codified at rule G-15(a)(i)(B)(4)(c).]

11" [Currently codified at rule G-15(a)(i)(A)(5)(b).]

Confirmation disclosures: tender option bonds with
adjustable tender fees. This is in response to your letter re-
questing a one year delay in the effective date of an October 3,
1984, interpretation of Board rules G-12 and G-15 concerning
confirmation disclosure of tender option bonds with adjust-
able tender fees. In that interpretation, the Board stated that
the interest rate shown on the confirmation for these bonds
should be the interest rate noted on the bond certificate (the
“stated interest rate”) but that the confirmation also must in-
clude the phrase “less fee for put.” The Board also stated that
it is the responsibility of the selling dealer to determine the
current effective interest rate applicable to these bonds tak-
ing into account the tender fee (the “net interest rate”) and to
disclose this to purchasers at the time of trade. In addition, the
Board took the position that the yield to maturity disclosure
requirement does not apply to these bonds since an accurate
yield to maturity cannot be calculated for these securities
because of the annual adjustments to the tender fee. Dealers
must, however, include the yield to the tender option date as
an alternative form of yield disclosure.
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While you agree with the interpretation, you state that the
automated systems currently in place are not capable of com-
plying with the interpretation and thus you request a one year
delay in the effective date of this interpretation in order for
the industry to effect necessary system modifications. Your
request was referred to the Committee of the Board which has
responsibility for interpreting the Board’s confirmation rules.
The Committee has authorized this reply.

Apparently, a problem arises when dealers include the stated
interest rate in the interest rate field on the confirmation. In
computing the yield on the transaction, most computer sys-
tems automatically pick up the rate in that field as the interest
rate. Thus, an overstated yield based on the stated interest
rate, instead of a yield based on the net interest rate, is printed
on confirmations. We have been informed that certain dealers
have solved this problem by including the net interest rate in
the interest rate field. In this way, the computer automatically
picks up the correct interest rate needed to determine the ac-
curate yield to the tender option date. In order to solve the
interest rate disclosure problem, these dealers include else-
where in the description field of the confirmation the stated
interest rate with the phrase “less fee for put.” The Board
believes that this method of disclosure is consistent with the
Board’s confirmation disclosure requirements.

Since the Board believes that most dealers will be able to com-
ply either with the original interpretation or this clarification
utilizing their present computer systems, it has decided not to
approve any delay in the effective date of this interpretation
for system modifications. We note, however, that any dealer
that believes its system cannot comply with this interpretation
might consider requesting a no-action letter from the SEC un-
til its system modifications are in place. MSRB interpretation
of March 5, 1985.

Confirmation requirements for partially refunded securi-
ties. This will respond to your letter of May 16, 1989. The
Board reviewed your letter at its August 1989 meeting and
authorized this response.

You ask what is the correct method of computing price from
yield on certain types of “partially prerefunded” issues having
a mandatory sinking fund redemption. The escrow agreement
for the issues provides for a stated portion of the issue to be
redeemed at a premium price on an optional, “in-whole,” call
date for the issue. The remainder of the issue is subject to a
sinking fund redemption at par.! Unlike some issues that are
prerefunded by certificate number, the certificates that will be
called at a premium price on the optional call date are not
identified and published in advance. Instead, they are selected
by lottery 30 to 60 days before the redemption date for the
premium call. Prior to this time, it is not known which cer-
tificates will be called at a premium price on the optional call
date. In the particular issues you have described, the operation
of the sinking fund redemption will retire the entire issue prior
to the stated maturity date for the issue.
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As you know, rules G-12(c) and G-15(a) govern inter-deal-
er and customer confirmations, respectively. Rules G-12(c)
(v)(1) and G-15(a)(i)(1)™ require the dollar price computed
from yield and shown on the confirmation to be computed to
the lower of call date or maturity. For purposes of computing
price to call, only “in-whole” calls, of the type which may be
exercised in the event of a refunding, are used.? Accordingly,
the Board previously has concluded that the sinking fund re-
demption in the type of issue you have described should be
ignored and the dollar price should be calculated to the lowest
of the “in-whole” call date for the issue (i.e., the redemption
date of the prerefunding) or maturity. In addition, the stated
maturity date must be used for the calculation of price to ma-
turity rather than any “effective” maturity which results from
the operation of the sinking fund redemption. Identical rules
apply when calculating yield from dollar price. Of course, the
parties to a transaction may agree to calculate price or yield
to a specific date, e.g., a date which takes into account a sink-
ing fund redemption. If this is done, it should be noted on the
confirmation.’

In our telephone conversations, you also asked what is the ap-
propriate securities description for securities that are advance
refunded in this manner. Rules G-12(c)(v)(E) and G-15(a)(i)
(E)"! require that confirmations of securities that are “prere-
funded” include a notation of this fact along with the date
of “maturity” that has been fixed by the advance refunding
and the redemption price. The rules also state that securities
that are redeemable prior to maturity must be described as
“callable.” In addition, rules G-12(c)(vi)(I) and G-15(a)(iii)
())# state that confirmations must include information not
specifically required by the rules if the information is nec-
essary to ensure that the parties agree to the details of the
transaction. Since, in this case, only a portion of the issue will
be chosen by lot and redeemed at a premium price under the
prerefunding, this fact must be noted on the confirmation. As
an example, the issue could be described as “partially prere-
funded to [redemption date] at [premium price] to be chosen
by lot-callable.” The notation of this fact must be included
within the securities description shown on the front of the
confirmation. MSRB Interpretation of August 15, 1989.

' In some issues, a sinking fund redemption operates prior to the optional

call date, while, in others, the sinking fund redemption does not begin until
on or after that date.

o

See [Rule G-15 Interpretation — ] Notice of December 10, 1980, Concern-
ing Pricing to Call, MSRB Manual, paragraph 3571.

These rules on pricing partially prerefunded securities with sinking funds
are set forth in [Rule G-15 Interpretive Letter — Disclosure of pricing:
calculating the dollar price of partially prerefunded bonds,] MSRB inter-
pretation of May 15, 1986, MSRB Manual, paragraph 3571.26.

The Board has published an interpretive notice providing specific guid-
ance on the confirmation of advanced refunded securities that are callable
pursuant to an optional call. See Application of Rules G-12(c) and G-15(a)
on Confirmation Disclosure of Escrowed-to-Maturity Securities [in Rule
G-17 Interpretation — Notice of Interpretation on Escrowed-to-Maturity
Securities: Rules G-17, G-12 and G-15], MSRB Manual, paragraph 3581.

"l [Currently codified at rule G-15(a)(i)(A)(5)(c)(i).]
111" [Currently codified at rule G-15(a)(i)(C)(3)(a).]



' [Currently codified at rule G-15(a)(i)(A)(8)]

Close-out procedures: mandatory repurchase. You recent-
ly inquired concerning the use of the “mandatory repurchase”
option provided under Board rule G-12(h)(i)(D) for execution
of a close-out notice. In the situation you presented, a munici-
pal securities dealer executing a notice was requiring, under
the provisions of this option, a repurchase at the original con-
tract price. Since the transaction was originally effected on
the basis of a yield price, you inquired whether the repurchase
should be effected at this yield price (with the dollar price
computed to the settlement date of the repurchase transac-
tion), or at the dollar price computed from this yield price at
the time of the original transaction.

At the time of your telephone call I responded that, while the
Board would have to consider this inquiry, the Board’s re-
sponse to somewhat similar inquiries in the past suggested
that the dollar price of the original contract should be used.
I am writing to advise you that the Board did not adopt this
position. With respect to the specific circumstances presented
in your inquiry, the Board has concluded that the purchasing
dealer does have the right, in the appropriate circumstances,
to execute a close-out by requiring the seller to repurchase the
securities at the yield price of the original contract, with the
resulting dollar price computed to the settlement date of the
repurchase transaction. The Board notes that, in these circum-
stances, the selling dealer has failed to fulfill its contractual
obligations, and believes that permitting the use of the yield
price of the original contract, with the resulting dollar price
computed to the settlement date of the repurchase transaction,
will in the majority of cases most fairly compensate the pur-
chaser for the time value of the investment for the period from
the original execution to the mandatory repurchase.'

The Board also is generally of the view that purchasers ex-
ecuting mandatory repurchase transactions may require
a mandatory repurchase at the yield basis of the original
transaction, with the resulting dollar price computed to the
settlement date of the repurchase transaction, except in the
case where both parties to the transaction agree that the origi-
nal transaction was, and the repurchase transaction should be,
effected on the basis of a dollar price, or where the terms of
the transaction and/or the trading characteristics of the securi-
ty (e.g., issues with an active sinking fund or tender program)
suggest that dollar price rather than yield was the dominant
consideration in the original transaction. MSRB interpretation
of March 4, 1982.

! The Board notes, for example, that, in the case of a security purchased at

a discount, the purchaser and the purchaser’s customer would realize the
accretion of the discount for the period the security was owned. In the case
of a security purchased at a premium, the premium would be amortized for
the period the purchaser owned the security.

Close-out procedures: timing of payments on retransmit-
tals. I am writing in response to your letter of August 23,1983
concerning certain problems in the settlement of money
amounts due on close-out executions. You note in your letter
that rule G-12(h)(i)(D) provides that
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the purchaser must be prepared to defend the price at
which the close-out is executed relative to market condi-
tions at the time of the execution...[,]

and also that

[a]lny moneys due on the transaction, or on the close-out
of the transaction, shall be forwarded to the appropriate
party within ten business days of the date of execution of
the close-out notice.

You inquire as to the relationship between these two provi-
sions in the case of a closeout procedure involving several
retransmittals. You also suggest a method of handling of mon-
eys in situations where a dispute as to the fairness of the
execution price occurs.

® sk sk

In the type of situation which is the subject of your inquiry,
a municipal securities dealer (“dealer A”) may issue a close-
out notice to a second dealer (“dealer B””) who is failing to
deliver to him certain municipal securities. If dealer B has an
offsetting fail-to-receive of such securities from a third dealer
(“dealer C”), dealer B will retransmit the close-out notice
(in accordance with the requirements of the rule) to dealer
C. Similarly, dealer C may retransmit the notice to a fourth
dealer (“dealer D”’) owing him the securities.' In the event of
such retransmittals, the ultimate recipient of the retransmitted
close-out (in this case, dealer D) is the party for whose ac-
count and liability any close-out would be executed, and who,
therefore, would absorb any loss in the event of an adverse
market movement. As a consequence, the ultimate recipient
of the notice (dealer D) is most often the person who would
require the purchaser originating the notice (dealer A, in our
example) to defend the fairness of the close-out execution
price.

When a close-out notice which has been retransmitted is
executed, the money settlement is most frequently made by
each party sending to the immediately preceding party (i.e.,
in the event of a loss, dealer B sends to A, C sends to B, D
sends to C) the differential between the close-out execution
price and the original contract price. In your letter you in-
quire as to the responsibility of the intermediate dealers in the
retransmittal sequence (dealer B and C, in our example) to
send such payments of money amounts due in the event that
the ultimate recipient of the notice (dealer D) challenges the
execution price and refuses to make payment until the dispute
is resolved.

Your question was referred to the Board for its consideration.
The Board has authorized me to advise you that, in its view,
the close-out rules would not require the intermediate deal-
ers to forward full payment of the money amount due in the
event that the ultimate recipient of the close-out notice and
execution, for whose account and liability the close-out has
been executed, disputes the fairness of the execution price
and refuses to make payment until the dispute is resolved. In
terms of the example, if dealer D disputes the execution price,
dealers B and C would not be obliged to make full payment
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of the money amount due until the dispute is resolved; upon
resolution of the dispute, of course, all parties must make the
necessary payments promptly. The Board believes that this
result is the most equitable to all parties, since otherwise one
of the intermediate dealers would be obliged to defend the
fairness of the execution price, rather than the dealer who
originated and executed the close-out notice.

sk osk ook

In your letter you also suggest that, in the event of a dispute
as to the fairness of a close-out execution price, the parties in-
volved in the close-out should make appropriate payments of
the undisputed portion of the money amount due, with the dis-
puted portion remaining unpaid until the dispute is resolved by
mutual agreement or arbitration. The Board agrees that your
proposal might be a desirable method of dealing with disputes
regarding close-out execution prices. The Board notes, how-
ever, that the acceptance of a partial payment of the amount
due might, in certain circumstances, be viewed as a waiver
of any claim for the additional balance; further, this approach
would seem to complicate the bookkeeping involved in ac-
counting for the results of a close-out execution. If the parties
to a particular close-out execution are satisfied that these
problems are not significant, your suggested approach might
be an appropriate procedure in the event a dispute as to the
fairness of the execution price arises. MSRB interpretation of
September 23, 1983.

! The retransmittal process can, of course, continue, if additional municipal
securities dealers are involved in the particular transaction sequence.

Close-out procedures: transactions involving introduc-
ing broker. I am writing in response to your recent letter
concerning the use of the close-out provisions under Board
rule G-12(h) with respect to a transaction in which one of the
two parties “introduces” all transactions to a third, “clearing”
dealer such as [name of clearing dealer deleted]. You indicate
that [the clearing dealer] was recently involved in a situation
in which a close-out notice was issued directly to a securities
firm which uses [the clearing dealer] as its clearing dealer,
introducing all of its transactions to [the clearing dealer]. Due
to this firm’s failure to notify [the clearing dealer] of the issu-
ance of the close-out notice in a timely fashion [the clearing
dealer] was unable to retransmit the notice to the dealer owing
it the securities, and consequently was exposed to liability on
the close-out. You express the view that [the clearing dealer’s]
inability to retransmit the notice was attributable to the fact
that the notice was improperly directed to the introducing bro-
ker, rather than to [the clearing dealer]. You suggest that the
Board’s close-out rules should be amended to require that, in
circumstances in which one party to an interdealer transaction
introduces all trades to a clearing dealer, all communications
with respect to a close-out of the transaction should be sent
to the clearing dealer. I note that others have proposed that,
in situations of this type, the clearing dealer should also have
the authority to issue close-out notices on the transaction on
behalf of the introducing broker.
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The Board does not agree with your suggestion that a dealer
purchasing securities from an introducing broker should be
required to send all communications related to a close-out pro-
cedure to such broker’s clearing dealer. In general, the Board
has declined to include in the close-out rules requirements
that certain specific persons or types of persons be contacted
to handle aspects of the procedure; the Board believes that
such requirements would inappropriately restrict dealers’
flexibility in determining how best to handle close-out no-
tices, and in establishing their own procedures for processing
such notices.! In the specific case where the selling party in
the transaction is an introducing broker, the Board is of the
view that the adoption of your suggestion (which would have
the effect of prohibiting the purchasing dealer from issuing a
close-out notice directly to the introducing broker) inappropri-
ately places on the purchasing dealer the burden of ensuring
that a close-out notice is directed properly. Further, this ap-
proach improperly makes the purchasing dealer responsible
for knowing the nature of the introducing broker’s clearing
arrangements (i.e., that there is an “introducing” relationship,
rather than simply a use of clearing services) and determining
the proper way to proceed in light of those arrangements.

The responsibility for ensuring that a close-out notice is
directed properly clearly rests and should rest with the intro-
ducing broker. In the situation you described the improper
handling of the notice and the consequent exposure to [the
clearing dealer] was the result of the introducing broker’s
failure to understand the significance of the notice and to re-
spond appropriately. The Board continues to believe that it
is incumbent upon municipal securities brokers and dealers,
including introducing brokers, to ensure that their personnel
understand the importance of prompt handling of close-out
notices and know the procedure established by the dealer to
accomplish this.

With respect to the issuance of a close-out notice by a clearing
dealer acting on behalf of an introducing broker, the Board is
of the view that (1) if the clearing dealer confirms inter-dealer
transactions on behalf of the introducing broker, with the con-
firmation identifying both entities, (2) if all communications
related to the close-out issued by the clearing dealer indicate
that the clearing dealer is acting on behalf of the introducing
broker, and (3) if the clearing dealer takes all responsibility
for the issuance of notices, with the introducing broker not
involving itself in the close-out procedure at any time, then
the clearing dealer may issue close-out notices on the intro-
ducing broker’s behalf. I note that the ability of the clearing
dealer to issue notices on the introducing broker’s behalf is
also contingent upon the existence of the “introducing” re-
lationship; a party acting solely as a dealer’s clearing agent,
without the presence of an “introducing” relationship, would
not be able to issue close-out notices on transactions effected
by the dealer. MSRB interpretation of March 5, 1984.

' See, for example, the discussion in Question 6 of the Board’s Manual on
Close-Out Procedures:



Q: When you say “call the seller,” what does that mean? Whom should I
call?

A: Every dealer has its own procedures to handle close-outs, so the Board
doesn’t require that a specific person, or a specific type of person, be con-
tacted... A number of dealers have the trader who made the trade contact
the person from whom he or she bought the bonds...

While we’re on this subject, remember that sometimes you will be the
recipient of a closeout notice. People in your office should know who
handles close-outs for you and that they’re responsible for referring calls
and notices on close-outs to these people. If a close-out is mishandled in
your office and, due to this error, you inadvertently fail to meet certain
requirements (for instance, not retransmitting the notice to another dealer
on time), you will be exposed to some risk on the close-out.

Settlement of syndicate accounts. Your letter dated Septem-
ber 25, 1978, regarding rule G-12 has been referred to me for
reply. In your letter, you inquire as to whether the requirement
in section (j) of rule G-12 to settle syndicate accounts within
60 days following the date all securities are delivered to syn-
dicate members, applies in all circumstances. Specifically,
you ask whether the time for settlement may be extended un-
der the rule in the event that the syndicate has not received all
expense bills prior to the expiration of that period.

There is no provision in rule G-12 for extending the 60-day
period in the circumstances which you described. In adopt-
ing this requirement, the Board sought to achieve an equitable
balance between the interests of syndicate members and syn-
dicate managers in settling syndicate accounts. The Board
believes that the 60-day period provides sufficient time to
enable syndicate managers to settle on syndicate accounts
and represents a reasonable time within which such accounts
should be settled. It is therefore incumbent upon a syndicate
manager to encourage persons to submit bills to the syndicate
on a timely basis. The syndicate manager will otherwise have
to settle the account within the prescribed time period and
make adjustments subsequently when late bills are finally re-
ceived. MSRB interpretation of November 1, 1978.

Settlement of syndicate accounts. This is in response to your
letter of July 28, 1981, suggesting that requirements analo-
gous to those placed on syndicate managers in rule G-12(j)
be imposed on syndicate members who must remit their share
of syndicate losses to their syndicate managers. You state that
syndicate members frequently do not remit their losses to
the manager in a timely fashion and that such a requirement
would establish an “equitable balance between the interests of
syndicate members and syndicate managers.”

Rule G-12(j) provides:

Final settlement of a syndicate or similar account formed
for the purchase of securities shall be made within 60
days following the date all securities have been delivered
by the syndicate or account manager to the syndicate or
account members.

The rule is not expressly limited to money payments by syndi-
cate managers, but broadly requires that final settlement shall
be made within 60 days following the date the manager de-
livers the securities to the syndicate members. Thus, the rule
requires syndicate members to remit their share of syndicate
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losses to the syndicate manager within the 60-day period set
forth in the rule. Since a syndicate member cannot remit his
share of losses until he is apprised by the syndicate manager
of the amount of his share, a member should remit his share of
the losses to the manager within a reasonable period of time
after receiving the syndicate accounting required by rule G-
11(h). MSRB interpretation of September 28, 1981.

Confirmation: Mailing of WAII confirmation. I am writ-
ing to confirm my recent telephone conversation with you
regarding the requirements for mailing “when, as and if is-
sued” confirmations of transactions in new issue municipal
securities. Our recent conversation concerned your previous
inquiry as to the time limit by which a municipal securities
dealer must send out such confirmations in connection with
allocations of securities to “pre-sale” orders, and the propri-
ety of a dealer’s sending out such confirmations prior to the
award of the new issue.

As we discussed, rule G-12(c)(iii) requires that,

[f] or transactions effected on a “when, as and if issued”
basis, initial confirmations shall be sent within two busi-
ness days following the trade date.

For purposes of this requirement the designation “trade date”
should be understood to refer to, in the case of a competitive
new issue, a date no earlier than the date of award of the new
issue of municipal securities, and, in the case of a negotiated
new issue, a date no earlier than the date of signing of the
bond purchase agreement. Therefore, the rule would require
that initial “when, as and if issued” confirmations reflecting
the allocation of new issue securities to “pre-sale” orders be
sent within [one] business day after the date of award or of
signing of the bond purchase agreement. For example, if the
bond purchase agreement on a negotiated new issue is signed
on Monday, April 26, the initial “when, as and if issued” con-
firmations must be sent out not later than the close of business
on [Tuesday], April [27], [one] business day later.

Further, the Board is of the view that its rules prohibit a mu-
nicipal securities dealer from sending out initial “when, as
and if issued” confirmations prior to the trade date. In reach-
ing this conclusion the Board does not intend to call into
question the validity of a “pre-sale” order received for a syn-
dicate’s securities or the practice of soliciting such orders.
The Board recognizes that such orders are expressions of the
purchasers’ firm intent to buy the new issue securities in ac-
cordance with the stated terms, and that such orders may be
filled and confirmed immediately upon the award of the issue
or the execution of a bond purchase agreement. The Board is
of the view, however, that such orders cannot be deemed to
be executed until the time of the award of the new issue, or
the execution of a bond purchase agreement on the new issue.
Mailing of confirmations on such orders prior to this time,
therefore, is a representation that the orders have been filled
before this actually occurs, and, as such, may be deceptive or
misleading to the purchasers. MSRB interpretation of April
30, 1982.

NOTE: Revised to reflect subsequent amendments.
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Confirmation: Mailing of WAII, “all or none” confirma-
tion. I understand that certain ... firms ... have raised questions
concerning the application of a recent Board interpretive let-
ter to certain types of municipal securities underwritings. I am
writing to advise that these questions were recently reviewed
by the Board which has authorized my sending you the fol-
lowing response.

The letter in question, reprinted in the Commerce Clear-
ing House Municipal Securities Rulemaking Board Manual
at § 3556.55", discusses the timing of the mailing of initial
“when, as and if issued” confirmations on “pre-sale” orders
to which new issue municipal securities have been allocated.
Among other matters, the letter states that such confirmations
may not be sent out prior to the date of award of the new is-
sue, in the case of an issue purchased at competitive bid, or
the date of execution of a bond purchase agreement on the
new issue, in the case of a negotiated issue. [Certain] ... firms
have questioned whether this interpretation ... is intended to
apply to “all or none” underwritings, in which confirmations
have been, at times, sent out prior to the execution of a formal
purchase agreement.

As the Board understands it, an “all or none” underwriting
of a new issue of municipal securities is an underwriting in
which the municipal securities dealer agrees to accept liability
for the issue at a given price only under a stated contingency,
usually that the entire issue is sold within a stated period. The
dealer typically “presettles” with the purchasers of the securi-
ties, with the customers receiving confirmations and paying
for the securities while the underwriting is taking place. Pur-
suant to SEC rule 15¢2-4 all customer funds must be held in
a special escrow account for the issue until such time as the
contingency is met (e.g., the entire issue is sold) and the funds
are released to the issuer; if the contingency is not met, the
funds are returned to the purchasers and the securities are not
issued.!

The Board is of the view that an initial “when, as and if is-
sued” confirmation of a transaction in a security which is the
subject of an “all or none” underwriting may be sent out prior
to the time a formal bond purchase agreement is executed.
This would be permissible, however, only if two conditions
are met: (1) that such confirmations clearly indicate the con-
tingent nature of the transaction, through a statement that the
securities are the subject of an “all or none” underwriting or
otherwise; and (2) that the dealer has established, or has ar-
ranged to have established, the escrow account for the issue
as required pursuant to rule 15¢2-4. MSRB interpretation of
October 7, 1982.

' I note also that SEC rule 10b-9 sets forth certain conditions which must be

met before a dealer is permitted to represent an underwiritng as an “all or
none” underwriting.

"I [See Rule G-12 Interpretive Letter — Confirmation: mailing of WAII con-
firmation, MSRB interpretation of April 30, 1982.]
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Automated clearance: use of comparison systems. I am
writing to confirm the substance of our conversations with
you at our meeting on October 3 to discuss certain of the is-
sues that have arisen since the August 1 effective date of the
requirements of rule G-12(f) for the use of automated compar-
ison services on certain interdealer transactions in municipal
securities. In our meeting you explained certain problems that
have become apparent since the implementation of these re-
quirements, and you inquired as to our views concerning the
application of Board rules to these difficulties or appropriate
procedures to remedy them. The essential points of our re-
sponses are summarized below.

In particular, you indicated that the use of the “as of” (or “de-
mand as of’) feature of the automated comparison system has,
in some cases, caused inappropriate rejections of deliveries of
securities. This occurs, you explained, because the compari-
son system is currently programmed to display an alternative
settlement date of two business days following the date of
successful comparison of the transaction, if such comparison
is accomplished through use of the “as of”” or “demand as of”
feature.! As a result, in certain cases involving transactions
compared on an “as of” basis dealers have attempted to make
delivery on the transaction on the contractual settlement date,
and have had those deliveries rejected, since the receiving
party recognizes only the later “alternative settlement date”
assigned to the transaction by the comparison system. You in-
quire whether such rejections of deliveries are in accordance
with Board rules.

I note that this “alternative settlement date” has significance
for clearance purposes only, and does not result in a recompu-
tation of the dollar price or accrued interest on the transaction.

As we advised in our conversation, the receiving dealer clear-
ly cannot reject a good delivery of securities made on or after
the contractual settlement date on the basis that the delivery
is made prior to the “alternative settlement date” displayed
by the comparison system. Both dealers have a contract in-
volving the purchase of securities as of a specified settlement
date, and a delivery tendered on or after that date in “good
delivery” form must be accepted. A dealer rejecting such a
delivery on the basis that it has been made prior to the “al-
ternative settlement date” would be subject to the procedures
for a “close-out by seller” due to the improper rejection of a
delivery, as set forth in Board rule G-12(h)(ii).

EE

You also advised that some dealers who are using the au-
tomated comparison system are using their own delivery
tickets, rather than the delivery tickets generated by the sys-
tem, at the time they make delivery on the transaction. As
a result, you indicated, there have been rejections of these
deliveries, since the receiving dealer is unable to correlate
these deliveries with its records of transactions compared
through the system. You suggested that the inclusion of the
“control numbers” generated by the comparison system on
these self-generated delivery tickets would help to eliminate



these unnecessary rejections and facilitate the correlation of
receipts and deliveries with records of transactions compared
through the system. As I indicated in our conversation, the
Board concurs with your suggestion. The Board strongly en-
courages dealers who choose to use their own delivery tickets
for transactions compared through the automated system to
display on those tickets the control number or other number
identifying the transaction in the system.’ This would ensure
that the receiving dealer can verify that it knows the transac-
tion being delivered and that it was successfully compared
through the system.

%k osk sk

You also noted that many municipal securities dealers have
continued the practice of sending physical confirmations of
transactions, in addition to submitting such transactions for
comparison through the automated system. You advised that
this is causing significant problems for certain dealers, since
they are required to maintain a duplicate system in order to
provide for the review of these physical confirmations.

The Board is aware that certain municipal securities dealers
chose to maintain parallel confirmation systems following
implementation of the automated comparison requirements
on August | in order to ensure that they maintained adequate
control over their activities, and recognizes that for many
such dealers this was an appropriate and prudent course of
action.* However, the Board wishes to emphasize that its rules
do not require the sending of a physical confirmation on any
transaction which has been submitted for comparison through
the system. On the contrary, the continued use of unnecessary
physical comparisons increases the risk of the duplication of
trades and deliveries and substantially decreases the efficien-
cies and cost savings available from the use of the automated
comparison system. The Board believes that all system par-
ticipants must understand that the use of the automated
comparison system is of primary importance. Accordingly,
the Board strongly suggests that the mailing of unnecessary
physical confirmations should be discontinued once a dealer
is satisfied that it has adequate control over its comparison
activities through the system.

You and others have suggested that it would be helpful if
dealers which are unable to discontinue the mailing of physi-
cal confirmations would identify those transactions which
have also been submitted for comparison through the system
through some legend or stamp placed on the physical confir-
mation sent on the transaction. The Board concurs with your
suggestion, and recommends that, during the short remaining
interim when dealers are continuing to use duplicate physi-
cal confirmations, they include on physical confirmations of
transactions submitted to the automated comparison system
a stamp or legend in a prominent location which clearly in-
dicates that the transaction has been submitted for automated
comparison. MSRB interpretation of January 2, 1985.
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For example, a transaction of trade date October 19 for settlement Oc-
tober 25 fails to compare through the normal comparison cycle. Due to
this failure to compare, the transaction is dropped from the comparison
system on October 23; however, due to a resolution of the dispute, both
parties resubmit the trade on an “as of” basis on October 24, and it is suc-
cessfully compared on that date. Due to the delay in the comparison of the
transaction, the system will display an “alternative settlement date” on this
transaction of October 26 on the system-generated delivery tickets.

2 I understand that [Registered Clearing Agency] is taking steps to have the
contractual settlement date reflected on delivery tickets produced with re-
spect to transactions compared on an “as of” or “demand as of” basis. We
believe that this will be most helpful in clarifying and receiving dealer’s
contractual obligation to accept a proper delivery made on or after the date.

I understand that proper utilization of the comparison system control num-
ber is a reliable method for identifying and referring to transactions.

The Board is also aware that on certain transactions dealers will need to
send physical confirmations to document the terms of a specific agreement
concluded as the time of trade (e.g., a specification of a rating). In such cir-
cumstances the Board anticipates that physical confirmations will continue
to be sent.

Automated settlement involving multidepository par-
ticipants. This will respond to your letter concerning the
requirements of rule G-12(f)(ii) applicable to transactions in-
volving firms that are members of more than one registered
securities depository. Your inquiry concerns situations in
which a dealer that is a member of more than one depository
executes a transaction with another dealer that is a member of
one or more depositories. Your question is whether such deal-
ers may specify the depository through which delivery must
be made, either as a term of an individual transaction or with
standing delivery instructions.

Your inquiry was referred to the Committee of the Board
with the responsibility for interpreting the Board’s automat-
ed clearance and settlement rules, which has authorized my
sending this response.

The rule does not specify which depository shall be used for
settlement if the transaction is eligible for settlement at more
than one depository.

The Board is of the view that, under rule G-12(f), parties to
a transaction are free to agree, on a trade-by-trade basis or
with standing delivery agreements, on the depository to be
used for making book-entry deliveries. Absent such an agree-
ment, a seller may effect good delivery under rule G-12(f) by
delivering at any depository of which the receiving dealer is a
member. MSRB interpretation of November 18, 1985.

NOTE: Revised to reflect subsequent amendments.

See also:

Rule G-15 Interpretive Letters — Callable securities: “catastro-
phe” calls, MSRB interpretation of November 7, 1977.

- Callable securities: disclosure, MSRB interpretation of August
23,1982.

- Original issue discount, zero coupon securities: disclosure of,
pricing to call feature, MSRB interpretation of June 30, 1982.

- Callable securities: pricing to call, MSRB interpretation of
June 8, 1978.
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- Callable securities: pricing to call, MSRB interpretation of
March 9, 1979.

- Callable securities: pricing transactions on construction loan
notes, MSRB interpretation of March 5, 1984.

- Calculation of price and yield on continuously callable secu-
rities, MSRB interpretation of August 15, 1989.

- Disclosure of pricing: calculating the dollar price of partially
prerefunded bonds, MSRB interpretation of May 15, 1986.

- Securities description: revenue securities, MSRB interpretation
of December 1, 1982.

- Securities description: securities backed by letters of credit,
MSRB interpretation of December 2, 1982.

- Securities description: prerefunded securities, MSRB interpre-
tation of February 17, 1998.

Rule G-17 Interpretive Letter — Put option bonds: safekeeping,
pricing, MSRB interpretation of February 18, 1983.
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Rule G-13
Quotations Relating to Municipal Securities

(a) General. The provisions of this rule shall apply to all
quotations relating to municipal securities which are distrib-
uted or published, or caused to be distributed or published,
by any broker, dealer or municipal securities dealer or any
person associated with and acting on behalf of a broker, dealer
or municipal securities dealer. For purposes of this rule, the
term “quotation” shall mean any bid for, or offer of, municipal
securities, or any request for bids for or offers of municipal
securities, including indications of “bid wanted” or “offer
wanted.” The terms “distributed” or “published” shall mean
the dissemination of quotations by any means of communica-
tion. Reference in this rule to a broker, dealer or municipal
securities dealer shall be deemed to include reference to any
person associated with a broker, dealer or municipal securities
dealer.

(b) Bona Fide Quotations.

(i)  Except as provided below, no broker, dealer or
municipal securities dealer shall distribute or publish, or
cause to be distributed or published, any quotation relating to
municipal securities, unless the quotation represents a bona
fide bid for, or offer of, municipal securities by such broker,
dealer or municipal securities dealer, provided, however, that
all quotations, unless otherwise indicated at the time made,
shall be subject to prior purchase or sale and to subsequent
change in price. If such broker, dealer or municipal securi-
ties dealer is distributing or publishing the quotation on behalf
of another broker, dealer, or municipal securities dealer, such
broker, dealer or municipal securities dealer shall have no rea-
son to believe that such quotation does not represent a bona
fide bid for, or offer of, municipal securities. Nothing in this
paragraph shall be construed to prohibit requests for bids or
offers, including indications of “bid wanted” or “offer want-
ed,” or shall be construed to prohibit nominal quotations, if
such quotations are, at the time made, clearly stated or indi-
cated to be such. For purposes of this paragraph, a “nominal
quotation” shall mean an indication of the price given solely
for informational purposes.

(i)  No broker, dealer or municipal securities dealer
shall distribute or publish, or cause to be distributed or pub-
lished, any quotation relating to municipal securities, unless
the price stated in the quotation is based on the best judgment
of such broker, dealer or municipal securities dealer of the
fair market value of the securities which are the subject of the
quotation at the time the quotation is made. If a broker, dealer
or municipal securities dealer is distributing or publishing a
quotation on behalf of another broker, dealer, or municipal
securities dealer, such broker, dealer or municipal securities
dealer shall have no reason to believe that the price stated
in the quotation is not based on the best judgment of the fair
market value of the securities of the broker, dealer or munici-
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pal securities dealer on whose behalf such broker, dealer or
municipal securities dealer is distributing or publishing the
quotation.

(iii)  For purposes of subparagraph (i), a quotation shall
be deemed to represent a “bona fide bid for, or offer of, mu-
nicipal securities” if the broker, dealer or municipal securities
dealer making the quotation is prepared to purchase or sell
the security which is the subject of the quotation at the price
stated in the quotation and under such conditions, if any, as
are specified at the time the quotation is made.

(iv) No broker, dealer or municipal securities dealer
shall knowingly misrepresent a quotation relating to munici-
pal securities made by any other broker, dealer, or municipal
securities dealer.

(c) Multiple Markets in the Same Securities. No broker,
dealer or municipal securities dealer participating in a joint
account shall, together with one or more other participants in
such account, distribute or publish, or cause to be distributed
or published, quotations relating to the municipal securities
which are the subject of such account if such quotations indi-
cate more than one market for the same securities.

Rule G-13 Interpretations

Notice of Interpretation of Rule G-13 on Published
Quotations

April 21, 1988

The Board has received complaints regarding published
quotations, such as those appearing in The Blue List. The
complaints, which have been referred to the appropriate en-
forcement agency, state that municipal securities offerings
published by dealers often do not reflect prices and amounts
of securities that currently are being offered by the quoting
dealer.

Board rule G-13, on quotations, prohibits the dissemination
of a quotation relating to municipal securities unless the quo-
tation represents a bona fide bid for, or offer of, municipal
securities. The term quotation is defined to mean any bid for,
or offer of, municipal securities. A quotation is deemed to be
bona fide if the dealer on whose behalf the quotation is made
is prepared to purchase or sell the municipal securities at the
price stated and in the amount specified at the time the quota-
tion is made.

Under rule G-13, the price stated in a quotation for municipal
securities must be based on the best judgment of the deal-
er making the quotation as to the fair market value of such
securities at the time the quotation is made. The Board has
stated that the price must have a reasonable relationship to
the fair market value of the securities, and may take into ac-
count relevant factors such as the dealer’s current inventory
position, overall and in respect to a particular security, and the
dealer’s anticipation of the direction of the market price for
the securities.
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Rule G-13 also prohibits a dealer from entering a quotation
on behalf of another dealer if the dealer entering the quotation
has any reason to believe that the quotation does not repre-
sent a bona fide bid for, or offer of, municipal securities. In
addition, participants in a joint account are prohibited from
entering quotations relating to municipal securities which are
the subject of the joint account, if such quotations indicate
more than one market for the same securities. Rule G-13 does
not prohibit giving “nominal” bids or offers or giving indica-
tions of price solely for informational purposes as long as an
indication of the price given is clearly shown to be for such
purposes.

A dealer that publishes a quote in a daily or other listing must
stand ready to purchase or sell the securities at the stated price
and amount until the securities are sold or the dealer subse-
quently changes its price. If either of these events occur, the
dealer must withdraw or update its published quotation in
the next publication. Stale or invalid quotations violate rule
G-13. Rule G-13 does permit a dealer to publish a quotation
for a security it does not own if the dealer is prepared to sell
the security at the price stated in the quotation. If the dealer
knows that the security is not available in the market or is not
prepared to sell the security at the stated price, the quotation
would violate rule G-13.

See also:

Rule G-17 Interpretations — Application of Board Rules to
Transactions in Municipal Securities Subject to Secondary
Market Insurance or Other Credit Enhancement Features,
March 6, 1984.

- Interpretive Notice Regarding the Application of MSRB
Rules to Transactions with Sophisticated Municipal Market
Professionals, April 30, 2002.
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Rule G-14
Reports of Sales or Purchases

(a) General. No broker, dealer or municipal securities dealer
or person associated with a broker, dealer or municipal se-
curities dealer shall distribute or publish, or cause to be
distributed or published, any report of a purchase or sale of
municipal securities, unless such broker, dealer or municipal
securities dealer or associated person knows or has reason to
believe that the purchase or sale was actually effected and has
no reason to believe that the reported transaction is fictitious
or in furtherance of any fraudulent, deceptive or manipulative
purpose. For purposes of this rule, the terms “distributed” or
“published” shall mean the dissemination of a report by any
means of communication.

(b) Transaction Reporting Requirements.

@) Each broker, dealer or municipal securities dealer
(“dealer”) shall report to the Board or its designee information
about each purchase and sale transaction effected in munici-
pal securities to the Real-time Transaction Reporting System
(“RTRS”) in the manner prescribed by Rule G-14 RTRS
Procedures and the RTRS Users Manual. Transaction infor-
mation collected by the Board under this rule will be used
to make public reports of market activity and prices and to
assess transaction fees. The transaction information will be
made available by the Board to the Commission, securities
associations registered under Section 15A of the Act and other
appropriate regulatory agencies defined in Section 3(a)(34)
(A) of the Act to assist in the inspection for compliance with
and the enforcement of Board rules.

(i)  The information specified in the Rule G-14 RTRS
Procedures is critical to public reporting of prices for trans-
parency purposes and to the compilation of an audit trail for
regulatory purposes. All dealers have an ongoing obligation to
report this information promptly, accurately and completely.
The dealer may employ an agent for the purpose of submitting
transaction information; however the primary responsibil-
ity for the timely and accurate submission remains with the
dealer that effected the transaction. A dealer that acts as a sub-
mitter for another dealer has specific responsibility to ensure
that transaction reporting requirements are met with respect to
those aspects of the reporting process that are under the Sub-
mitter’s control. A dealer that submits inter-dealer municipal
securities transactions for comparison, either for itself or on
behalf of another dealer, has specific responsibility to ensure
that transaction reporting requirements are met with respect
to those aspects of the comparison process that are under the
Submitter’s control.

(iii)  To identify its transactions for reporting purposes,
each dealer shall obtain a unique broker symbol from the Na-
tional Association of Securities Dealers, Inc.

(iv)  Each dealer shall provide to the Board on Form
RTRS information necessary to ensure that its trade reports
can be processed correctly. Such information includes the
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manner in which transactions will be reported, the broker
symbol used by the dealer, the identity of and information on
any intermediary to be used as a Submitter, information on
personnel that can be contacted if there are problems in RTRS
submissions, and information necessary for systems testing
with RTRS. Information provided on Form RTRS shall be
kept current by notifying the MSRB when contact informa-
tion or other information provided on the form changes.

(v)  Testing Requirements.

(A) Prior to submitting transaction data under RTRS
Procedures, a dealer must successfully test its ability to
interface with RTRS as described in the RTRS Users
Manual.

(B) Testing During RTRS Start-Up

(1) Testing facilities will be made available
at least six months prior to the announced effective
date of these transaction reporting procedures (“An-
nounced RTRS Start-Up Date”). Except as provided
in the subparagraph below, each dealer shall be pre-
pared for testing no later than three months prior to
the Announced RTRS Start-Up Date and shall either
have successfully tested its RTRS capabilities or
have scheduled a testing date with the MSRB by that
time.

(2) Adealer electing to use only the Web-based
trade input method of transaction reporting and that
has averaged submissions of five or fewer trades dur-
ing a one-year period beginning in July 2003 shall be
required to test its RTRS capabilities no later than
one month prior to the Announced RTRS Start-Up
Date.

(vi)  The following transactions shall not be reported
under Rule G-14:

(A) Transactions in securities without assigned CU-
SIP numbers;

(B) Transactions in Municipal Fund Securities; and

(C) Inter-dealer transactions for principal movement
of securities between dealers that are not inter-dealer
transactions eligible for comparison in a clearing agency
registered with the Commission.

Rule G-14 RTRS Procedures

(a) General Procedures.

(i) The Board has designated three RTRS Portals for
dealers to use in the submission of transaction information.
Transaction data submissions must conform to the formats
specified for the RTRS Portal used for the trade submission.
The RTRS Portals may be used as follows:
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(A) The message-based trade input RTRS Portal
operated by National Securities Clearing Corporation
(NSCC) (“Message Portal”) may be used for any trade
record submission or trade record modification.

(B) The RTRS Web-based trade input method
(“RTRS Web Portal” or “RTRS Web”) operated by the
MSRB may be used for low volume transaction submis-
sions and for modifications of trade records, but cannot be
used for submitting or amending inter-dealer transaction
data that is used in the comparison process. Comparison
data instead must be entered into the comparison sys-
tem using a method authorized by the registered clearing
agency.

(C) The NSCC Real-Time Trade Matching
(“RTTM”) Web-based trade input method (“RTTM Web
Portal” or “RTTM Web”) may be used only for sub-
mitting or modifying data with respect to Inter-Dealer
Transactions Eligible for Comparison.

(i1))  Transactions effected with a Time of Trade during
the hours of the RTRS Business Day shall be reported within
15 minutes of Time of Trade to an RTRS Portal except in the
following situations:

(A) A “List Offering Price/Takedown Transaction,”
as defined in paragraph (d)(vii) of Rule G-14 RTRS Pro-
cedures, shall be reported by the end of the day on which
the trade is executed.

(B) A dealer effecting trades in short-term instru-
ments under nine months in effective maturity, including
variable rate instruments, auction rate products, and com-
mercial paper shall report such trades by the end of the
RTRS Business Day on which the trades were executed.

(C) A dealer shall report a trade within three hours
of the Time of Trade if all the following conditions ap-
ply: (1) the CUSIP number and indicative data of the
issue traded are not in the securities master file used by
the dealer to process trades for confirmations, clearance
and settlement; (2) the dealer has not traded the issue in
the previous year; and (3) the dealer is not a syndicate
manager or syndicate member for the issue. If fewer than
three hours of the RTRS Business Day remain after the
Time of Trade, the trade shall be reported no later than
15 minutes after the beginning of the next RTRS Busi-
ness Day. This provision (C) will cease to be effective on
June 30, 2008 for when, as and if issued transactions and
December 29, 2006 for all other transactions.

(D) A dealer reporting an “away from market” trade
as described in Section 4.3.2 of the Specifications for
Real-Time Reporting of Municipal Securities Transac-
tions shall report such trade by the end of the day on
which the trade is executed.

(E) A dealer reporting an inter-dealer “VRDO in-
eligible on trade date” as described in Section 4.3.2 of
the Specifications for Real-Time Reporting of Municipal
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Securities Transactions shall report such trade by the end
of the day on which the trade becomes eligible for auto-
mated comparison by a clearing agency registered with
the Commission.

(F) A dealer reporting an inter-dealer “resubmission
of an RTTM cancel” as described in Section 4.3.2 of the
Specifications for Real-Time Reporting of Municipal Se-
curities Transactions shall resubmit identical information
about the trade cancelled by the end of the RTRS Busi-
ness Day following the day the trade was cancelled.

(iii) Transactions effected with a Time of Trade outside
the hours of the RTRS Business Day shall be reported no later
than 15 minutes after the beginning of the next RTRS Busi-
ness Day.

(iv)  Transaction data that is not submitted in a timely
and accurate manner in accordance with these Procedures
shall be submitted or corrected as soon as possible.

(v)  Information on the status of trade reports in RTRS
is available through the Message Portal, through the RTRS
Web Portal, or via electronic mail. Trade status information
from RTRS indicating a problem or potential problem with
reported trade data must be reviewed and addressed promptly
to ensure that the information being disseminated by RTRS is
as accurate and timely as possible.

(vi) RTRS Portals will be open for transmission of
transaction data and status of trade reports beginning 30 min-
utes prior to the beginning of the RTRS Business Day and
ending 90 minutes after the end of the RTRS Business Day.

(b) Reporting  Requirements  for
Transactions.

Specific  Types of

@) Inter-Dealer Transactions Eligible for Comparison
by a Clearing Agency Registered with the Commission.

(A) Bilateral Submissions: Inter-Dealer Transac-
tions Eligible for Trade Comparison at a Clearing Agency
Registered with the Commission (registered clearing
agency) shall be reported by each dealer submitting, or
causing to be submitted, such transaction records required
by the registered clearing agency to achieve comparison
of the transaction. The transaction records also shall in-
clude the additional trade information for such trades
listed in the Specifications for Real-Time Reporting of
Municipal Securities Transactions contained in the RTRS
Users Manual.

(B) Unilateral Submissions: For transactions that,
under the rules of the registered clearing agency, are
deemed compared upon submission by one side of the
transaction (unilateral submissions), a submission is not
required by the contra-side of the transaction. The contra-
side, however, must monitor such submissions to ensure
that data representing its side of the trade is correct and
use procedures of the registered clearing agency to cor-
rect the trade data if it is not.



(i)  Customer Transactions. Reports of transactions
with customers shall include the specific items of information
listed for such transactions in the Specifications for Real-
Time Reporting of Municipal Securities Transactions.

(iii)) Agency Transactions With Customers Effected
By An Introducing Broker Against Principal Account of its
Clearing Broker. Reports of agency transactions effected by
an introducing broker for a customer against the principal ac-
count of its clearing broker shall include the specific items
of information listed in the Specifications for Real-Time Re-
porting of Municipal Securities Transactions for “Inter-Dealer
Regulatory-Only” trades.

(iv)  Transactions with Special Conditions. Reports of
transactions affected by the special conditions described in
the RTRS Users Manual in Section 4.3.2 of the Specifications
for Real-Time Reporting of Municipal Securities Transac-
tions shall be reported with the “special condition indicators”
shown and in the manner specified. Special condition indi-
cators designated as “optional” in these Specifications are
required for the Submitter to obtain an extended reporting
deadline under paragraphs (a)(ii)(B)-(C) of Rule G-14 RTRS
Procedures, but may be omitted if a deadline extension is not
claimed. All other special condition indicators are mandatory,
including the List Offering Price/Takedown Transaction in-
dicator for transactions identified in paragraph (a)(ii)(A) of
Rule G-14 RTRS Procedures.

(¢) RTRS Users Manual. The RTRS Users Manual is com-
prised of the Specifications for Real-Time Reporting of
Municipal Securities Transactions, the Users Guide for RTRS
Web, Testing Procedures, guidance on how to report specific
types of transactions and other information relevant to trans-
action reporting under Rule G-14. The RTRS Users Manual
is located at www.msrb.org and may be updated from time
to time with additional guidance or revisions to existing
documents.

(d) Definitions.

(6)) “RTRS” or “Real-Time Transaction Reporting
System” is a facility operated by the MSRB. RTRS receives
municipal securities transaction reports submitted by dealers
pursuant to Rule G-14, disseminates price and volume infor-
mation in real time for transparency purposes, and otherwise
processes information pursuant to Rule G-14.

(ii)) The “RTRS Business Day” is 7:30 a.m. to 6:30
p.m., Eastern Time, Monday through Friday, on each business
day as defined in Rule G-12(b)(1)(B).

@iii)  “Time of Trade” is the time at which a contract is
formed for a sale or purchase of municipal securities at a set
quantity and set price.

(iv)  “Submitter” means a dealer, or service bureau act-
ing on behalf of a dealer, that has been authorized to interface
with RTRS for the purposes of entering transaction data into
the system.
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(v)  “Inter-Dealer Transaction Eligible for Automated
Comparison by a Clearing Agency Registered with the Com-
mission” is defined in MSRB Rule G-12(f)(iv).

(vi)  “Municipal Fund Securities” is defined in Rule
D-12.

(vii) “List Offering Price/Takedown Transaction”
means a primary market sale transaction executed on the first
day of trading of a new issue:

(A) by a sole underwriter, syndicate manager, syn-
dicate member or selling group member at the published
list offering price for the security (“List Offering Price
Transaction”); or

(B) by a sole underwriter or syndicate manager to
a syndicate or selling group member at a discount from
the published list offering price for the security (“RTRS
Takedown Transaction”).

Rule G-14 Interpretations

Notice Concerning Executing Broker Symbols:
Rule G-14

December 16, 1996

MSRB Rule G-14 on Transaction Reporting requires that ev-
ery dealer obtain an executing broker symbol, if one has not
already been assigned, from National Association of Securi-
ties Dealers Automated Quotations (NASDAQ). NASDAQ
will assign executing broker symbols to all dealers including
bank dealers. NASDAQ Subscriber Services can be reached at
212-231-5180, option 3. When calling NASDAQ Subscriber
Services for an executing broker symbol, dealers should state
that they need the symbol for use in reporting transactions in
municipal securities to the MSRB. If dealers experience dif-
ficulties in obtaining executing broker symbols, then they can
send an e-mail to subscriber@NASDAQ.com.

NOTE: This notice was revised to reflect updated information.

Rule G-14 Transaction Reporting Procedures —
Time of Trade Reporting

August 1, 1996

1. Q: When is the inter-dealer time of trade reporting re-
quirement effective?

A: The amendment to the rule G-14 transaction reporting
procedures requiring the submission of time of trade execu-
tion for inter-dealer transactions became effective on July 1,
1996.

2. Q: What is the purpose of submitting the time of trade to
the Board?

A: The Board’s Transaction Reporting Program has two
functions — public dissemination of price and volume infor-
mation about frequently traded securities and the maintenance
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of a surveillance database to assist regulators in inspection for
compliance with, and enforcement of, Board rules and secu-
rities laws. The surveillance database includes, among other
things, the price and volume of each reported transaction, the
trade date, the identification of the security traded, and the
parties to the trade. The addition of the time of trade execution
will enable the enforcement agencies to construct audit trails
of inter-dealer transactions. When customer transactions are
added to the system in 1998, these transaction records also
will include time of trade. Time of trade will not be made
public.

3. Q: How is time of trade reported?

A: Under rule G-14, inter-dealer transaction information is
reported to the Municipal Securities Rulemaking Board using
the same system used for automated comparison of inter-
dealer transactions, operated by National Securities Clearing
Corporation. Rule G-14 requires that the transaction informa-
tion be submitted in the format specified by NSCC, and within
such timeframe as required by NSCC to produce a compared
trade for the transaction in the initial comparison cycle on the
night of trade date. A broker, dealer or municipal securities
dealer may employ an agent that is a member of NSCC or
a registered clearing agency for the purpose of submitting
transaction information. For example, the clearing broker
generally reports transactions to the MSRB through NSCC
when there is an introducing/clearing broker arrangement.

Under the new amendment to rule G-14, the transaction
information submitted in accordance with the rule G-14 pro-
cedures must include the time of trade execution. NSCC has
provided a space designated for this purpose in the standard
format used for submitting trade data into the automated com-
parison system.

4.Q: Which dealer in an inter-dealer transaction reports the
time of trade?

A: Under NSCC’s automated comparison procedures, both
sides of a transaction generally are required to submit trans-
action information. Therefore, time of trade will be reported
by each side of the transaction in most cases. For “syndicate
take-down” transactions, which are reported by only the sell-
er, the time of trade is reported only by the seller.

5. Q: If the time of trade that I submit does not agree with
the time of trade that the contra party submits, will this
cause the trade not to compare?

A: No. The time of trade is not a match item in the auto-
mated comparison system.

6. Q: Why do both sides to the transaction have to submit
the time of trade?

A: In some cases, even though both sides of a transaction
are supposed to submit transaction information, the Board
receives transaction information from only one party to a
transaction. This may occur, for example, when a dealer
“stamps an advisory” to create a compared trade. It therefore
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is necessary for each side of a transaction to report the time of
trade to ensure that the surveillance data base has at least one
report of the time of trade.

7. Q: Does the time of trade reporting requirement apply
only to secondary market transactions?

A: No. The time of trade is required for all inter-dealer trans-
actions including those in the primary market.

8. O: How does a dealer determine the time of trade for
transactions?

A: In general, this is the same time as the “time of execu-
tion,” as currently required for recordkeeping purposes under
rule G-8(a)(vi) and (vii).

9. Q: What is the time of trade for syndicate allocations on
new issues?

A: First it should be noted that the “initial trade date” for an
issue of municipal securities cannot precede the date of award
(for competitive issues) or the date that the bond purchase
agreement is signed (for negotiated issues). See rule G-34(a)
(i1)(C)(2) and MSRB Interpretations of April 30, 1982, MSRB
Manual and October 7, 1982, MSRB Manual. Similarly, the
time of trade may not precede the time of award (for competi-
tive issues) or the time that the bond purchase agreement is
signed (for negotiated issues). In the typical case involving
a competitive issue in which allocations are made after the
date of award, the time of trade execution is the time that the
allocation is made. If allocations have been “preassigned,”
prior to a competitive award, or prior to the signing of a bond
purchase agreement, the time of award or signing of the bond
purchase agreement should be entered as the “time of trade.”

Reminder Regarding MSRB Rule G-14 Transaction
Reporting Requirements

March 3, 2003

The Municipal Securities Rulemaking Board (“MSRB”) and
NASD would like to remind brokers, dealers and municipal
securities dealers (collectively “dealers”) about the require-
ments of MSRB Rule G-14, on transaction reporting. This
document also describes services provided by the MSRB de-
signed to assist dealers in complying with Rule G-14.

Transactions reported to the MSRB under Rule G-14 are
made available to the NASD and other regulators for their
market surveillance and enforcement activities. The MSRB
also makes public price information on municipal securities
transactions using data reported by dealers. One product is
the Daily Report of Frequently Traded Securities (“Daily
Report”) that is made available to subscribers each morning
by 7:00 am. Currently, it includes details of transactions in
municipal securities issues that were “frequently traded” the
previous business day.! The Daily Report is one of the pri-
mary public sources of municipal securities price information
and is used by a variety of industry participants to evaluate
municipal securities.?



Dealers can monitor their municipal transaction reporting
compliance in several ways. For customer and inter-dealer
transaction reporting, the MSRB Dealer Feedback System
(“DFS”) provides monthly statistical information on transac-
tions reported by a dealer to the MSRB and information about
individual transactions reported by a dealer to the MSRB.
For daily feedback on customer trades reported, the MSRB
provides dealers a “customer report edit register” on the day
after trades were submitted. This product indicates trades
successfully submitted and those that contained errors or pos-
sible errors.? For inter-dealer transactions, National Securities
Clearing Corporation (“NSCC”) provides to its members dai-
ly files, sometimes called “contract sheets,” that can be used
to check the content and status of the transactions the member
has submitted.

Inter-Dealer Transactions

Even before Rule G-14 imposed requirements for transaction
reporting, MSRB Rule G-12(f), on use of automated com-
parison, clearance and settlement systems, required dealers
to submit data on their inter-dealer transactions in municipal
securities to a registered clearing agency for automated com-
parison on trade date (“T”"). NSCC provides the automated
comparison services for transactions in municipal securities.
The same inter-dealer trade record dealers submit to NSCC for
comparison also is used to satisfy the requirements of MSRB
Rule G-14 to report inter-dealer transactions to the MSRB.
NSCC forwards the transaction data it receives from dealers
to the MSRB so that dealers do not have to send a separate
record to the MSRB. However, satisfying the requirements
for successful trade comparison under Rule G-12(f) does not,
by itself, necessarily satisfy a dealer’s Rule G-14 transaction
reporting requirements. In addition to the trade information
necessary for a successful trade comparison, Rule G-14 re-
quires dealers to submit accrued interest, time of trade (in
military format) and the effecting brokers’ (both buy and sell
side) four-letter identifiers, also known as executing broker
symbols (“EBS”). Failure to include accrued interest, time
of trade and EBS when submitting transaction information
to NSCC’s automated comparison system is a violation of
MSRB Rule G-14 on transaction reporting even though the
trade may compare on T.

As noted above, the MSRB provides dealers with statisti-
cal measures of compliance with some important aspects
of MSRB Rules G-12 and G-14 through its Dealer Feed-
back System.* The statistics available for inter-dealer trades
include:

e Late or Stamped. The frequency with which a dealer
causes an inter-dealer trade not to compare on trade date is
reflected in the “late or stamped” statistic. Trades that do not
compare on trade date are ineligible for the Daily Report. The
statistic is an indication of how often a dealer submits a trade
late or stamps its contra-party’s advisory, and is expressed as
a percentage of the dealer’s total compared trades. Because
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this statistic includes both “when, as and if issued” and reg-
ular-way trades, it provides a comprehensive analysis of the
timeliness with which a dealer reports its trades.

e Invalid Time of Trade. This statistic reflects the total
number of trade records submitted by a dealer in which the
time of trade is null or not within the hours of 0600 to 2100.
Accurate times of trade are essential to regulatory surveil-
lance because they provide an audit trail of trading activity.

*  Uncompared Input. A high percentage of uncompared
trades may indicate that a dealer is submitting duplicative
trade information, inaccurate information, or is erroneously
submitting buy-side reports against syndicate takedowns.’> The
uncompared input statistic reflects trade records that a dealer
inputs for comparison that never compare and are expressed
as a percentage of a dealer’s total number of compared trades.
It is a violation of Rule G-14 to submit trade reports that
do not accurately represent trades. Moreover, Rule G-12(f)
requires that dealers follow-up on inter-dealer trade submis-
sions that do not compare in the initial trade cycle by using the
post-original comparison procedures at NSCC. Trade reports
made to MSRB and NSCC that never compare are a concern
because they either represent inaccurate trade input or indi-
cate that the dealer is not following-up on uncompared trades
using the post-original comparison procedures provided by
NSCC.

e Compared but Deleted or Withheld. This statistic rep-
resents deleted or withheld trade records and is a percentage
of all compared trade records. Compared trade records that
are subsequently deleted or withheld are a concern because
these trades may have previously appeared on the Daily Re-
port. While it is sometimes necessary to correct erroneous
trade submissions using delete or withhold procedures, this
will be an infrequent occurrence if proper attention is paid
to transaction reporting procedures. Dealers that have a high
percentage of such trades should review their procedures to
determine why transaction data is being entered inaccurately.

e Executing Broker Symbol (EBS) Statistics. These sta-
tistics indicate the percentage of trade submissions for which
the field identifying the dealer that effected the trade is either
empty or contains an invalid entry. These statistics are com-
piled for every member of NSCC.° It provides information
on three types of EBS errors: 1) null EBS, where a dealer left
the EBS field blank; 2) numeric EBS, where a dealer entered
a number in the EBS field; and 3) unknown EBS, where a
dealer populated the EBS field with a symbol that is not a
valid NASD-assigned EBS. A large number of EBS errors
may indicate that both clearing firm and correspondent dealer
reporting procedures and/or software need to be reviewed to
ensure that the EBS is entered correctly and does not “drop
out” of the data during the submission process. The compat-
ibility of correspondent dealer and clearing broker reporting
systems also may need to be examined.
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Note on Stamped Advisories

Firms often stamp advisories on T+1 after failing to submit
accurate inter-dealer transaction information on trade date. A
stamped advisory essentially is a message sent through the
NSCC comparison system by the clearing firm on one side of
a trade indicating that it agrees with the trade details submit-
ted by the contra party.

A significant percentage of stamped advisories is a concern
for two reasons. First, trades compared via a stamped advi-
sory cannot be published in the Daily Report because they do
not compare on trade date. Second, unless the dealer stamping
the advisory verifies every data element submitted by the con-
tra party (including accrued interest, time of trade and EBS)
stamping the advisory may effectively confirm erroneous data
about the trade, which will be included in the surveillance data
provided to market regulators. With particular respect to EBS,
both the MSRB and the NASD have observed that dealers do
not always include accurate contra parties’ EBSs in transac-
tion reports. As a result, when a firm “stamps” a contra party’s
submission, its own EBS may not be correctly included in the
transaction report sent to the MSRB.

In lieu of stamping an advisory, it is possible for a dealer to
submit an “as of” trade record to match an advisory pend-
ing against it. This serves the same purpose as stamping an
advisory but in addition allows the dealer to input its own
EBS (and other data elements) and thus ensure the accuracy
of the information about its side of the trade. While the trade
will still be reported late, the data about the trade will be more
likely to be correct.

Note on Clearing Broker-Correspondent Issues

While Rule G-14 notes that accurate and timely transaction
reporting is primarily a responsibility of the firm that effected
a trade, it also notes that a firm may use an agent or intermedi-
ary to submit trade information on its behalf. For inter-dealer
trades, a direct member of NSCC must be used to input trans-
action data if the dealer effecting the transaction is not itself
a direct member. This Rule G-14 requirement that a clearing
broker and correspondent work together to submit transaction
reporting data in a timely and accurate manner is the same as
exists in Rule G-12(f) on inter-dealer comparison.

Where there is a clearing-correspondent relationship between
dealers, timely and accurate submission of trade data to NSCC
generally requires specific action by both the direct member
of NSCC (who clears the trade) as well as the correspondent
firm. The MSRB has noted that the responsibility for proper
trade submission is shared between the correspondent and its
clearing broker.” Clearing brokers, their correspondents and
their contraparties all have a responsibility to work together to
resolve inaccurate or untimely information on transactions in
municipal securities. A clearing firm’s use of a large number
of stamped advisories may indicate systemic problems with
the clearing broker’s procedures, the correspondents’ proce-
dures, or both.?
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Customer Transactions

Dealers that engage in municipal securities transactions with
customers also are required to submit accurate and complete
trade information to the MSRB by midnight of trade date
under Rule G-14. MSRB customer transaction reporting
requirements include the reporting of time of trade and the
dealer’s EBS for each trade.

Dealers have flexibility in the way they report customer trans-
actions to the MSRB Transaction Reporting System. The
three options available allow dealers to: 1) transmit customer
transaction data directly to NSCC, which, using its commu-
nications line with MSRB, forwards trade data to the MSRB
the evening on which it is received; 2) send the data via an
intermediary, such as a clearing broker or service bureau, to
NSCC, which forwards the data to the MSRB; or 3) submit
the data directly to the MSRB using a PC dial-up connection
and software provided by the MSRB.

The MSRB Dealer Feedback System also provides deal-
ers with performance statistics for customer trade reporting.
These statistics include:

¢ Ineligible. This statistic reflects the percentage of a deal-
er’s initial customer trade records that were ineligible for the
Daily Report, because either the trade reports were submitted
after trade date or they contained some other dealer error that
caused it to be rejected by the MSRB Transaction Reporting
System.

e Late. Initial customer trade records that were submitted
after trade date are indicated in this statistic and are a sub-
set of ineligible trades. This percentage is reported separately
because late reporting is the most common reason for trade
records to be ineligible for the Daily Report.

e Cancelled. This is the percentage of a dealer’s initial cus-
tomer trade records that were cancelled by the dealer after
initial submission. Cancelled trades are a cause for concern
because the data in the trade record submitted prior to cancel-
lation may have already been included in the Daily Report.

* Amended. This is the percentage of a dealer’s initial
customer trade records that were amended by the dealer after
initial submission. Amended trades are a cause for concern
because the data in the trade record may have already been
included in the Daily Report. While it is important that cus-
tomer trades be immediately amended if any of the required
information was incorrectly reported, dealers sometimes
amend customer trade records unnecessarily. If trade de-
tails solely for internal dealer recordkeeping or delivery are
changed, the dealer should ensure that its processing systems
do not automatically send MSRB an “amend” record. For ex-
ample, if a transaction is reported correctly to the MSRB on
trade date, the dealer should not amend the transaction (or
cancel and resubmit another transaction record to the MSRB)
simply because customer account numbers or allocation and
delivery information is added or changed in the dealer’s own
records.” Amendments to change settlement dates for when-
issued transaction also are generally unnecessary. Since



MSRB monitors settlement dates for new issues through other
sources, dealers should not send amended trade records mere-
ly because the settlement date becomes known. Dealers may
find that their automated systems are sending amended trade
records to the MSRB in these cases, even though amendments
are unneeded. Attention to these areas could greatly reduce
the number of amendments sent to MSRB by some dealers.

e Invalid Time of Trade. This statistic reflects the total
number of trade records submitted by a dealer in which the
time of trade is null or not within the hours of 0600 to 2100.
Accurate times of trade are essential to regulatory surveil-
lance as they provide an audit trail of trading activity.

Questions / Further Information

Questions about this notice may be directed to staff at either
MSRB or NASD. For more information on transaction re-
porting, including questions and answers and the customer
transaction reporting system user guide, or to sign up for the
Dealer Feedback System, we encourage dealers to visit the
MSRB Web site at www.msrb.org, particularly the Municipal
Price Reporting / Transaction Reporting System section.

' The Daily Report is available by subscription at no cost. Currently, “fre-
quently traded” securities are those that traded two or more times during
a trading day. As noted below, inter-dealer transactions must be compared
on trade date to be eligible for this report.

The MSRB also publishes a “Daily Comprehensive Report,” providing
details of all municipal securities transactions that were effected during the
trading day one week earlier. The Daily Comprehensive Report is avail-
able by subscription for $2,000 per year. Along with trades in issues that
are not “frequently traded,” this report includes transactions reported to the
MSRB late, inter-dealer trades compared after trade date, and transaction
data corrected by dealers after trade date.

> A dealer may call the MSRB at (703) 797-6600 and ask to speak with a
Transaction Reporting Assistant who can check to see if its firm is signed
up for this free service.

A complete description of the service is available at www.msrb.org in the
Municipal Price Reporting/Transaction Reporting System section. NASD
also has informed dealers of this service in “Municipal Transaction Re-
porting Compliance Information,” Regulatory and Compliance Alert
(Summer 2002).

Under NSCC procedures, no buy-side trade report should be submitted for
comparison against a syndicate “takedown” trade submitted by the syn-
dicate manager. Syndicate transactions are “one-sided submissions” and
compare automatically after being submitted by the syndicate manager.
Paragraph (a) (ii) of Rule G-14 procedures thus requires that only the syn-
dicate manager submit the trade.

® The EBS statistics reflect the aggregate number of such errors found in
transaction data submitted by a particular NSCC member firm for itself
and/or for its correspondents. This statistic cannot be generated indi-
vidually for each correspondent because the EBS needed to identify the
correspondent is itself missing or invalid. EBS statistics only measure the
validity of the input the submitter provides to identify its own side of the
trade and do not measure the accuracy with which a dealer uses EBSs to
identify its contra-parties.

7 In 1994, the MSRB stated that, “introducing brokers share the respon-
sibility for complying with [Rule G-12(f)] with their clearing brokers.
Introducing brokers who fail to submit transaction information in a timely
and accurate manner could subject either or both parties to enforcement
action for violating [Rule G-12(f)].” See “Enforcement Initiative,” MSRB
Reports, Vol. 14, No. 3 (June 1994) at 35. NASD has since reiterated this
policy; see the following articles in Regulatory and Compliance Alert: “In-
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troducing Firm Responsibility When Reporting Municipal Trades Through
Service Bureaus and Clearing Firms” (Winter 2000) and “Municipal Secu-
rities Transaction Reporting Compliance Information” (Spring 2001).

As explained above, one of the problems often associated with stamped
advisories is that the EBS on transaction records may be missing or inac-
curate. Since a clearing broker may have many correspondents, stamping
an advisory can make it impossible for market regulators to know which
correspondent actually effected the trade.

Of course, if the initial information reported to the MSRB, such as total par
value, is changed, the trade record must be amended to make it correct.

Reporting of Transactions Arising from
Repurchase Agreements: Rule G-14

June 18, 2004

The MSRB has received inquiries from dealers as to whether
they must report purchase and sale transactions that arise from
repurchase agreements as “transactions” under Rule G-14,
on transaction reporting. Typically, a bona fide, properly
documented repurchase agreement (“repo”) is an agreement
consisting of two transactions whereby one party purchases
securities from a second party, and the second party agrees
to repurchase the securities on a certain future date at a price
that will produce an agreed-upon rate of return. The parties
may be dealers, investors, or others. There is a repo program
known to the MSRB in which one party to the repo transac-
tion is a dealer and the other party is a customer, so this type
of repo results in a sequence of two customer transactions.

The Transaction Reporting Program, which disseminates
prices of municipal securities trades reported to the Board by
dealers under Rule G-14, has an objective to provide price
transparency about the current market. Repos, however, are
not the type of transactions that were intended for reporting
under Rule G-14. This is because the paired transactions of
a repo function as a financing agreement and the underlying
transactions, while technically purchase-sale agreements, are
not necessarily effected at market prices. Since there is no
way in today’s batch Transaction Reporting System to sup-
press customer transaction reports from being portrayed as
market prices, dealers should not report repos to the current
Transaction Reporting Program. This approach is consistent
with the practice for reporting of corporate bond transactions
to the NASD’s TRACE system, in that NASD advises dealers
not to report corporate bond repo transactions.!

In January 2005, the MSRB plans to begin operation of the
Real-Time Transaction Reporting System (RTRS) and to re-
quire reporting of transactions in real-time under a proposed
change to Rule G-14.2 In RTRS there is an indicator by which
a dealer can report that a trade was done under special condi-
tions, including trades done at other than the market price.?
The MSRB plans to amend the RTRS specifications to add a
value to this indicator by which a dealer would report that a
transaction was done at a price away from the market because
it was a customer transaction and was part of a repo. Such re-
porting will support the creation of a complete “audit trail” for
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market surveillance purposes. The indicator in this case will
cause the trade to be suppressed from publication to avoid
misleading transparency reports.

When the RTRS Specification is amended to add the value
for “repo not at market price,” an effective date will be stated
for required reporting of such repos. Between January 2005
and the effective date of the amended Specification, dealers
have the option to report such repos, or not, depending upon
the configuration of their trade reporting systems. Before the
effective date, if a dealer reports a repo that is a customer
transaction away from the market, the report should include
the value “R004” in the SPXR field, to indicate that it is a
non-market price with “reason not listed” among currently
used values.

' See, e.g., “TRACE Frequently Asked Questions (Reporting)” on www.
nasd.com/mkt_sys/trace_faqs_reporting.asp.

2 The proposed amendment was filed with the Commission on June 1,2004.
See “Real-Time Transaction Reporting: Notice of Filing of Proposed Rule
Change to Rules G-14 and 12(f),” Notice 2004-13, on www.msrb.org.

See Specifications for Real-time Reporting of Municipal Securities Trans-
actions, Version 1.2, section 4.3.2, field “SPXR.”

Reminder Notice on “List Offering Price” and
Three-Hour Exception for Real-Time Transaction
Reporting: Rule G-14

December 10, 2004

The MSRB has received questions concerning the meaning of
“list offering price” in Rule G-14 Real-Time Transaction Re-
porting Procedures. As used in this context, the term means
the publicly announced “initial offering price” at which a new
issue of municipal securities is to be offered to the public.

Real-time transaction reporting requires dealers to report most
transactions within fifteen minutes of the time of trade ex-
ecution.! Transactions effected at the “list offering price” by
syndicate or selling group members? on the first day of trad-
ing in a new issue are eligible for an exception found in Rule
G-14 RTRS Procedures section (a)(ii)(A). Such transactions
instead are required to be reported by the end of the day. Note
that syndicate and selling group members are not required to
wait to report such transactions at the end of the day and may
choose to report prior to the end of the day.

The exception from fifteen-minute transaction reporting for
list-price syndicate trades is based on operational difficul-
ties that otherwise might be presented for dealers when large
numbers of transactions at the initial offering price must be
reported by a dealer at one time. The MSRB viewed these
operational considerations as sufficiently important to allow
trades to be reported at the end of the day given that the price
of such trades (the “list offering price”) is public. Note that
transactions by syndicate or selling group members at prices
other than the “list offering price” on the first day of trad-
ing in a new issue are required to be reported within fifteen
minutes of the time of trade execution. For example, transac-
tions between the syndicate manager and syndicate members
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(“takedown” transactions) that are at prices other than the “list
offering price” must be reported within fifteen minutes of the
time of execution. Similarly, transactions done at offering
prices that have not been publicly announced, e.g. “not reof-
fered” prices, also must be reported within fifteen minutes of
the time of execution since these prices are not public.

Questions also have been asked about the availability of the
three-hour trade reporting exception found in Rule G-14
RTRS Procedures section (a)(ii)(C). When a dealer effects a
trade in an issue it has not traded in the past year and does not
have CUSIP numbers and indicative data for the issue in its
securities master file used to process trades for confirmations,
clearance and settlement, it is allowed three hours to report.?
This exception is designed to allow a dealer time to set-up a
security it has not traded and is available for transactions on
the first day of trading in a new issue. Note this exception is
not available for syndicate and selling group members.

Rule changes to MSRB Rules G-14, on transaction reporting, and G-12(f),
on automated comparison of inter-dealer transactions, that will require
dealers to report transactions in real-time become effective January 31,
2005. See MSRB Notice 2004-36 (November 17,2004) on www.msrb.org.

o

References to “syndicate and selling group members” in this context are
meant to include managers of syndicates as well as sole underwriters or
placement agents in non-syndicated offerings.

The three-hour exception sunsets one year after real-time transaction re-
porting is implemented.

Reminder Notice on Use of “List Offering Price/
Takedown” Indicator: Rule G-14

January 19, 2007

On January 8, 2007, certain amendments to Rule G-14 con-
cerning the “List Offering Price/Takedown” indicator became
effective. These amendments require the use of the “List Of-
fering Price/Takedown” indicator on primary market sale
transactions executed on the first day of trading of a new issue:

e by asole underwriter, syndicate manager, syndicate mem-
ber or selling group member at the published list offering
price for the security (“List Offering Price Transaction”);
or

e by asole underwriter or syndicate manager to a syndicate
or selling group member at a discount from the published
list offering price for the security (“RTRS Takedown
Transaction”).!

Since implementation of the revised “List Offering Price/
Takedown” indicator, the MSRB has received several
questions concerning the use of the indicator on certain trans-
actions executed by sole underwriters, syndicate managers,
syndicate members, or selling group members on the first day
of trading in a new issue. These questions relate to whether
inter-dealer transactions at a price equal to the “list offering
price” are included in the definition of “List Offering Price
Transactions.” The MSRB wishes to clarify that inter-dealer
transactions are not included in the definition of “List Offer-
ing Price Transactions.”



The MSRB has previously clarified that the published list
offering price is defined as the “publicly announced ‘initial
offering price’ at which a new issue of municipal securities is
to be offered to the public.”® A large number of sales to inves-
tors at the published list price are expected on the first day
of trading of a new issue, and these transactions offer rela-
tively little value to real-time transparency. Consequently, the
“List Offering Price” exception provides these transactions
with an end-of-day exception to the 15-minute deadline. An
inter-dealer sale transaction at a price equal to the list offering
price, however, does provide useful current market informa-
tion, since it can be presumed that the security is destined to
be redistributed to investors at a price above the published
list offering price. Inter-dealer transactions at the list offering
price, therefore, are not included in the definition of “List Of-
fering Price Transactions,” and identifying such transactions
with the “List Offering Price/Takedown” indicator would vio-
late MSRB Rule G-14.

! See Rule G-14 RTRS Procedures (d)(vii). A transaction reported with the
“List Offering Price/Takedown” indicator receives an end-of-day excep-
tion to the 15-minute reporting deadline.

o

An inter-dealer transaction may meet the definition of an “RTRS Take-
down Transaction” when a sole underwriter or syndicate manager executes
a transaction with a syndicate or selling group member at a discount from
the published list offering price for the security.

See “Reminder Notice on ‘List Offering Price” and Three-Hour Exception
for Real-Time Transaction Reporting: Rule G-14,” MSRB Notice 2004-40
(December 10, 2004). If the price is not publicly disseminated (e.g., if the
security is a “not reoffered” maturity within a serial issue), the transaction
is not considered a “List Offering Price Transaction.”

Notice on Comparison of Inter-Dealer Deliveries
That Do Not Represent Inter-Dealer Transactions —
“Step Out” Deliveries: Rules G-12(f) And G-14

April 1,2005

The MSRB reminds dealers of trade reporting procedures
with respect to “step outs” and other inter-dealer deliveries
that are not the result of inter-dealer transactions.

Rule G-14 requires that inter-dealer purchase-sale transac-
tions eligible for comparison through the National Securities
Clearing Corporation (NSCC) automated comparison system
(RTTM) be reported to the MSRB Transaction Reporting
System. For these inter-dealer transactions, trade reporting
to the MSRB is accomplished by both the purchasing and
selling dealers submitting the trade for comparison follow-
ing NSCC’s procedures, and ensuring that the trade record
includes certain additional data required by Rule G-14. NSCC
then forwards each dealer’s trade submission to the MSRB.
In effect, the comparison submission to NSCC doubles as the
trade report to the MSRB.

In certain situations, deliveries of securities occur between
two dealers even though the two dealers did not effect a
purchase-sale transaction with each other. Dealers using the
comparison system to facilitate these deliveries must be
careful not to report the deliveries as inter-dealer transac-
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tions. A frequent example of this situation occurs when an
independent investment advisor effects a transaction with a
dealer (the “executing dealer”) and instructs the executing
dealer to deliver securities to another dealer (the “custody
dealer”) for unnamed clients of the investment advisor. The
resulting delivery between the executing dealer and the cus-
tody dealer may be handled through NSCC by submitting
the delivery to RTTM for comparison, even though there
was no purchase-sale transaction between the two dealers.
However, in these cases, the executing dealer and the custody
dealer each must indicate that the submissions are for RTTM
Matching Only (Destination 01, see below) to ensure that the
submissions do not also constitute trade reports under Rule
G-14. Failure to do so by either party will result in a viola-
tion of Rule G-14.

NSCC has published procedures for identifying comparison
submissions as step outs, meaning comparison submissions
that do not represent reportable inter-dealer transactions.?
Although the full procedures are not repeated here, they ba-
sically require dealers using interactive messaging to submit
data to NSCC with “DEST 01” (and no other “DEST”) in the
destination indicator message field and dealers using RTTM
Web to select the “RTTM” trade reporting indicator.’ To avoid
violations of Rule G-14, dealers also should be careful to use
NSCC’s step out procedures only when applicable (i.e., when
there is an inter-dealer delivery being compared, but there was
no purchase-sale transaction between the dealers).*

It is worth noting that comparison submissions will compare
against each other in RTTM regardless of whether their step
out indicators match. When two dealers submit “mismatched”
destination indicators and a comparison occurs, NSCC for-
wards data about both submissions to the MSRB, but the
MSRB is unable to determine which dealer was correct as
to whether the comparison represents a transaction or a step
out. However, it is clear in such a case that at least one of
the dealers has violated Rule G-14, either by reporting a true
inter-dealer trade as a step out or by reporting an inter-dealer
transaction that did not occur.

The MSRB is developing a report that will identify such “mis-
matched” inter-dealer trade comparisons as an aid to dealers
and enforcement personnel. The MSRB will publish a notice
when the report is available. However, dealers should at this
time review their comparison and trade reporting procedures
to ensure that their comparison submissions correctly use the
step out indicator and use it only when appropriate.

Questions about the procedure for processing step out deliv-
eries should be directed to NSCC. Questions about whether
a particular type of delivery is reportable as an inter-dealer
purchase-sale transaction may be directed to MSRB staff.

' In this example, the executing dealer has an additional duty to report its

execution of the investment advisor’s order to the MSRB as a dealer sale
to a customer; the submission of the “step out” delivery to NSCC does
not substitute for this customer trade report. See MSRB Notice 2003-20,
“Notice on Reporting and Comparison of Certain Transactions Effected by
Investment Advisors: Rules G-12(f) and G-14,” May 23, 2003.
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For NSCC’s complete procedure on comparing step out deliveries, see
e.g., NSCC Important Notice A5943/P&S5513, “Changes to Municipal
Bond ‘Step Out’ Processing,” December 2, 2004, on www.nscc.com.

To further distinguish step out submissions, dealers also should include
“STEP” in the Trader ID contra party field.

Another example of a transfer of securities between dealers that is not
the result of a purchase-sale transaction was described in MSRB Notice
2004-14, “Notice on Certain Inter-Dealer Transfers of Municipal Securi-
ties: Rules G-12(f) and G-14,” June 4, 2004.

Reminder Regarding Modification and Cancellation of
Transaction Reports: Rule G-14

March 2, 2005

Executive Summary

The Municipal Securities Rulemaking Board (“MSRB”)
reminds brokers, dealers and municipal securities dealers
(collectively “dealers”) of the need to report municipal secu-
rities transactions accurately and to minimize the submission
of modifications and cancellations to the Real-Time Transac-
tion Reporting System (“RTRS”). Each transaction initially
should be reported correctly to RTRS. Thereafter, only chang-
es necessary to achieve accurate and complete transaction
reporting should be submitted to RTRS. Changes should be
rare since properly reported transactions should not need to
be corrected.

ok ook

Under Rule G-14, dealers are required to report all transac-
tions to the MSRB and to report accurately and completely
the information specified in the Rule G-14 RTRS Procedures
(“Procedures”). Trades that are reported with errors affect the
accuracy of the information published in price transparency
reports as well as the audit trail information retained in the
surveillance database.'

The MSRB has published notices to dealers reminding them
of their obligation to report transactions correctly and to mon-
itor error reports the MSRB sends them.? Each trade should
be reported correctly in the dealer’s initial submission of trade
data to RTRS and, for inter-dealer trades, to the Real-time
Trade Matching (“RTTM”) system as well. Changes should
be rare since properly reported transactions should not need
to be corrected. If, however, a transaction is reported with in-
correct or missing attributes (such as price or capacity), the
Procedures re-quire the dealer to correct the report as soon
as possible.* When RTRS sends certain error messages to a
dealer, the dealer is required to correct the trade report.* Deal-
ers can make those corrections, or other necessary corrections
in reported data, by modifying the trade report or by cancel-
ling the report and submitting a correct replacement.’ If it is
necessary to modify a report, modification is preferred over
cancellation and resubmission.®

Dealers should not change trade reports when the transaction
attribute that changes is not required to be reported by MSRB
or NSCC. For example, if only the account representative as-
sociated with a transaction changes, the report to the MSRB
should not be changed, as this information is not required to
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be reported to the MSRB under Rule G-14. Dealers should
take care that, if a modification or cancellation is submitted
that is not responding to an RTRS error message, the dealer is
correcting or cancelling an erroneous report.’

RTRS counts the number of modifications and cancellations
submitted by each dealer. The MSRB provides statistics to the
NASD and other enforcement agencies that measure dealer
performance in modifying and cancelling transactions, as
well as error rates of original submissions. Dealers that exces-
sively modify or cancel trade reports will have above-average
rates in these statistical reports. Dealers therefore should
change trade reports only when appropriate to attain accurate
and complete reporting under Rule G-14 and the Procedures.

Dealers can monitor their reporting of transactions in compli-
ance with Rule G-14 in several ways. The MSRB currently
provides information to dealers about their reporting perfor-
mance. Any error detected by RTRS is reported back to the
submitter by electronic message and is shown to the submitter
and the executing dealer on the RTRS Web screen.® RTRS
also sends e-mail error messages to dealers on request. The
RTRS Web screen lists all trades cancelled by the dealer, un-
der its Advanced Search feature. In addition, beginning in
March 2005, the MSRB plans to make available to dealers
the same statistics provided to the enforcement agencies, in a
report entitled “G-12(f)/G-14 Compliance Data from RTRS.”
This will be available monthly on the first Monday after the
15th of the month. A dealer’s report will include its statistics
for the most recent full month and for the previous month.’ It
will also include summary statistics for the municipal securi-
ties industry so that the dealer can compare its performance
to the industry’s. Further information about how a dealer can
obtain its compliance statistics will be posted in March on the
MSRB website, www.msrb.org.

! Transactions reported to the MSRB are made available to the NASD and
other regulators for their market surveillance and enforcement activities.

See, e.g., “Reminder Regarding MSRB Rule G-14 Transaction Reporting
Requirements” (March 3,2003) on www.msrb.org.

3 See Rule G-14 RTRS Procedures paragraph (a)(iv) and “Reminder Re-
garding Accuracy of Information Submitted to the MSRB Transaction
Reporting System: Rule G-14” (February 10, 2004) on www.msrb.org.

Messages which indicate a trade report is “unsatisfactory” and which have
an error code beginning with “U” require that the trade be modified or that
it be cancelled and replaced. See “Specifications for Real-time Reporting
of Municipal Securities Transactions,” especially the table and text after
the table in section 2.9. This document is on www.msrb.org.

Changes to inter-dealer trades are governed also by National Securities
Clearing Corporation (“NSCC”) rules. See, e.g., “Interactive Messaging:
NSCC Participant Specifications for Matching Input and Output” on www.
nscc.com.

Modification is preferred when changes are necessary because a modifi-
cation is counted as a single change to a trade report. A cancellation and
resubmission are counted as a change and (unless the resubmission is done
within the original deadline for reporting the trade) also a late report of
a trade. Methods for cancelling and modifying reports are described in
Sections 1.3.3 and 2.9 of “Specifications for Real-time Reporting of Mu-
nicipal Securities Transactions: Version 1.2” on www.msrb.org.



Note that the MSRB does not require a dealer to report a change to the set-
tlement date of a trade in when-issued securities, if that is the only change.

See “Real-Time Transaction Reporting Web User Manual” on www.msrb.
org.

The first report, planned for March 21,2005, will include statistics only for
February, since RTRS went into operation on January 31, 2005.

Reporting of Transactions in Certain Special
Trading Situations: Rule G-14

January 2, 2008

The MSRB Real-Time Transaction Reporting System (RTRS)
serves the dual purposes of price transparency and market sur-
veillance. Because a comprehensive database of transactions
is needed for the surveillance function of RTRS, MSRB Rule
G-14, on transaction reporting, with limited exceptions, re-
quires dealers to report all of their purchase-sale transactions
to RTRS within fifteen minutes. All reported transactions are
entered into the RTRS surveillance database used by market
regulators and enforcement agencies. However, the special
nature of some transactions effects their value for price trans-
parency and the ability of dealers to meet the fifteen minute
reporting deadline. To address these issues, RTRS was de-
signed so that a dealer can code a specific transaction report
with a “special condition indicator” to designate the transac-
tion as being subject to a special condition.!

Transactions Executed With Special Pricing
Conditions

Three trading scenarios recently have generated questions
from dealers and users of the MSRB price transparency prod-
ucts. Each of the three trading scenarios described below
represents situations where the transaction executed is not
a typical armslength transaction negotiated in the secondary
market and thus may be a misleading indicator of the market
value of a security. To clarify transaction reporting require-
ments and to prevent publication of a potentially misleading
price, dealers are required to report these transactions with
the M9c0 special condition indicator.” Transactions reported
with this special condition indicator are entered into the sur-
veillance database but suppressed from price dissemination to
ensure that transparency products do not include prices that
might be confusing or misleading.

Customer Repurchase Agreement Transactions

Some dealers have programs allowing customers to finance
municipal securities positions with repurchase agreements
(“repos”). Typically, a bona fide repo consists of two trans-
actions whereby a dealer will sell securities to a customer
and agree to repurchase the securities on a future date at a
pre-determined price that will produce an agreed-upon rate
of return. Both the sale and purchase transactions resulting
from a customer repo do not represent typical arms-length
transactions negotiated in the secondary market and are there-
fore required to be reported with the M9c0 special condition
indicator.
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UIT-Related Transactions

Dealers sponsoring Unit Investment Trusts (“UIT”) or simi-
lar programs sometimes purchase securities through several
transactions and deposit such securities into an “accumula-
tion” account. After the accumulation account contains the
necessary securities for the UIT, the dealer transfers the secu-
rities from the accumulation account into the UIT. Purchases
of securities for an accumulation account are presumably done
at market value and are required to be reported normally. The
transfer of securities out of the accumulation account and into
the UIT, however, does not represent a typical arms-length
transaction negotiated in the secondary market. Dealers are
required to report the subsequent transfer of securities from
the accumulation account to the UIT with the M9c0 special
condition indicator.

TOB Program-Related Transactions

Dealers sponsoring tender option bond programs (“TOB
Programs”) for customers sometimes transfer securities pre-
viously sold to a customer into a derivative trust from which
derivative products are created. If the customer sells the se-
curities held in the derivative trust, the trust is liquidated and
the securities are reconstituted from the derivative products
and transferred back to the customer. The transfer of securi-
ties into the derivative trust and the transfer of securities back
to the customer upon liquidation of the trust do not represent
typical arms-length transactions negotiated in the secondary
market. Such transactions are required to be reported using
the M9c0 special condition indicator.’

Inter-Dealer Transactions Reported “Late”

Inter-dealer transaction reporting is accomplished by both the
purchasing and selling dealers submitting the trade to the De-
pository Trust and Clearing Corporation’s (DTCC) automated
comparison system (RTTM) following DTCC’s procedures.
RTTM forwards information about the transaction to RTRS.
The inter-dealer trade processing situations described below
are the subject of dealer questions and currently result in
dealers being charged with “late” reporting or reporting of a
trade date and time that differs from the date and time of trade
execution. To allow dealers to report these types of transac-
tions without receiving a late error and to allow enforcement
agencies to identify these trades as reported under special cir-
cumstances, the MSRB has added two new special condition
indicators.* New special condition indicator Mc40 is used to
identify certain inter-dealer transactions that are ineligible for
comparison on trade date, and new special condition indicator
Mc50 is used to identify resubmissions of certain uncompared
inter-dealer transactions that have been cancelled by RTTM.
Described below are the procedures for reporting transactions
arising in three inter-dealer transaction reporting scenarios us-
ing the new special condition indicators.

Inter-Dealer Ineligible on Trade Date

Certain inter-dealer transactions are not able to be submitted
to RTTM on trade date or with the accurate trade date either
because all information necessary for comparison is not avail-
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able or because the trade date is not a “valid” trade date in
RTTM. The two inter-dealer trading scenarios described be-
low are required to be reported using the new Mc40 special
condition indicator.

VRDO Ineligible on Trade Date

On occasion, inter-dealer secondary market transactions are
effected in variable rate demand obligations (VRDOs) in
which the interest rate reset date occurs between trade date
and the time of settlement. Since dealers in this scenario can-
not calculate accrued interest or final money on trade date,
they cannot process the trade through RTTM until the inter-
est rate reset has occurred. To report such transactions, both
dealers that are party to the transaction are required to report
the transaction by the end of the day that the interest rate re-
set occurs, including the trade date and time that the original
trade was executed. Both dealers are required to include the
new Mc40 special condition indicator that causes RTRS not to
score either dealer late. Transactions reported using this pro-
cedure are disseminated without a special condition indicator
and the trade reports reflect the original trade date and time.

Invalid RTTM Trade Dates

Dealers sometimes execute inter-dealer transactions on week-
ends and on certain holidays that are not valid RTTM trade
dates. Such trades cannot be reported to RTRS using the
actual trade date if they occur on a weekend or holiday. To
accomplish automated comparison and transaction reporting
of such transactions, dealers are required to submit these in-
ter-dealer transactions to RTTM no later than fifteen minutes
after the start of the next RTRS Business Day and to include
a trade date and time that represents the next earliest “valid”
values that can be submitted.’ Dealers also are required to in-
clude the new Mc40 special condition indicator that allows
RTRS to identify these transactions so that enforcement agen-
cies can be alerted to the fact that the trade reports were made
under special circumstances using a special trade date and
time. RTRS disseminates these trade reports without a special
condition indicator and the trade report includes the trade date
and time reflecting the next earliest “valid” values that can be
submitted.

Resubmission of an RTTM Cancel

A dealer may submit an inter-dealer trade to RTTM and find
that the contra-party fails to report its side of the trade. Such
“uncompared” trades are not disseminated by RTRS on price
transparency products. After two days, RTTM removes the
uncompared trade report from its system and the dealer origi-
nally submitting the trade must resubmit the transaction in a
second attempt to obtain a comparison with its contra-party,
which currently results in RTRS scoring the resubmitted trade
report “late.”

The dealer that originally submitted information to RTTM
is required to resubmit identical information about the trans-
actionin the second attempt to compare and report the trade
by the end of the day after RTTM cancels the trade. The re-
submitting dealer also is required to include the new Mc50
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special condition indicator that causes RTRS to not score the
resubmitting dealer late. The indicator may only be used by
a dealer resubmitting the exact same trade information for
the same trade.” For example, the contra-party that failed to
submit its side to the trade accurately, thus preventing com-
parison of the transaction, is not allowed to use the indicator.
RTRS disseminates trade reports made under this procedure
without a special condition indicator once RTTM compares
the trade and the trade report reflects the original trade date
and time.

' See Specifications for Real-Time Reporting of Municipal Securities Trans-

actions Section 4.3.2.

In addition to the special trading situations identified in this notice, the
MOc0 special condition indicator, “away from market — other reason,”
is required to be included on a trade report if the transaction price differs
substantially from the market price for multiple reasons or for a reason not
covered by another special condition indicator.

In some cases, the transfer of securities into the derivative trust and the
transfer of securities back to the customer upon liquidation of the trust
do not represent purchase-sale transactions due to the terms of the trust
agreement. MSRB rules on transaction reporting do not require a dealer to
report a transfer of securities to RTRS that is not a purchase-sale transac-
tion in municipal securities.

4 See MSRB Notice 2007-25 (August 13,2007).

The MSRB previously provided an example of a trade date and time that
would be included on a trade report using this procedure. See “Reporting
of Inter-Dealer Transactions That Occur Outside of RTRS Business Day
Hours or on Invalid RTTM Trade Dates,” MSRB Notice 2007-12 (March
23,2007).

Using this procedure will result in transactions reported with a trade date
and time that differs from what is recorded in a dealer’s books and records.
Dealers are reminded that books and records are required to reflect the date
and time of trade execution.

7 The resubmitting dealer would not be required to resubmit the same refer-
ence number or preparation time on the resubmitted transaction; however,
other information about the transaction, such as price, quantity, trade date
and time, would be required to be identical to information included in the
original trade submission.

Transaction Reporting of Dealer Buybacks of
Auction Rate Securities: Rule G-14

September 2, 2008

As a result of the unprecedented number of “failed auctions”!
in municipal Auction Rate Securities (“ARS”) that have oc-
curred this year, many dealers have announced plans to offer
to purchase customer positions in municipal ARS at a stated
price, typically par (“ARS Buybacks™). These ARS Buyback
programs predominantly have occurred pursuant to settle-
ment agreements with state attorneys general. The MSRB has
received questions from dealers whether ARS Buybacks must
be reported to the MSRB Real-Time Transaction Reporting
System (RTRS) and, if so, whether the M9cO “away from
market — other reason” special condition indicator must be
included on such trade reports.

MSRB Rule G-14, on transaction reporting, requires all
purchase-sale transactions in municipal securities to be re-
ported to RTRS. Transactions in ARS must be reported to



RTRS and trade reports of ARS Buybacks must be reported
to RTRS without the M9c0 special condition indicator. The
primary reason a trade report would be required to include the
M9c0 special condition indicator is that the trade report con-
tains information that could be misleading to users of price
transparency reports.> The MSRB does not believe that trade
reports of ARS Buybacks would provide misleading informa-
tion relating to the market value of ARS because the price
at which ARS Buybacks are executed has been publicly an-
nounced. Therefore, trade reports of ARS Buybacks as well
as of other purchases of ARS from holders at current market
prices must be reported without the M9cO special condition
indicator.?

' A “failed auction” is not an event of default by the issuer, it only relates

to the auction process not being able to determine a clearing rate and not
permitting investors attempting to sell their securities from being able to
do so.

o

RTRS serves the dual purposes of price transparency and market surveil-
lance. Transactions reported with the M9cO special condition indicator
are entered into the surveillance database but suppressed from price dis-
semination. The MSRB has identified three specific situations in which
the M9c0 special condition indicator is required to be included on trade
reports. See Notice of Interpretation of Rule G-14: “Reporting of Transac-
tions in Certain Special Trading Situations: Rule G-14,” dated January 2,
2008.

Users of the MSRB’s price transparency reports produced from RTRS
should be aware that ARS Buybacks may result in a higher than normal
volume of trade reports in ARS and should not use this volume as an indi-
cation that the market for ARS has fully recovered from the unprecedented
number of failed auctions that have occurred in 2008. Further, the prices at
which ARS Buybacks are executed may not reflect the actual market value
for the security.

Build America Bonds and Other Tax Credit Bonds
April 24,2009

The American Recovery and Reinvestment Act of 2009 added
a provision to the Internal Revenue Code that authorizes state
and local governments to issue two types of “Build America
Bonds” as taxable governmental bonds with Federal subsidies
for a portion of their borrowing costs.

The first type of Build America Bond provides a Federal sub-
sidy through Federal tax credits to investors in the bonds. The
tax credits may also be “stripped” and sold to other investors,
pursuant to regulations to be issued by the Treasury Depart-
ment. In its Notice 2009-26, the Treasury Department refers
to this type of Build America Bond as “Build America Bonds
(Tax Credit).”

The second type of Build America Bond provides a Federal
subsidy through a refundable tax credit paid to state or lo-
cal governmental issuers by the Treasury Department and the
Internal Revenue Service. The Treasury Department refers to
this type of Build America Bond as “Build America Bonds
(Direct Payment).” This Notice refers to both Build America
Bonds (Tax Credit) and Build America Bonds (Direct Pay-
ment) as “Build America Bonds.”
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Some municipal market participants have requested guidance
on whether Municipal Securities Rulemaking Board rules are
applicable to Build America Bonds. Build America Bonds are
municipal securities, because they are issued by States and
their political subdivisions and instrumentalities. According-
ly, all of the MSRB’s rules apply to transactions effected by
brokers, dealers, and municipal securities dealers (“dealers™)
in Build America Bonds, including rules regarding uniform
and fair practice, political contributions, automated clear-
ance and settlement, the payment of MSRB underwriting and
transaction assessment fees, and the professional qualifica-
tions of registered representatives and principals.

For example, dealers in the primary market should note that
current Rule G-36 requires underwriters to submit official
statements to the MSRB, accompanied by completed Form
G-36 (0S), for most primary offerings of municipal securities.
Dealers also have official statement delivery responsibilities
to customers under Rule G-32. Once final, recently proposed
revisions to Rule G-32 will require underwriters to satisfy
their official statement submission obligations electronically
through use of the MSRB'’s Electronic Municipal Market Ac-
cess system (“EMMA”) and will allow dealers to satisfy their
official statement delivery obligations by means of appropri-
ate notice to customers.

The MSRB understands that many Build America Bonds
may be sold by dealers’ taxable desks and reminds dealers
that Rule G-27 requires that municipal securities principals
must supervise all municipal securities activities, including
such sales.

Dealers in the secondary market should note that Rule G-14
requires that all transactions in municipal securities must be
reported to the MSRB within certain prescribed time periods.

The following additional types of tax credit bonds are also
municipal securities subject to MSRB rules: Recovery Zone
Economic Development Bonds, Qualified School Construc-
tion Bonds, Clean Renewable Energy Bonds, New Clean
Renewable Energy Bonds, Midwestern Tax Credit Bonds,
Energy Conservation Bonds, and Qualified Zone Academy
Bonds.

This Notice does not address the securities law character-
ization of the tax credit component of Build America Bonds
(Tax Credit) or other tax credit bonds, whether the credits are
used by investors in the bonds or stripped and sold to other
investors.

See also:

Rule G-12 Interpretations Locked-In Transactions, March 1,
2001

- Notice on Reporting and Comparison of Certain Transac-
tions Effected by Investment Advisors, May 23, 2003

- Transaction Reporting of Multiple Transactions Between
- Dealers in the Same Issue, November 24, 2003

- Notice on Certain Inter-Dealer Transfers of Municipal Secu-
rities: Rules G-12(f) and G-14, June 4, 2004

Rule G-14 | 115



MSRB RULE BOOK

Rule G-15

Confirmation, Clearance, Settlement and Other
Uniform Practice Requirements with Respect to
Transactions with Customers

(a) Customer Confirmations.

@) At or before the completion of a transaction in mu-
nicipal securities with or for the account of a customer, each
broker, dealer or municipal securities dealer shall give or send
to the customer a written confirmation that complies with the
requirements of this paragraph (i):

(A) Transaction information. The confirmation shall
include information regarding the terms of the transac-
tion as set forth in this subparagraph (A):

(1) The parties, their capacities, and any
remuneration from other parties. The following in-
formation regarding the parties to the transaction and
their relationship shall be included:

(a) name, address, and telephone number
of the broker, dealer, or municipal securities
dealer, provided, however, that the address and
telephone number need not be stated on a confir-
mation sent through the automated confirmation
facilities of a clearing agency registered with the
Securities and Exchange Commission;

(b) name of customer;

(c) designation of whether the transaction
was a purchase from or sale to the customer;

(d) the capacity in which the broker, dealer
or municipal securities dealer effected the trans-
action, whether acting:

(i) as principal for its own account,
(i1) as agent for the customer,

(iii) as agent for a person other than the
customer, or

(iv) as agent for both the customer and
another person;

(e) if the broker, dealer or municipal secu-
rities dealer is effecting a transaction as agent
for the customer or as agent for both the cus-
tomer and another person, the confirmation shall
include: (i) either (A) the name of the person
from whom the securities were purchased or
to whom the securities were sold for the cus-
tomer, or (B) a statement that this information
will be furnished upon the written request of
the customer; and (ii) either (A) the source and
amount of any remuneration received or to be
received (shown in aggregate dollar amount) by
the broker, dealer or municipal securities deal-
er in connection with the transaction from any
person other than the customer, or (B) a state-
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ment indicating whether any such remuneration
has been or will be received and that the source
and amount of such other remuneration will be
furnished upon written request of the customer.
In applying the terms of this subparagraph (A)
()(e), if a security is acquired at a discount
(e.g., “net” price less concession) and is sold at
a “net” price to a customer, the discount must
be disclosed as remuneration received from the
customer pursuant to subparagraph (A)(6)(f) of
this paragraph rather than as remuneration re-
ceived from “a person other than the customer.”

(2) Trade date and time of execution. The trade
date shall be shown. In addition, either (a) the time
of execution, or (b) a statement that the time of ex-
ecution will be furnished upon written request of the
customer shall be shown.

(3) Par value. The par value of the securities
shall be shown, with special requirements for the fol-
lowing securities:

(a) Zero coupon securities. For zero
coupon securities, the maturity value of the se-
curities must be shown if it differs from the par
value.

(b) Municipal fund securities. For mu-
nicipal fund securities, in place of par value,
the confirmation shall show (i) in the case of
a purchase of a municipal fund security by a
customer, the total purchase price paid by the
customer, exclusive of any commission, and (ii)
in the case of a sale or tender for redemption
of a municipal fund security by a customer, the
total sale price or redemption amount paid to the
customer, exclusive of any commission or other
charge imposed upon redemption or sale.

(4) Settlement date. The settlement date as de-
fined in section (b) of this rule shall be shown.

(5) Yield and dollar price. Yields and dollar
prices shall be computed and shown in the following
manner, subject to the exceptions stated in subpara-
graph (A)(5)(d) of this paragraph:

(a) For transactions that are effected on the
basis of a yield to maturity, yield to a call date,
or yield to a put date:

(i) The yield at which the transaction
was effected shall be shown and, if that
yield is to a call date or to a put date, this
shall be noted, along with the date and dol-
lar price of the call or put.

(i) A dollar price shall be computed
and shown in accordance with the rules in
subparagraph (A)(5)(c) of this paragraph,



and such dollar price shall be used in com-
putations of extended principal and final
monies shown on the confirmation.

(b) For transactions that are effected on the

basis of a dollar price:

(i) The dollar price at which the
transaction was effected shall be shown.

(i) A yield shall be computed and
shown in accordance with subparagraph
(A)(5)(c) of this paragraph, unless the
transaction was effected at “par.”

(¢) In computing yield and dollar price,

the following rules shall be observed:

(i) The yield or dollar price computed
and shown shall be computed to the lower
of call or nominal maturity date, with the
exceptions noted in this subparagraph (A)

5)©.

(i) For purposes of computing yield
to call or dollar price to call, only those
call features that represent “in whole calls”
of the type that may be used by the issuer
without restriction in a refunding (“pricing
calls”) shall be considered in computations
made under this subparagraph (A)(5).

(iii) Yield computations shall take into
account dollar price concessions granted to
the customer, commissions charged to the
customer and adjustable tender fees appli-
cable to puttable securities, but shall not
take into account incidental transaction fees
or miscellaneous charges, provided, how-
ever, that as specified in subparagraph (A)
(6)(e) of this paragraph, such fees or charg-
es must be indicated on the confirmation.

(iv) With respect to the following spe-
cific situations, these additional rules shall
be observed:

(A) Declining premium calls. For
those securities subject to a series of
pricing calls at declining premiums,
the call date resulting in the lowest
yield or dollar price shall be consid-
ered the yield to call or dollar price to
call.

(B) Continuously callable secu-
rities. For those securities that, at the
time of trade, are subject to a notice of
a pricing call at any time, the yield to
call or dollar price to call shall be com-
puted based upon the assumption that a

MSRB RULE BOOK

notice of call may be issued on the day
after trade date or on any subsequent
date.

(C) Mandatory tender dates. For
those securities subject to a mandatory
tender date, the mandatory tender date
and dollar price of redemption shall be
used in computations in lieu of nomi-
nal maturity date and maturity value.

(D) Securities sold on basis of
yield to put. For those transactions
effected on the basis of a yield to put
date, the put date and dollar price of
redemption shall be used in compu-
tations in lieu of maturity date and
maturity value.

(E) Prerefunded or -called se-
curities. For those securities that are
prerefunded or called to a call date pri-
or to maturity, the date and dollar price
of redemption set by the prerefunding
shall be used in computations in lieu of
maturity date and maturity value.

(v) Computations shall be made in
accordance with the requirements of rule
G-33.

(vi) If the computed yield or dol-
lar price shown on the confirmation is not
based upon the nominal maturity date, then
the date used in the computation shall be
identified and stated. If the computed yield
or dollar price is not based upon a redemp-
tion value of par, the dollar price used in the
computation shall be shown (e.g., 5.00%
yield to call on 1/1/99 at 103).

(vii) If the computed yield required by
this paragraph (5) is different than the yield
at which the transaction was effected, the
computed yield must be shown in addition
to the yield at which the transaction was
effected.

(d) Notwithstanding the requirements not-

ed in subparagraphs (A)(5)(a) through (c) of this
paragraph above:

(i) Securities that prepay principal.
For securities that prepay principal peri-
odically, a yield computation and display
of yield is not required, provided, however,
that if a yield is displayed, there shall be in-
cluded a statement describing how the yield
was computed.
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(ii) Municipal Collateralized Mort-
gage Obligations. For municipal collat-
eralized mortgage obligations, a yield
computation and display of yield is not
required, provided however, that if a
yield is displayed, there shall be included
a statement describing how the yield was
computed.

(iii) Defaulted securities. For securi-
ties that have defaulted in the payment of
interest or principal, a yield shall not be
shown.

(iv) Variable rate securities. For mu-
nicipal securities with a variable interest
rate, a yield shall not be shown unless the
transaction was effected on the basis of
yield to put.

(v) Securities traded on a discounted
basis. For securities traded on a discounted
basis, a yield shall not be shown.

(vi) Municipal fund securities. For
municipal fund securities, neither yield nor
dollar price shall be shown.

(6) Final Monies. The following information

relating to the calculation and display of final mon-
ies shall be shown:

(a) total dollar amount of transaction;

(b) amount of accrued interest, with spe-
cial requirements for the following securities:

(i) Zero coupon securities. For zero
coupon securities, no figure for accrued in-
terest shall be shown;

(ii) Securities traded on discounted
basis. For securities traded on a discounted
basis (other than discounted securities trad-
ed on a yield-equivalent basis), no figure
for accrued interest shall be shown;

(iii) Municipal fund securities. For
municipal fund securities, no figure for ac-
crued interest shall be shown,;

(c) 1if the securities pay interest on a cur-
rent basis but are traded without interest, a
notation of “flat;”

(d) extended principal amount, with spe-
cial requirements for the following securities:

(i) Securities traded on discounted
basis. For securities traded on a discounted
basis (other than discounted securities sold
on a yield-equivalent basis) total dollar
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amount of discount may be shown in lieu
of the resulting dollar price and extended
principal amount;

(i) Municipal fund securities. For
municipal fund securities, no extended
principal amount shall be shown;

(e) the nature and amount of miscellaneous
fees, such as special delivery arrangements or a
“per transaction” fee, or if agreed to, any fees
for converting registered certificates to or from
bearer form;

(f) if the broker, dealer or municipal se-
curities dealer is effecting the transaction as
agent for the customer or as agent for both the
customer and another person, the amount of
any remuneration received or to be received
(shown in aggregate dollar amount) by the bro-
ker, dealer or municipal securities dealer from
the customer in connection with the transaction
unless remuneration paid by the customer is de-
termined, pursuant to a written agreement with
the customer, other than on a transaction basis;

(g) the first interest payment date if other
than semi-annual, but only if necessary for the
calculation of final money;

(h) for callable zero coupon securities, if
applicable, the percentage of the purchase price
at risk due to the lowest possible call, which
shall be calculated based upon the ratio between
(1) the difference between the price paid by the
customer and the lowest possible call price, and
(ii) the price paid by the customer.

(7) Delivery of securities. The following infor-

mation regarding the delivery of securities shall be
shown:

(a) Securities other than bonds or mu-
nicipal fund securities. For securities other than
bonds or municipal fund securities, denomina-
tions to be delivered;

(b) Bond certificates delivered in non-stan-
dard denominations. For bonds, denominations
of certificates to be delivered shall be stated if:

(i) for bearer bonds, denominations
are other than $1,000 or $5,000 in par val-
ue, and

(i) for registered bonds, denomina-
tions are other than multiples of $1,000 par
value, or exceed $100,000 par value;

(c¢) Municipal fund securities. For munici-
pal fund securities, the purchase price, exclusive
of commission, of each share or unit and the
number of shares or units to be delivered;



(d) Delivery instructions. Instructions, if
available, regarding receipt or delivery of secu-
rities and form of payment, if other than as usual
and customary between the parties.

(8) Additional information about the trans-
action. In addition to the transaction information
required above, such other information as may be
necessary to ensure that the parties agree to details
of the transaction also shall be shown.

(B) Securities identification information. The con-
firmation shall include a securities identification which
includes, at a minimum:

(1) the name of the issuer, with special require-
ments for the following securities:

(a) For stripped coupon securities, the
trade name and series designation assigned to
the stripped coupon municipal security by the
broker, dealer or municipal securities dealer
sponsoring the program must be shown;

(b) Municipal fund securities. For mu-
nicipal fund securities, the name used by the
issuer to identify such securities and, to the ex-
tent necessary to differentiate the securities from
other municipal fund securities of the issuer, any
separate program series, portfolio or fund desig-
nation for such securities must be shown;

(2) CUSIP number, if any, assigned to the
securities;

(3) maturity date, if any, with special require-
ments for the following securities:

(a) Stripped coupon securities. For
stripped coupon securities, the maturity date of
the instrument must be shown in lieu of the ma-
turity date of the underlying securities;

(b) Municipal fund securities. For mu-
nicipal fund securities, no maturity date shall be
shown;

(4) interest rate, if any, with special require-
ments for the following securities:

(a) Zero coupon securities. For zero cou-
pon securities, the interest rate must be shown
as 0%;

(b) Variable rate securities. For securities
with a variable or floating interest rate, the inter-
est rate must be shown as “variable;” provided
however if the yield is computed to put date or
to mandatory tender date, the interest rate used
in that calculation shall be shown.

(c) Securities with adjustable tender fees.
If the net interest rate paid on a tender option se-
curity is affected by an adjustable “tender fee,”

MSRB RULE BOOK

the stated interest rate must be shown as that of
the underlying security with the phrase “less fee
for put;”

(d) Stepped coupon securities. For stepped
coupon securities, the interest rate currently be-
ing paid must be shown;

(e) Stripped coupon securities. For
stripped coupon securities, the interest rate ac-
tually paid on the instrument must be shown in
lieu of interest rate on underlying security;

(f) Municipal fund securities. For mu-
nicipal fund securities, no interest rate shall be
shown,;

(5) the dated date if it affects the price or in-

terest calculation, with special requirements for the
following securities:

(a) Stripped coupon securities. For
stripped coupon securities, the date that interest
begins accruing to the custodian for payment to
the beneficial owner shall be shown in lieu of
the dated date of the underlying securities. This
date, along with the first date that interest will be
paid to the owner, must be stated on the confir-
mation whenever it is necessary for calculation
of price or accrued interest.

(C) Securities descriptive information. The confir-
mation shall include descriptive information about the
securities which includes, at a minimum:

(1) Credit backing. The following information,

if applicable, regarding the credit backing of the
security:

(a) Revenue securities. For revenue se-
curities, a notation of that fact, and a notation
of the primary source of revenue (e.g., project
name). This subparagraph will be satisfied if
these designations appear on the confirmation in
the formal title of the security or elsewhere in
the securities description.

(b) Securities with additional credit back-
ing. The name of any company or other person
in addition to the issuer obligated, directly or
indirectly, with respect to debt service or, if
there is more than one such obligor, the state-
ment “multiple obligors” may be shown and, if
a letter of credit is used, the identity of the bank
issuing the letter of credit must be noted.

(2) Features of the securities. The following

information, if applicable, regarding features of the
securities:

(a) Callable securities. If the securities
are subject to call prior to maturity through any
means, a notation of “callable’ shall be included.
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This shall not be required if the only call feature
applicable to the securities is a “catastrophe”
or “calamity” call feature, such as one relating
to an event such as an act of God or eminent
domain, and which event is beyond the con-
trol of the issuer of the securities. The date and
price of the next pricing call shall be included
and so designated. Other specific call features
are not required to be listed unless required by
subparagraph (A)(5)(c)(ii) of this paragraph on
computation and display of price and yield. If
any specific call feature is listed even though
not required by this rule, it shall be identified. If
there are any call features in addition to the next
pricing call, disclosure must be made on the
confirmation that “additional call features exist
that may affect yield; complete information will
be provided upon request;”

(b) Puttable securities. If the securities are
puttable by the customer, a designation to that
effect;

(c) Stepped coupon securities. If stepped
coupon securities, a designation to that effect;

(d) Book-entry only securities. If the secu-
rities are available only in book entry form, a
designation to that effect;

(e) Periodic interest payment. With re-
spect to securities that pay interest on other than
a semi-annual basis, a statement of the basis on
which interest is paid;

(3) Information on status of securities. The
following information, as applicable, regarding the
status of the security shall be included:

(a) Prerefunded and called securities. If
the securities are called or “prerefunded,” a
designation to such effect, the date of maturity
which has been fixed by the call notice, and the
amount of the call price.

(b) Escrowed to maturity securities. If the
securities are advance refunded to maturity date
and no call feature (with the exception of a sink-
ing fund call) is explicitly reserved by the issuer,
the securities must be described as “escrowed
to maturity” and, if a sinking fund call is oper-
able with respect to the securities, additionally
described as “callable.”

(c) Advanced refunded/callable securities.
If advanced refunded securities have an explic-
itly reserved call feature other than a sinking
fund call, the securities shall be described as
“escrowed to [redemption date] — callable.”
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(d) Advanced refunded/stripped coupon
securities. If the municipal securities underlying
stripped coupon securities are advance-refunded,
the stripped coupon securities shall be described
as “escrowed-to-maturity,” or “pre-refunded” as
applicable.

(e) Securities in default. If the securities
are in default as to the payment of interest or
principal, they shall be described as “in default;”

(f) Unrated securities. If the security is
unrated by a nationally recognized statistical
rating organization, a disclosure to such effect.

(4) Tax information. The following informa-
tion that may be related to the tax treatment of the
security:

(a) Taxable securities. If the securities are
identified by the issuer or sold by the underwrit-
er as subject to federal taxation, a designation to
that effect.

(b) Alternative minimum tax securities. If
interest on the securities is identified by the is-
suer or underwriter as subject to the alternative
minimum tax, a designation to that effect.

(c) Original issue discount securities. If
the securities pay periodic interest and are sold
by the underwriter as original issue discount
securities, a designation that they are “original
issue discount” securities and a statement of the
initial public offering price of the securities, ex-
pressed as a dollar price.

(5) Municipal fund securities. For municipal
fund securities, the information described in clauses
(1) through (4) of this subparagraph (C) is not re-
quired to be shown.

(D) Disclosure statements:

(1) The confirmation for zero coupon securi-
ties shall include a statement to the effect that “No
periodic payments,” and, if applicable, “callable be-
low maturity value,” and, if callable and available
in bearer form, “callable without notice by mail to
holder unless registered.”

(2) The confirmation for municipal collateral-
ized mortgage obligations shall include a statement
indicating that the actual yield of such security may
vary according to the rate at which the underlying
receivables or other financial assets are prepaid and
a statement that information concerning the factors
that affect yield (including at a minimum estimated
yield, weighted average life, and the prepayment as-
sumptions underlying yield) will be furnished upon
written request.



(3) The confirmation for securities for which
a deferred commission or other charge is imposed
upon redemption or as a condition for payment of
principal or interest thereon shall include a statement
that the customer may be required to make a payment
of such deferred commission or other charge upon
redemption of such securities or as a condition for
payment of principal or interest thereon, as appropri-
ate, and that information concerning such deferred
commission or other charge will be furnished upon
written request.

(E) Confirmation format. All requirements must be
clearly and specifically indicated on the front of the con-
firmation, except that the following statements may be on
the reverse side of the confirmation:

(1) The disclosure statements required in sub-
paragraph (D)(1), (D)(2) or (D)(3) of this paragraph,
provided that their specific applicability is noted on
the front of the confirmation.

(2) The statement concerning the person from
whom the securities were purchased or to whom the
securities were sold that can be provided in satisfac-
tion of subparagraph (A)(1)(e)(i) of this paragraph.

(3) The statement concerning time of execution
that can be provided in satisfaction of subparagraph
(A)(2) of this paragraph.

(i)  Separate confirmation for each transaction. Each
broker, dealer or municipal securities dealer for each transac-
tion in municipal securities shall give or send to the customer a
separate written confirmation in accordance with the require-
ments of (i) above. Multiple confirmations may be printed on
one page, provided that each transaction is clearly segregated
and the information provided for each transaction complies
with the requirements of (i) above; provided, however, that
if multiple confirmations are printed in a continuous manner
within a single document, it is permissible for the name and
address of the broker, dealer or municipal securities dealer and
the customer to appear once at the beginning of the document,
rather than being included in the confirmation information for
each transaction.

(iii)  “When, as and if issued” transactions. A confirma-
tion meeting the requirements of this rule shall be sent in all
“when, as and if issued” transactions. In addition, a broker,
dealer or municipal securities dealer may send a confirmation
for a “when, as and if issued” transaction executed prior to
determination of settlement date and may be required to do
so for delivery vs. payment and receipt vs. payment (“DVP/
RVP”) accounts under paragraph (d)(i)(C) of this rule. If such
a confirmation is sent, it shall include all information required
by this section with the exception of settlement date, dol-
lar price for transactions executed on a yield basis, yield for
transactions executed on a dollar price, total monies, accrued
interest, extended principal and delivery instructions.
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(iv)  Confirmation to customers who tender put op-
tion bonds or municipal fund securities. A broker, dealer, or
municipal securities dealer that has an interest in put option
bonds (including acting as remarketing agent) and accepts for
tender put option bonds from a customer, or that has an inter-
est in municipal fund securities (including acting as agent for
the issuer thereof) and accepts for redemption municipal fund
securities tendered by a customer, is engaging in a transaction
in such municipal securities and shall send a confirmation un-
der paragraph (i) of this section.

(v)  Timing for providing information. Information
requested by a customer pursuant to statements required on
the confirmation shall be given or sent to the customer within
five business days following the date of receipt of a request
for such information; provided however, that in the case of
information relating to a transaction executed more than 30
calendar days prior to the date of receipt of a request, the in-
formation shall be given or sent to the customer within 15
business days following the date of receipt of the request.

(vi)  Definitions. For purposes of this rule, the follow-
ing terms shall have the following meanings:

(A) Execution of a transaction. The term “the time
of execution of a transaction” shall be the time of ex-
ecution reflected in the records of the broker, dealer or
municipal securities dealer pursuant to rule G-8 or Rule
17a-3 under the Act.

(B) Completion of transaction. The term “comple-
tion of transaction” shall have the same meaning as
provided in Rule 15c1-1 under the Act.

(C) Stepped coupon securities. The term “stepped
coupon securities” shall mean securities with the interest
rate periodically changing on a pre-established schedule.

(D) Zero coupon securities. The term “zero cou-
pon securities” shall mean securities maturing in more
than two years and paying investment return solely at
redemption.

(E) Stripped coupon securities. The term “stripped
coupon securities” shall have the same meaning as in
SEC staff letter dated January 19, 1989 (Stripped Cou-
pon Municipal Securities, SEC No-Action Letter, Fed.
Sec. L. Rep. (CCH) 9 78,949 (Jan. 19, 1989)), reprinted
in MSRB Reports, Vol. 9, No. 1 (March 1989) at 6-7.

(F) The term “pricing call” shall mean a call feature
that represents “an in whole call” of the type that may be
used by the issuer without restriction in a refunding.

(G) The term “periodic municipal fund security
plan” shall mean any written authorization or arrange-
ment for a broker, dealer or municipal securities dealer,
acting as agent, to purchase, sell or redeem for a custom-
er or group of customers one or more specific municipal
fund securities, in specific amounts (calculated in secu-
rity units or dollars), at specific time intervals and setting
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forth the commissions or charges to be paid by the
customer in connection therewith (or the manner of cal-
culating them).

(H) The term “non-periodic municipal fund secu-
rity program” shall mean any written authorization or
arrangement for a broker, dealer or municipal securities
dealer, acting as agent, to purchase, sell or redeem for
a customer or group of customers one or more specific
municipal fund securities, setting forth the commissions
or charges to be paid by the customer in connection there-
with (or the manner of calculating them) and either (1)
providing for the purchase, sale or redemption of such
municipal fund securities at the direction of the customer
or customers or (2) providing for the purchase, sale or
redemption of such municipal fund securities at the direc-
tion of the customer or customers as well as authorizing
the purchase, sale or redemption of such municipal fund
securities in specific amounts (calculated in security units
or dollars) at specific time intervals.

(vii) Price substituted for par value of municipal fund
securities. For purposes of this rule, each reference to the term
“par value,” when applied to a municipal fund security, shall
be substituted with (i) in the case of a purchase of a municipal
fund security by a customer, the purchase price paid by the
customer, exclusive of any commission, and (ii) in the case of
a sale or tender for redemption of a municipal fund security
by a customer, the sale price or redemption amount paid to
the customer, exclusive of any commission or other charge
imposed upon redemption or sale.

(viii) Alternative periodic reporting for certain transac-
tions in municipal fund securities. Notwithstanding any other
provision of this section (a), a broker, dealer or municipal
securities dealer may effect transactions in municipal fund
securities with customers without giving or sending to such
customer the written confirmation required by paragraph (i)
of this section (a) at or before completion of each such trans-
action if:

(A) such transactions are effected pursuant to a pe-
riodic municipal fund security plan or a non-periodic
municipal fund security program; and

(B) such broker, dealer or municipal securities
dealer gives or sends to such customer within five busi-
ness days after the end of each quarterly period, in the
case of a customer participating in a periodic municipal
fund security plan, or each monthly period, in the case
of a customer participating in a non-periodic municipal
fund security program, a written statement disclosing, for
each purchase, sale or redemption effected for or with,
and each payment of investment earnings credited to or
reinvested for, the account of such customer during the
reporting period, the information required to be disclosed
to customers pursuant to subparagraphs (A) through (D)
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of paragraph (i) of this section (a), with the information
regarding each transaction clearly segregated; provided
that it is permissible:

(1) for the name and address of the broker,
dealer or municipal securities dealer and the cus-
tomer to appear once at the beginning of the periodic
statement; and

(2) for information required to be included pur-
suant to subparagraph (A)(1)(d), (A)(2)(a) or (D)(3)
of paragraph (i) of this section (a) to:

(a) appear once in the periodic statement if
such information is identical for all transactions
disclosed in such statement; or

(b) be omitted from the periodic statement,
but only if such information previously has been
delivered to the customer in writing and the pe-
riodic statement includes a statement indicating
that such information has been provided to the
customer and identifying the document in which
such information appears; and

(C) in the case of a periodic municipal fund security
plan that consists of an arrangement involving a group
of two or more customers and contemplating periodic
purchases of municipal fund securities by each customer
through a person designated by the group, such broker,
dealer or municipal securities dealer:

(1) gives or sends to the designated person, at
or before the completion of the transaction for the
purchase of such municipal fund securities, a written
notification of the receipt of the total amount paid by
the group;

(2) sends to anyone in the group who was a
customer in the prior quarter and on whose behalf
payment has not been received in the current quarter
a quarterly written statement reflecting that a pay-
ment was not received on such customer’s behalf;
and

(3) advises each customer in the group if a
payment is not received from the designated per-
son on behalf of the group within 10 days of a date
certain specified in the arrangement for delivery of
that payment by the designated person and either (a)
thereafter sends to each customer the written con-
firmation described in paragraph (i) of this section
(a) for the next three succeeding payments, or (b)
includes in the quarterly statement referred to in
subparagraph (B) of this paragraph (viii) each date
certain specified in the arrangement for delivery of
a payment by the designated person and each date
on which a payment received from the designated
person is applied to the purchase of municipal fund
securities; and



(D) such customer is provided with prior notifica-
tion in writing disclosing the intention to send the written
information referred to in subparagraph (B) of this para-
graph (viii) on a periodic basis in lieu of an immediate
confirmation for each transaction; and

(E) such customer has consented in writing to
receipt of the written information referred to in subpara-
graph (B) of this paragraph (viii) on a periodic basis in
lieu of an immediate confirmation for each transaction;
provided, however, that such customer consent shall not
be required if:

(1) the customer is not a natural person;

(2) the customer is a natural person who par-
ticipates in a periodic municipal fund security plan
described in subparagraph (C) of this paragraph
(viii); or

(3) the customer is a natural person who par-
ticipates in a periodic municipal fund security plan
(other than a plan described in subparagraph (C) of
this paragraph (viii)) or a non-periodic municipal
fund security program and the issuer has consented
in writing to the use by the broker, dealer or mu-
nicipal securities dealer of the periodic written
information referred to in subparagraph (B) of this
paragraph (viii) in lieu of an immediate confirmation
for each transaction with each customer participating
in such plan or program.

(b) Settlement Dates.

@) Definitions. For purposes of this rule, the follow-
ing terms shall have the following meanings:

(A) Settlement Date. The term “settlement date”
shall mean the day used in price and interest computa-
tions, which shall also be the day delivery is due unless
otherwise agreed by the parties.

(B) Business Day. The term “business day” shall
mean a day recognized by the National Association of
Securities Dealers, Inc. as a day on which securities
transactions may be settled.

(i1)  Settlement Dates. Settlement dates shall be as
follows:

(A) for “cash” transactions, the trade date;

(B) for “regular way” transactions, the third busi-
ness day following the trade date;

(C) for all other transactions, a date agreed upon by
both parties; provided, however, that a broker, dealer or
municipal securities dealer shall not effect or enter into
a transaction for the purchase or sale of a municipal se-
curity (other than a “when, as and if issued” transaction)
that provides for payment of funds and delivery of securi-
ties later than the third business day after the date of the
transaction unless expressly agreed to by the parties, at
the time of the transaction.
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(c) Deliveries to Customers. Except as provided in section
(d) below, a delivery of securities by a broker, dealer, or mu-
nicipal securities dealer to a customer or to another person
acting as agent for the customer shall, unless otherwise agreed
by the parties or otherwise specified by the customer, be made
in accordance with the following provisions:

6) Securities Delivered.

(A) All securities delivered on a transaction shall be
identical as to the applicable information set forth in sec-
tion (a) of this rule. All securities delivered shall also be
identical as to the call provisions and the dated date of
such securities.

(B) CUSIP Numbers.

(1) The securities delivered on a transaction
shall have the same CUSIP number as that set forth
on the confirmation of such transaction pursuant to
the requirements of section (a) of this rule; provided,
however, that for purposes of this item (1), a security
shall be deemed to have the same CUSIP number as
that specified on the confirmation (a) if the number
assigned to the security and the number specified on
the confirmation differ only as a result of a transposi-
tion or other transcription error, or (b) if the number
specified on the confirmation has been assigned as a
substitute or alternative number for the number re-
flected on the security.

(2) Anew issue security delivered by an under-
writer who is subject to the provisions of rule G-34
shall have the CUSIP number assigned to the secu-
rity imprinted on or otherwise affixed to the security.

(ii))  Delivery Ticket. A delivery ticket shall accompany
the delivery of securities. Such ticket shall contain the infor-
mation set forth in section (a) of this rule.

(iii)  Units of Delivery. Delivery of bonds shall be made
in the following denominations:

(A) for bearer bonds, in denominations of $1,000 or
$5.,000 par value; and

(B) for registered bonds, in denominations which
are multiples of $1,000 par value, up to $100,000 par
value.

Delivery of other municipal securities shall be made in the
denominations specified on the confirmation as required pur-
suant to section (a) of this rule.

(iv)  Form of Securities.

(A) Bearer and Registered Form. Delivery of se-
curities which are issuable in both bearer and registered
form may be in bearer form unless otherwise agreed by
the parties; provided, however, that delivery of securi-
ties which are required to be in registered form in order
for interest thereon to be exempted from Federal income
taxation shall be in registered form.
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(B) Book-Entry Form. Notwithstanding the other
provisions of this section (c), a delivery of a book-entry
form security shall be made only by a book-entry transfer
of the ownership of the security to the purchasing custom-
er or a person designated by the purchasing customer. For
purposes of this subparagraph a “book-entry form” secu-
rity shall mean a security which may be transferred only
by bookkeeping entry, without the issuance or physical
delivery of securities certificates, on books maintained
for this purpose by a registered clearing agency or by the
issuer or a person acting on behalf of the issuer.

(v)  Mutilated Certificates. Delivery of a certificate
which is damaged to the extent that any of the following is
not ascertainable:

(A) name of issuer;

(B) par value;

(C) signature;

(D) coupon rate;

(E) maturity date;

(F) seal of the issuer; or
(G) certificate number

shall not constitute good delivery unless validated by the
trustee, registrar, transfer agent, paying agent or issuer of the
securities or by an authorized agent or official of the issuer.

(vi)  Coupon Securities.

(A) Coupon securities shall have securely attached
to the certificate in the correct sequence all appropriate
coupons, including supplemental coupons if specified at
the time of trade, which in the case of securities upon
which interest is in default shall include all unpaid or
partially paid coupons. All coupons attached to the certif-
icates must have the same serial number as the certificate.

(B) Anything herein to the contrary notwithstanding,
if securities are traded “and interest” and the settlement
date is on or after the interest payment date, such secu-
rities shall be delivered without the coupon payable on
such interest payment date.

(C) If delivery of securities is made on or after the
thirtieth calendar day prior to an interest payment date,
the seller may deliver to the purchaser a draft or bank
check of the seller or its agent, payable not later than the
interest payment date or the delivery date, whichever is
later, in an amount equal to the interest due, in lieu of the
coupon.

(vii) Mutilated or Cancelled Coupons. Delivery of a
certificate which bears a coupon which is damaged to the ex-
tent that any one of the following cannot be ascertained from
the coupon:

(A) title of the issuer;

(B) certificate number;
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(C) coupon number or payment date (if either the
coupon number or the payment date is ascertainable from
the coupon, the coupon will not be considered mutilated);
or

(D) the fact that there is a signature;
(E) or which coupon has been cancelled,

shall not constitute good delivery unless the coupon is en-
dorsed or guaranteed. In the case of damaged coupons, such
endorsement or guarantee must be by the issuer or by a
commercial bank. In the case of cancelled coupons, such en-
dorsement or guarantee must be by the issuer or an authorized
agent or official of the issuer, or by the trustee or paying agent.

(viii) Delivery of Certificates Called for Redemption.

(A) A certificate for which a notice of call appli-
cable to less than the entire issue of securities has been
published on or prior to the delivery date shall not consti-
tute good delivery unless the securities are identified as
“called” at the time of trade.

(B) A certificate for which a notice of call applicable
to the entire issue of securities has been published on or
prior to the trade date shall not constitute good delivery
unless the securities are identified as “called” at the time
of trade.

(C) For purposes of this paragraph (viii) the term
“entire issue of securities” shall mean securities of the
same issuer having the same date of issue, maturity date
and interest rate.

(ix) Delivery Without Legal Opinions or Other Docu-
ments. Delivery of certificates without legal opinions or other
documents legally required to accompany the certificates shall
not constitute good delivery unless identified as “ex legal” at
the time of trade.

(x)  Insured Securities. Delivery of certificates for se-
curities traded as insured securities shall be accompanied by
evidence of such insurance, either on the face of the certificate
or in a document attached to the certificate.

(xi) Endorsements for Banking or Insurance Require-
ments. A security bearing an endorsement indicating that it was
deposited in accordance with legal requirements applicable
to banking institutions or insurance companies shall not con-
stitute good delivery unless it bears a release acknowledged
before an officer authorized to take such acknowledgments
and was designated as a released endorsed security at the time
of trade.

(xii) Delivery of Registered Securities.

(A) Delivery to the Customer. Registered securities
delivered directly to a customer shall be registered in the
customer’s name or in such name as the customer shall
direct.



(B) Delivery to an Agent of the Customer. Regis-
tered securities delivered to an agent of a customer may
be registered in the customer’s name or as otherwise
directed by the customer. If such securities are not so reg-
istered, such securities shall be delivered in accordance
with the following provisions:

(1) Assignments. Delivery of a certificate in
registered form must be accompanied by an assign-
ment on the certificate or on a separate bond power
for such certificate, containing a signature or signa-
tures which correspond in every particular with the
name or names written upon the certificate, except
that the following shall be interchangeable: “and” or
“&”; “Company” or “Co.”; “Incorporated” or “Inc.”;
and “Limited” or “Ltd.”

(2) Detached Assignment Requirements. A de-
tached assignment shall provide for the irrevocable
appointment of an attorney, with power of substitu-
tion, a full description of the security, including the
name of the issuer, the maturity date and interest
date, the bond or note number, and the par value (ex-
pressed in words and numerals).

(3) Power of Substitution. When the name of
an individual or firm has been inserted in an assign-
ment as attorney, a power of substitution shall be
executed in blank by such individual or firm. When
the name of an individual or firm has been inserted
in a power of substitution as a substitute attorney, a
new power of substitution shall be executed in blank
by such substitute attorney.

(4) Guarantee. Each assignment, endorsement,
alteration and erasure shall bear a guarantee accept-
able to the transfer agent or registrar.

(5) Form of Registration. Delivery of a certifi-
cate accompanied by the documentation required in
this subparagraph (B) shall constitute good delivery
if the certificate is registered in the name of:

(a) an individual or individuals;
(b) anominee;

(¢) a member of a national securities ex-
change whose specimen signature is on file with
the transfer agent or any other broker, dealer
or municipal securities dealer who has filed
specimen signatures with the transfer agent and
places a statement to this effect on the assign-
ment; or

(d) an individual or individuals acting in a
fiduciary capacity.

(6) Certificate in Legal Form. Good transfer
of a security in legal form shall be determined only
by the transfer agent for the security. Delivery of a
certificate in legal form shall not constitute good de-
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livery unless the certificate is identified as being in
such form at the time of trade. A certificate shall be
considered to be in legal form if documentation in
addition to that specified in this subparagraph (B) is
required to complete a transfer of the securities.

(C) Payment of Interest. If a registered security is
traded “and interest” and transfer of record ownership
cannot be or has not been accomplished on or before the
record date for the determination of registered holders for
the payment of interest, delivery shall be accompanied by
a draft or bank check of the seller or its agent, payable not
later than the interest payment date or the delivery date,
whichever is later, for the amount of the interest.

(D) Registered Securities In Default. If a registered
security is in default (i.e., is in default in the payment
of principal or interest) and transfer of record ownership
cannot be or has not been accomplished on or before the
record date for the determination of registered holders for
the payment of interest, an interest payment date having
been established on or after the trade date, delivery shall
be accompanied by a draft or bank check of the seller or
its agent, payable not later than the interest payment date
or the delivery date, whichever is later, for the amount of
the payment to be made by the issuer, unless the security
is traded “ex-interest.”

(d) Delivery/Receipt vs. Payment Transactions.

(i) No broker, dealer or municipal securities dealer
shall execute a transaction with a customer pursuant to an ar-
rangement whereby payment for securities received (RVP)
or delivery against payment of securities sold (DVP) is to be
made to or by an agent of the customer unless all of the fol-
lowing procedures are followed:

(A) the broker, dealer or municipal securities dealer
shall have received from the customer prior to or at the
time of accepting such order, the name and address of the
agent and the name and account number of the customer
on file with the agent;

(B) the memorandum of such order made in accor-
dance with the requirements of paragraph (a)(vi) or (a)
(vii) of rule G-8 shall include a designation of the fact
that it is a delivery vs. payment (DVP) or receipt vs. pay-
ment (RVP) transaction;

(C) the broker, dealer or municipal securities dealer
shall give or send to the customer a confirmation in ac-
cordance with the requirements of section (a) of this rule
with respect to the execution of the order not later than
the day of such execution; and

(D) the broker, dealer or municipal securities dealer
shall have obtained a representation from the customer
(1) that the customer will furnish the agent instructions
with respect to the receipt or delivery of the securities
involved in the transaction promptly and in a manner to
assure that settlement will occur on settlement date, and
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(2) that, with respect to a transaction subject to the provi-
sions of paragraph (ii) below, the customer will furnish
the agent such instructions in accordance with the rules
of the registered clearing agency through whose facilities
the transaction has been or will be confirmed.

(il))  Requirement for Confirmation/Acknowledgment.

(A) Use of Registered Clearing Agency or Qualified
Vendor. Except as provided in this paragraph (ii) of rule
G-15(d), no broker, dealer or municipal securities dealer
shall effect a customer transaction for settlement on a
delivery vs. payment or receipt vs. payment (DVP/RVP)
basis unless the facilities of a Clearing Agency or Quali-
fied Vendor are used for automated confirmation and
acknowledgment of the transaction. Each broker, dealer
and municipal securities dealer executing a customer
transaction on a DVP/RVP basis shall:

(1) ensure that the customer has the capabil-
ity, either directly or through its clearing agent, to
acknowledge transactions in an automated confirma-
tion/acknowledgment system operated by a Clearing
Agency or Qualified Vendor;

(2) submit or cause to be submitted to a Clear-
ing Agency or Qualified Vendor all information and
instructions required by the Clearing Agency or
Qualified Vendor for the production of a confirma-
tion that can be acknowledged by the customer or the
customer’s clearing agent; and

(3) submit such transaction information to the
automated confirmation/acknowledgment system on
the date of execution of such transaction; provided
that a transaction that is not eligible for automated
confirmation and acknowledgment through the fa-
cilities of a Clearing Agency shall not be subject to
this paragraph (ii).

(B) Definitions for Rule G-15(d)(ii).

(1) “Clearing Agency” shall mean a clearing
agency as defined in Section 3(a)(23) of the Act that
is registered with the Commission pursuant to Sec-
tion 17A(b)(2) of the Act or has obtained from the
Commission an exemption from registration granted
specifically to allow the clearing agency to provide
confirmation/acknowledgment services.

(2) “Qualified Vendor” shall mean a vendor of
electronic confirmation and acknowledgment ser-
vices that:

(a) for each transaction subject to this rule:

(i) delivers a trade record to a Clear-
ing Agency in the Clearing Agency’s
format;

(ii) obtains a control number for the
trade record from the Clearing Agency;
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(iii) cross-references the control num-
ber to the confirmation and subsequent
acknowledgment of the trade; and

(iv) electronically delivers any ac-
knowledgment received on the trade to the
Clearing Agency and includes the control
number when delivering the acknowledg-
ment of the trade to the Clearing Agency;

(b) certifies to its customers:

(i) with respect to its electronic trade
confirmation/acknowledgment system,
that it has a capacity requirements evalua-
tion and monitoring process that allows the
vendor to formulate current and anticipated
estimated capacity requirements;

(ii) that its electronic trade confirma-
tion/acknowledgment system has sufficient
capacity to process the volume of data that
it reasonably anticipates to be entered into
its electronic trade confirmation/acknowl-
edgment service during the upcoming year;

(iii) that its electronic trade confirma-
tion/acknowledgment system has formal
contingency procedures, that the entity has
followed a formal process for reviewing
the likelihood of contingency occurrences,
and that the contingency protocols are re-
viewed, tested, and updated on a regular
basis;

(iv) that its electronic confirmation/
acknowledgment system has a process for
preventing, detecting, and controlling any
potential or actual systems or computer
operations failures, including any failure
to interface with a Clearing Agency as de-
scribed in rule G-15(d)(ii)(B)(2)(a), above,
and that its procedures designed to protect
against security breaches are followed; and

(v) that its current assets exceed its
current liabilities by at least five hundred
thousand dollars;

(c) when it begins providing such services,
and annually thereafter, submits an Auditor’s
Report to the Commission staff which is not
deemed unacceptable by the Commission staff.
(An Auditor’s Report will be deemed unac-
ceptable if it contains any findings of material
weakness.);

(d) notifies the Commission staff imme-
diately in writing of any material change to its
confirmation/affirmation systems. (For purpos-
es of this subparagraph (d) “material change”
means any changes to the vendor’s systems



that significantly affect or have the potential
to significantly affect its electronic trade con-
firmation/acknowledgment systems, including
changes that:

(i) affect or potentially affect the
capacity or security of its electronic trade
confirmation/acknowledgment system;

(i) rely on new or substantially differ-
ent technology;

(iii) provide a new service as part of
the Qualified Vendor’s electronic trade con-
firmation/acknowledgment system; or

(iv) affect or have the potential to ad-
versely affect the vendor’s confirmation/
acknowledgment system’s interface with a
Clearing Agency.);

(e) notifies the Commission staff in writ-
ing if it intends to cease providing services;

(f) provides the Board with copies of any
submissions to the Commission staff made pur-
suant to subparagraphs (c), (d), and (e) of this
rule G-15(d)(ii)(B)(2) within ten business days;
and

(g) promptly  supplies  supplemental
information regarding its confirmation/ac-
knowledgment system when requested by the
Commission staff or the Board.

(3) “Auditor’s Report” shall mean a written re-
port which is prepared by competent, independent,
external audit personnel in accordance with the stan-
dards of the American Institute of Certified Public
Accountants and the Information Systems Audit and
Control Association and which:

(a) verifies the certifications described in
subparagraph (d)(ii)(B)(2)(b) of this rule G-15;

(b) contains a risk analysis of all aspects
of the entity’s information technology systems
including, computer operations, telecommu-
nications, data security, systems development,
capacity planning and testing, and contingency
planning and testing; and

(c) contains the written response of the en-
tity’s management to the information provided
pursuant to (a) and (b) of this subparagraph (d)
>i1)(B)(3) of rule G-15.

(C) Disqualification of Vendor. A broker, dealer or
municipal securities dealer using a Qualified Vendor that
ceases to be qualified under the definition in rule G-15(d)
(i1)(B)(2) shall not be deemed in violation of this rule G-
15(d)(ii) if it ceases using such vendor promptly upon
receiving notice that the vendor is no longer qualified.
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(iii) Notwithstanding the provisions of section (c) of
this rule, no broker, dealer or municipal securities dealer shall
effect a delivery vs. payment or receipt vs. payment (DVP/
RVP) customer transaction that is eligible for book-entry
settlement in a depository registered with the Securities and
Exchange Commission (depository) unless the transaction is
settled through the facilities of a depository or through the in-
terface between the two depositories. Each broker, dealer and
municipal securities dealer settling such a customer transac-
tion on a DVP/RVP basis shall:

(A) ensure that the customer has the capabil-
ity, either directly or through its clearing agent, to settle
transactions in a depository; and

(B) submit or cause to be submitted to a deposi-
tory all information and instructions required from the
broker, dealer or municipal securities dealer by the de-
pository for book-entry settlement of the transaction to
occur; provided that, if a party to a DVP/RVP customer
transaction has made arrangements, through its clearing
agent or otherwise, to use one or more depositories exclu-
sively, a transaction by that party shall not be subject to
the requirements of this paragraph (iii) if the transaction
is ineligible for settlement at all such depositories with
which such arrangements have been made; and further
provided that purchases made by trustees or issuers to
retire securities shall not be subject to this paragraph (iii).

(e) Interest Payment Claims. A broker, dealer or municipal
securities dealer that receives from a customer a claim for the
payment of interest due the customer on securities previously
delivered to (or by) the customer shall respond to the claim no
later than 10 business days following the date of the receipt of
the claim or 20 business days in the case of a claim involving
an interest payment scheduled to be made more than 60 days
prior to the date of the claim.

() Minimum Denominations.

6) Except as provided in this section (f), a broker,
dealer or municipal securities dealer shall not effect a cus-
tomer transaction in municipal securities issued after June 1,
2002 in an amount lower than the minimum denomination of
the issue.

(ii))  The prohibition in subsection (f)(i) of this rule
shall not apply to the purchase of securities from a customer
in an amount below the minimum denomination if the broker,
dealer or municipal securities dealer determines that the cus-
tomer’s position in the issue already is below the minimum
denomination and that the entire position would be liquidated
by the transaction. In determining whether this is the case, a
broker, dealer or municipal securities dealer may rely either
upon customer account information in its possession or upon
a written statement by the customer as to its position in an
issue.

(iii) The prohibition in subsection (f)(i) of this rule
shall not apply to the sale of securities to a customer in an
amount below the minimum denomination if the broker, deal-
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er or municipal securities dealer determines that the securities
position being sold is the result of a customer liquidating a
position below the minimum denomination, as described in
subsection (f)(ii) of this rule. In determining whether this is
the case, a broker, dealer or municipal securities dealer may
rely upon customer account records in its possession or upon
a written statement provided by the party from which the
securities are purchased. A broker, dealer or municipal securi-
ties dealer effecting a sale to a customer under this subsection
(iii) shall at or before the completion of the transaction, give
or send to the customer a written statement informing the
customer that the quantity of securities being sold is below
the minimum denomination for the issue and that this may
adversely affect the liquidity of the position unless the cus-
tomer has other securities from the issue that can be combined
to reach the minimum denomination. Such written statement
may be included on the customer’s confirmation or may be
provided on a document separate from the confirmation.

(g) Forwarding Official Communications.

@) If a broker, dealer or municipal securities dealer
receives an official communication to beneficial owners ap-
plicable to an issue of municipal securities that the broker,
dealer or municipal securities dealer has in safekeeping along
with a request to forward such official communication to the
applicable beneficial owners, the broker, dealer or municipal
securities dealer shall use reasonable efforts to promptly re-
transmit the official communication to the parties for whom it
is safekeeping the issue.

(ii)) In determining whether reasonable efforts have
been made to retransmit official communications, the follow-
ing considerations are relevant:

(A) CUSIP Numbers. If CUSIP numbers are includ-
ed on or with the official communication to beneficial
owners, the broker, dealer or municipal securities dealer
shall use such CUSIP numbers in determining the issue(s)
to which the official communication applies. If CUSIP
numbers are not included on or with the official commu-
nication, the broker, dealer or municipal securities dealer
shall use reasonable efforts to determine the issue(s) to
which the official communication applies; provided how-
ever, that it shall not be a violation of this rule if, after
reasonable efforts are made, the issue(s) to which the of-
ficial communication applies are not correctly identified
by the broker, dealer or municipal securities dealer.

(B) Compensation. A broker, dealer or municipal
securities dealer shall not be required by this rule to re-
transmit official communications without an offer of
adequate compensation. If compensation is explicitly
offered in or with the official communication, the bro-
ker, dealer or municipal securities dealer shall effect the
retransmission and seek compensation concurrently; pro-
vided, however, that if total compensation would be more
than $500.00, the broker, dealer or municipal securities
dealer may, in lieu of this procedure, promptly contact
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the party offering compensation, inform it of the amount
of compensation required, obtain specific agreement on
the amount of compensation and wait for receipt of such
compensation prior to proceeding with the retransmis-
sion. In determining whether compensation is adequate,
the broker, dealer or municipal securities dealer shall
make reference to the suggested rates for similar docu-
ment transmission services found in “Suggested Rates
of Reimbursement” for expenses incurred in forwarding
proxy material, annual reports, information statements
and other material referenced in NASD Conduct Rule
2260(g), taking into account revisions or amendments to
such suggested rates as may be made from time to time.

(C) Sufficient Copies of Official Communications.
A broker, dealer or municipal securities dealer is not
required to provide duplication services for official com-
munications but may elect to do so. If sufficient copies of
official communications are not received, and the broker,
dealer or municipal securities dealer elects not to of-
fer duplication services, the broker, dealer or municipal
securities dealer shall promptly request from the party re-
questing the forwarding of the official communication the
correct number of copies of the official communication.

(D) Non-Objecting Beneficial Owners. In lieu of
retransmitting official communications to beneficial own-
ers who have indicated in writing that they do not object
to the disclosure of their names and security positions, a
broker, dealer or municipal securities dealer may instead
promptly provide a list of such non-objecting beneficial
owners and their addresses.

(E) Beneficial Owners Residing Outside of the Unit-
ed States. A broker, dealer or municipal securities dealer
shall not be required to send official communications to
persons outside of the United States of America, although
brokers, dealers and municipal securities dealers may
voluntarily do so.

(F) Investment Advisors. A broker, dealer or munic-
ipal securities dealer shall send official communications
to the investment advisor for a beneficial owner, rather
than to the beneficial owner, when the broker, dealer or
municipal securities dealer has on file a written authori-
zation for such documents to be sent to the investment
advisor in lieu of the beneficial owner.

(iii))  Definitions

(A) The terms “official communication to beneficial
owners” and “official communication,” as used in this
section (g), mean any document or collection of docu-

ments pertaining to a specific issue or issues of municipal
securities that both:

(1) 1is addressed to beneficial owners and was
prepared or authorized by: (a) an issuer of municipal
securities; (b) a trustee for an issue of municipal se-
curities in its capacity as trustee; (c) a state or federal



tax authority; or (d) a custody agent for a stripped
coupon municipal securities program in its capacity
as custody agent; and

(2) contains official information about such is-
sue or issues including, but not limited to, notices
concerning monetary or technical defaults, financial
reports, material event notices, information state-
ments, or status or review of status as to taxability.

Rule G-15 Interpretations

Interpretive Notice on Rule G-12 on Uniform
Practice and Rule G-15 on Customer Confirmations

November 28, 1977

This notice addresses several questions that have arisen
concerning Board rules G-12 and G-15. Board rule G-12
establishes uniform industry procedures for the process-
ing, clearance, and settlement of transactions in municipal
securities... Board rule G-15 requires municipal securities
professionals to send written confirmations of transactions
to customers, and specifies the information required to be set
forth on the confirmation.

Settlement Dates

In order to establish uniform settlement dates for “regular
way” transactions in municipal securities, rule G-12(b)(i)(B)
de-fines the term “business day” as “a day recognized by the
National Association of Securities Dealers, Inc. [the “NASD”]
as a day on which securities transactions may be settled.” The
practice of the NASD has been to exclude from the category
of “business day,” any day widely designated as a legal bank
holiday, and to notify the NASD membership accordingly.
Such notices set forth the NASD’s trade and settlement date
schedules for periods which include a legal holiday.

“Catastrophe” Call Features

Rules G-12 and G-15 require that confirmations of trans-
actions set forth a “description of the securities, including
at a minimum... if the securities are subject to redemption
prior to maturity (callable)... an indication to such effect...”
(paragraphs G-12(c)(v)(E) and G-15(a)(v)'"). Both rules also
require that in transactions in callable securities effected on a
yield basis, dollar price must be shown and “the calculation
of dollar price shall be to the lower of price to call or price to
maturity” (paragraphs G-12(c)(v)(I) and G-15(a)(viii)!™).

The references to “callable” securities and pricing to call in
rules G-12 and G-15 do not refer to “catastrophe” call fea-
tures, such as those relating to acts of God or eminent domain,
which are beyond the control of the issuer of the securities.

M [Currently codified at rule G-15(a)(i)(C)(2)(a).]
[ [Currently codified at rule G-15(a)(i)(A)(5).]
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Interpretive Notice on Confirmation Requirements

March 25, 1980

Rule G-12(c)(v)(E) requires a municipal securities dealer to
set forth on an inter-dealer confirmation a description of the
securities which are the subject of the transaction, including
“...in the case of revenue bonds the type of revenue, if neces-
sary for a materially complete description of the securities....”

Rule G-15(a)(v)"! imposes the identical requirement with
respect to customer confirmations. The Board has recently re-
ceived an inquiry regarding whether these provisions require
confirmations of transactions in Los Angeles Department of
Water and Power bonds to distinguish between bonds secured
by revenues of the electric power system and bonds secured
by revenues of the waterworks system.

The Board is of the view that, if securities of a particular is-
suer are secured by separate sources of revenue, the source of
revenue of the securities involved in a transaction is a material
element of the description of the securities which should be
set forth on customer and inter-dealer confirmations. Confir-
mations of transactions in Los Angeles Department of Water
and Power bonds must therefore indicate whether the securi-
ties are “electric revenue” or “water revenue” bonds.

"I [Currently codified at rule G-15 (a)(i)(C)(1)(a).]

Interpretive Notice Concerning Confirmation
Disclosure Requirements Applicable to Variable-
Rate Municipal Securities

December 10, 1980

The Municipal Securities Rulemaking Board has recently
received inquiries concerning the application of the Board’s
confirmation disclosure requirements, which are contained in
Board rules G-12 and G-15, to municipal securities with vari-
able or “floating” interest rates.

Rule G-12(c)(v)(E)[" requires a municipal securities dealer to
set forth on an inter-dealer confirmation a description of the
securities which are the subject of the transaction, including
the interest rate. Rule G-15(a)(i)(E)[*] imposes the same re-
quirement with respect to customer confirmations. The Board
is of the view that these provisions require that the security
description appearing on customer and inter-dealer confirma-
tions for securities with variable interest rates include a clear
indication that the interest rates are variable or “floating.”

The Board also notes that due to the variability of the in-
terest rates on these securities, it is not possible to derive a
yield to a future call or maturity date. Therefore, the Board
has concluded that the provision of rule G-15 which requires
that customer confirmations for transactions effected at a dol-
lar price set forth the yield resulting from such dollar price
is not applicable to transactions in variable-rate municipal
securities.

"I [Currently codified at rule G-15(a)(1)(B)(4).]
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Notice Concerning “Zero Coupon” and “Stepped
Coupon” Securities

April 27, 1982

The Municipal Securities Rulemaking Board has recently
received inquiries concerning the application of the confirma-
tion disclosure requirements of Board rules G-12 and G-15
to transactions in municipal securities with “zero coupons”
or “stepped coupons.” Certain recent new issues of munici-
pal securities have had several maturities paying 0% interest;
securities of these maturities are sold at deep discounts, with
the investor’s return received in the form of an accretion of
this discount to par. Other issues have been sold which have
“stepped coupons;” that is, all outstanding bonds pay the
same interest rate each year, with the interest rate periodically
rising, on a pre-established schedule, on all securities yet to be
redeemed. Interested persons have inquired concerning how
the description requirements of the rules apply to such secu-
rities, and whether the yield disclosure requirements of rule
G-15 apply to confirmations of transactions in such securities
for the accounts of customers.

Rule G-12(c)(v)(E) requires a municipal securities dealer to
set forth on an inter-dealer confirmation a description of the
securities which are the subject of the transaction, including
the interest rate. Rule G-15(a)(i)(E)™ imposes the same re-
quirement with respect to customer confirmations. Further,
rule G-15(a)(1)(I)(2)"" requires that customer confirmations of
transactions effected at dollar prices (except for transactions
at par) state the lowest of the resulting yield to call, yield to
par option, or yield to maturity.

A confirmation of a transaction in a “zero coupon” securi-
ty must state that the interest rate on the security is “0%.”
A customer confirmation of such a transaction must state the
lowest of the yield to call or yield to maturity resulting from
the dollar price of the transaction.! The Board believes that
the disclosure of the resulting yield is particularly important
on such transactions, since it provides the only indication
to the investor of the return he or she can expect from the
investment.

A confirmation of a transaction in a “stepped coupon” security
must state the interest rate currently being paid on the secu-
rities, and must identify the securities as “stepped coupon”
securities. A customer confirmation of such a transaction must
also state the lowest of the yield to call, yield to par option, or
yield to maturity resulting from the dollar price of the transac-
tion.? In view of the wide variation in the coupon interest rates
that will be received over the life of a “stepped coupon” secu-
rity, the Board believes that the disclosure of yield will assist
customers in determining the actual return to be received on
the investment.

In addition to the specific confirmation disclosure require-
ments of Board rules G-12 and G-15 discussed above, the
Board is of the view that persons selling such securities to
the public have an obligation to adequately disclose the spe-
cial characteristics of such securities so as to comply with
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the Board’s fair practice rules. For example, although the
details of the increases to the interest rates on “stepped cou-
pon” securities need not be provided on confirmations, such
information is, of course, material information regarding the
securities, and municipal securities dealers would be obliged
to inform customers about this feature of the securities at or
before the time of trade.

! The Board notes that, upon the effectiveness of Board rule G-33, such yield
must be computed on a basis that presumes semi-annual compounding.

In the case of both “zero coupon” and “stepped coupon” securities, if the
transaction is effected in a yield basis, the confirmation must show the
yield price and the resulting dollar price, computed to the lowest of price
to premium call, price to par option, or price to maturity.

"' [Currently codified at rule G-15(a)(i)(B)(4).]
1 [Currently codified at rule G-15 (a)(i)(A)(5).]

Notice Concerning Pricing to Call

December 10, 1980

Board rules G-12 on uniform practice and G-15 on customer
confirmations set forth certain requirements concerning the
computations of yields and dollar prices to premium call or
par option features. Both rules currently require that, in the
case of a transaction in callable securities effected on the ba-
sis of a yield price, the dollar price should be calculated to
the lowest of the price to premium call, price to par option,
or price to maturity. Further, confirmations of transactions on
which the dollar price has been computed to a call or option
feature must state the call date and price used in the computa-
tion. Amendments to rule G-15 which will become effective
on October 1, 1981, generally require that confirmations of
transactions in callable securities effected at a dollar price in
excess of par must set forth the lowest of the yield to premium
call, yield to par option, or yield to maturity resulting from
such dollar price.'

Since the December 1977 effective dates of rule G-12 and
G-15, the Board has received numerous inquiries concerning
these provisions and their application to different issues of
municipal securities. In view of the general interest in this
subject, the Board is issuing this notice to provide guidance
with respect to the general criteria to be used in selecting the
appropriate call feature for yield or dollar price computations.

The requirement for the computation of dollar price to the
lowest of price to premium call, par option, or maturity re-
flects the long-established practice of the industry in pricing
transactions. This practice assures a customer that he or she
will realize, at a minimum, the stated yield, even in the event
that a call provision is exercised. The pending amendment
to rule G-15, which requires the presentation of information
concerning the lowest yield on confirmations of dollar price
transactions, will provide investors with the equivalent infor-
mation on these types of transactions.



In view of the variety of call provisions applicable to different
kinds of municipal securities, there is often uncertainty con-
cerning the selection of the appropriate call feature for use in
the computation of yield or dollar price. Issues of municipal
securities often have several different call features, ranging
from calls associated with mandatory sinking fund require-
ments to optional calls from the proceeds of a refunding or
funds in excess of debt service requirements. Certain issues
have additional call provisions in the event that funds desig-
nated for specific purposes are not expended or obligations
securing the issue are prepaid.> Most of the inquiries which
the Board has received concerning the provisions of rules
G-12 and G-15 focus on this question of selection of the call
provisions to be used for computation purposes.

The Board is of the view that a distinction should be drawn
between “in whole” call provisions, (i.e., those under which
all outstanding securities of a particular issue may be called)
and “in part” call provisions (i.e., those under which part of
an issue, usually selected by lot or in inverse maturity or nu-
merical order, may be called for redemption). The Board is of
the view that for computation purposes only “in whole” calls
should be used; sinking fund calls and other “in part” calls
should not be used in making the computations required by
rules G-12 and G-15.

Several inquiries have raised the question of which “in whole”
call should be used in the case of issues which have more than
one such call. The earlier call features of such issues are of-
ten subject to restrictions on the proceeds which may be used
to redeem securities (e.g., a restriction that only unexpended
funds from the original issue may be used for redemption pur-
poses). Since such call features operate as a practical matter as
“in part” calls, the Board is of the view that the “in whole” call
feature which would be exercised in the event of a refunding
is the call feature which should generally be used for purposes
of the computation of yields and dollar prices.

Other concerned persons have inquired regarding the applica-
tion of the “pricing to call” requirements in the case of an issue
with a sequence of call dates at gradually declining premiums.
The Board believes that, as a general matter, a trial computa-
tion to the first date on which a security is callable “in whole”
at a premium will be sufficient to determine whether the price
to the premium call is the lowest dollar price. However, in the
rare instance where the price to an intermediate premium call
(i.e., a call in the “middle” of a sequence of calls at declin-
ing premiums) is the lowest dollar price, such price should be
used. The Board notes that, in such cases, the structure of the
call schedule is sufficiently unusual (e.g., with sharp declines
in the premium amount over a very short period of time) that
dealers should be alerted to the need to take the intermediate
calls into consideration.

I Effective December 1, 1980, customer confirmations of transactions in

callable securities effected at a dollar price less than par must set forth the
yield to maturity resulting from such dollar price. Confirmations of dollar-
price transactions in non-callable securities, or securities which have been
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called or prerefunded, must set forth the resulting yield to maturity (or
to the date for redemption of the securities, in the case of called or prere-
funded securities).

Other issues are also callable in the event that the financed project is
damaged or destroyed, or the tax exempt status of the issue is revoked.
Since the possibility of such a call being exercised is extremely remote,
and beyond the control of the issuer of the securities, the Board does not
believe that these “catastrophe” calls need be considered for computation
purposes.

Interpretive Notice Concerning Yield Disclosure
Requirements for Purchases from Customers

September 1, 1981

Certain amendments to Board rule G-15 on customer con-
firmations became effective on December 1, 1980. Among
other matters, these amendments require that customer con-
firmations of transactions effected on the basis of dollar price,
including confirmations of purchases from customers, set
forth certain yield information concerning the transaction.
Confirmations of dollar price transactions in non-callable se-
curities, or in callable securities traded at prices below par,
must set forth the yield to maturity resulting from the dollar
price. Confirmations of dollar price transactions in securities
which have been called or prerefunded must show the yield
to the maturity date established by the call or prerefunding.
Confirmations of transactions in callable securities traded at
dollar prices in excess of par are exempt from yield disclosure
requirements until October 1, 1981; after that date such con-
firmations must show the lowest of the yield to premium call,
yield to par option, or yield to maturity resulting from such
dollar price.!

Since the effective date of these amendments, the Board has
received several inquiries as to whether all confirmations of
purchases from customers, including purchases effected at a
price derived from a yield price less a spread or concession,
must show the yield resulting from the actual unit dollar price
of the transaction.

The Board is of the view that all confirmations of purchas-
ers from customers (except for purchases at par) must set
forth the net or effective yield resulting from the actual unit
dollar price of the transaction. The yield disclosure on confir-
mations of purchases from customers is intended to provide
customers with a means of assessing the merits of alternative
investment strategies (such as different possible reinvestment
transactions) and the merits of the particular transaction being
confirmed. The Board believes that the disclosure of the net
or effective yield (i.e., that derived from the actual unit dollar
price of the transaction) best serves these purposes.

! Confirmations of transactions effected at a dollar price of par (“100”) con-
tinue to be exempt from any yield disclosure requirements.
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Sending Confirmations to Customers Who Utilize
Dealers to Tender Put Option Bonds

September 30, 1985

The Board has received inquiries whether a municipal secu-
rities dealer must send a confirmation to a customer when
the customer utilizes the dealer to tender bonds pursuant to
a put option. Board rule G-15(a)(i) requires dealers to send
confirmations to customers at or before the completion of a
transaction in municipal securities. The Board believes that
whether a dealer that accepts for tender put bonds from a cus-
tomer is engaging in “transactions in municipal securities”
depends on whether the dealer has some interest in the put
option bond.

In the situation in which a customer puts back a bond through
a municipal securities dealer either because he purchased the
bond from the dealer or he has an account with the dealer,
and the dealer does not have an interest in the put option and
has not been designated as the remarketing agent for the is-
sue, there seems to be no “transaction in municipal securities”
between the dealer and the tendering bondholder and no con-
firmation needs to be sent. The Board suggests, however, that
it would be good industry practice to obtain written approval
of the tender from the customer, give the customer a receipt
for his bonds and promptly credit the customer’s account. Of
course, if the dealer actually purchases the security and places
it in its trading account, even for an instant, prior to tender-
ing the bond, a confirmation of this sale transaction should
be sent.!

If a dealer has some interest in a put option bond which its
customer has delivered to it for tendering, a confirmation
must be sent to the customer. A dealer that is the issuer of a
secondary market put option on a bond has an interest in the
security and is deemed to be engaging in a municipal securi-
ties transaction if the bond is put back to it.

In addition, a remarketing agent, (i.e., a dealer which, pur-
suant to an agreement with an issuer, is obligated to use its
best efforts to resell bonds tendered by their owners pursu-
ant to put options) who accepts put option bonds tendered
by customers also is deemed to be engaging in a “transac-
tion in municipal securities” with the customer for purposes
of sending a confirmation to the customer because of the re-
marketing agent’s interest in the bonds.? The Board’s position
on remarketing agents is based upon its understanding that
remarketing agents sell the bonds that their customers submit
for tendering, as well as other bonds tendered directly to the
trustee or tender agent, pursuant to the put option. The cus-
tomers and other bondholders, pursuant to the terms of the
issue, usually are paid from the proceeds of the remarketing
agents’ sales activities.’

' This would apply equally in circumstances in which the dealer has an in-

terest in the put option bond.

Of course, remarketing agents also must send confirmations to those to
whom they resell the bonds.
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3 If these funds are not sufficient to pay tendering bondholders, such
bond-holders usually are paid from certain funds set up under the issue’s
indenture or from advances under the letter of credit that usually backs the
put option.

Notice Concerning Confirmation Disclosure
Requirements for Callable Municipal Securities

February 20, 1986

Recently, the Board has received inquiries concerning the ap-
plication of its inter-dealer and customer confirmation rules,
rules G-12(c) and G-15(a) respectively, to municipal securi-
ties subject to call features. In particular, the Board has been
made aware of instances in which dealers note one call date
and price, usually the first in-whole call, on inter-dealer and
customer confirmations without noting that the call infor-
mation relates to the first in-whole call or that the bonds are
otherwise callable.

Rules G-12(c) and G-15(a) require that confirmations set
forth a

description of the securities, including... if the securities
are... subject to redemption prior to maturity (callable)...,
an indication to such effect...

Thus, municipal securities subject to in-whole or in-part calls
must be described as callable. Rules G-12(c) and G-15(a) also
require dealers, when securities transactions are effected on a
yield basis, to set forth a dollar price that has been computed
to the lowest of the price to call, price to par option, or price
to maturity; rule G-15 requires that confirmations of customer
transactions effected on a dollar price disclose a yield in a
similar manner. These rules provide that when a price or yield
is calculated to a call, this must be stated, and the call date and
price used in the calculation must be shown.' These are the
only instances in which specific call features must be identi-
fied on a confirmation.

The Board understands that confusion may arise when specific
call features are noted on confirmations without an adequate
description of such information. The Board has determined
that confirmations that include specific call information not
required to be included under the Board’s confirmation rules
also must include a notation that other call features exist and
must provide clarifying information about the noted call, e.g.
“first in-whole call.” These disclosures should be sufficient to
ensure that purchasing dealers and customers will be alerted
to the need to obtain additional information.

The Board cautions dealers to ensure that confirmations of
municipal securities with call features clearly describe the se-
curities as “callable.” If this information is erroneously noted
on the confirmation, purchasing dealers have the right to re-
claim the securities under rule G-12(g)(iii)(C)(3).

' In addition, rule G-15(a)(iii)(D)[currently codified at rule G-15(a)(i)(C)(2)
(a)] requires a legend to be placed on customer confirmations of transac-
tions in callable securities which notes that “[additional] call features ...
exist... [that may] affect yield; complete information will be provided upon
request.” [Note: Revised to reflect subsequent amendments.]



Notice Concerning Confirmation, Delivery and
Reclamation of Interchangeable Securities

August 10, 1988

In March 1988, the Securities and Exchange Commission
approved amendments to rules G-12 and G-15 concerning
municipal securities that may be issued in bearer or registered
form (interchangeable securities).! These amendments will
become effective for transactions executed on or after Sep-
tember 18, 1988. The amendments revise rules G-12(e) and
G-15(c) to allow inter-dealer and customer deliveries of inter-
changeable securities to be either in bearer or registered form,
ending the presumption in favor of bearer certificates for such
deliveries. The amendments also delete the provision in rule
G-12(g) that allows an inter-dealer delivery of interchange-
able securities to be reclaimed within one day if the delivery
is in registered form. In addition, the amendments remove the
provisions in rules G-12(c) and G-15(a) that require dealers to
disclose on inter-dealer and customer confirmations that secu-
rities are in registered form.

The Board has received inquiries on several matters con-
cerning the amendments and is providing the following
clarifications and interpretive guidance.

Deliveries of Interchangeable Securities.

Several dealers have asked whether the amendments apply
to securities that can be converted from bearer to registered
form, but that cannot then be converted back to bearer form.
These securities are “interchangeable securities” because they
originally were issuable in either bearer or registered form.
Therefore, under the amendments, physical deliveries of these
certificates may be made in either bearer or registered form,
unless a contrary agreement has been made by the parties to
the transaction.’

The Board also has been asked whether a mixed delivery
of bearer and registered certificates is permissible under the
amendments. Since the amendments provide that either bearer
or registered certificates are acceptable for physical deliver-
ies, a delivery consisting of bearer and registered certificates
also is an acceptable delivery under the amendments.

Fees for Conversion

Transfer agents for some interchangeable securities charge
fees for conversion of registered certificates to bearer form.
Dealers should be aware that these fees can be substantial
and, in some cases, may be prohibitively expensive. Deal-
ers, therefore, should ascertain the amount of the fee prior
to agreeing to deliver bearer certificates. A dealer may pass
on the costs of converting registered securities to bearer form
to its customer. In such a case, the dealer must disclose the
amount of the conversion fee to the customer at or prior to the
time of trade, and the customer must agree to pay it.* In ad-
dition, rule G-15(a)(iii)(J)™ requires that the dealer note such
an agreement (including the amount of the conversion fee) on
the confirmation.* The conversion fee, however, should not be
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included in the price when calculating the yield shown on the
confirmation.’ In collecting this fee, the dealer merely would
be passing on the costs imposed by a third party, voluntarily
assumed by the customer, relating to the form in which the
securities are held. The conversion fee thus is not a neces-
sary or intrinsic cost of the transaction for purposes of yield
calculation.®

Continued Application of the Board’s Automated
Clearance Rules

The Board’s automated clearance rules, rules G-12(f) and G-
15(d), require book-entry settlements of certain inter-dealer
and customer transactions.” The amendments on interchange-
able securities address only physical deliveries of certificates
and, therefore, apply solely to transactions that are not re-
quired to be settled by book-entry under the automated
clearance rules.

When a physical delivery is permitted under Board rules (e.g.,
because the securities are not depository eligible), dealers
may agree at the time of trade on the form of certificates to
be delivered. When such an agreement is made, this special
condition must be included on the confirmation, as required
by rules G-12(c)(vi)(I) and G-15(a)(iii)(J).2 ! Dealers, how-
ever, may not enter into an agreement providing for a physical
delivery when book-entry settlement is required under the au-
tomated clearance rules, as this would result in a violation of
the automated clearance rules.’

Need for Education of Customers on Benefits of
Registered Securities

Dealers should begin planning as soon as possible any inter-
nal or operational changes that may be needed to comply with
the amendments. The Depository Trust Company (DTC) has
announced plans for a full-scale program of converting inter-
changeable securities now held in bearer form to registered
form beginning on September 18, 1988." When possible,
DTC plans to retain a small supply of bearer certificates in
interchangeable issues to accommodate withdrawal requests
for bearer certificates." The general effect of the amendments
and DTC’s policy, however, will make it difficult for dealers,
in certain cases, to ensure that their customers will receive
bearer certificates. Dealers should educate customers who
now prefer bearer certificates on the call notification and in-
terest payment benefits offered by registered certificates and
dealer safekeeping and advise them when it is unlikely that
bearer certificates can be obtained in a particular transac-
tion. Dealers safekeeping municipal securities through DTC
on behalf of such customers also may wish to review with
those customers DTC’s new arrangements for interchange-
able securities.

! See SEC Release No. 34-25489 (March 18, 1988); MSRB Reports Vol. 8,
no. 2 (March 1988), at 3.

2 The amendments should substantially reduce delays in physical deliveries
that result because of dealer questions about whether specific certificates
should be in bearer form. This efficiency would be impossible if these
“one-way” interchangeable securities were excluded from the amend-
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ments since dealers would be required to determine, for each physical
delivery of registered securities, whether the securities are “one-way” in-
terchangeable securities.

Rule G-17, on fair dealing, requires dealers to disclose all material facts
about a transaction to a customer at or before the time of trade. In many
cases, the conversion fee is as much as $15 for each bearer certificate. The
Board also has been made aware of some cases in which the transfer agent
must obtain new printing plates or print new bearer certificates to effect a
conversion. The conversion costs then may be in excess of several hundred
or a thousand dollars. Therefore, it is important that the customer be aware
of the amount of the conversion costs prior to agreeing to pay for them.

This rule requires that, in addition to any other information required on the
confirmation, the dealer must include “such other information as may be
necessary to ensure that the parties agree on the details of the transaction.”

> Rule G-15(a)(i)(I) [currently codified at rule G-15(a)(i)(A)(5)] requires the
yield of a customer transaction to be shown on the confirmation.

¢ Some customers, for example, may ask dealers to convert registered se-
curities to bearer form even though the customers also may be willing to
accept registered certificates if this is more economical.

Rule G-12(f)(ii) requires book-entry settlement of an inter-dealer munici-
pal securities transaction if both dealers (or their clearing agents for the
transaction) are members of a depository making the securities eligible
and the transaction is compared through a registered securities clearing
agency. Rule G-15(d)(iii) requires book-entry settlement of a customer
transaction if the dealer grants delivery versus payment or receipt versus
payment privileges on the transaction and both the dealer and the customer
(or the clearing agents for the transaction) are members of a depository
making the securities eligible.

These rules require that, in addition to the other information required on
interdealer and customer confirmation, confirmations must include “such
other information as may be necessary to ensure that the parties agree to
the details of the transaction.”

¢ Of course, dealers may withdraw physical certificates from a depository
once a book-entry delivery is accepted.

1 DTC expects this conversion process to take approximately two years.
Midwest Securities Trust Company and The Philadelphia Depository Trust
Company have not yet announced their plans with regard to interchange-
able securities.

DTC Notice to Participants on Plans for Comprehensive Conversion of In-
terchangeable Municipal Bonds to the Registered Form (August 10, 1988).

"l [Currently codified at rule G-15(a)(i)(A)(8).]

Notice Concerning Stripped Coupon Municipal
Securities

March 13, 1989

In 1986, several municipal securities dealers began selling
ownership rights to discrete interest payments, principal pay-
ments or combinations of interest and principal payments on
municipal securities. In 1987, the Board asked the Securities
and Exchange Commission staff whether these “stripped cou-
pon” instruments are municipal securities for purposes of the
Securities Exchange Act and thus are subject to Board rules.
On January 19, 1989, the staff of the Division of Market Reg-
ulation of the Commission issued a letter stating that, subject
to certain conditions, these instruments are municipal securi-
ties for purposes of Board rules (SEC staff letter).

The Board is providing the following guidance on the applica-
tion of its rules to transactions in stripped coupon instruments
defined as municipal securities in the SEC staff letter
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(stripped coupon municipal securities). Questions whether
other stripped coupon instruments are municipal securities
and questions concerning the SEC staff letter should be di-
rected to the Commission staff.

Background

A dealer sponsoring a stripped coupon municipal securities
program typically deposits municipal securities (the underly-
ing securities) with a barred custodian. Pursuant to a custody
agreement, the custodian separately records the ownership of
the various interest payments, principal payments, or specified
combinations of interest and principal payments. One combi-
nation of interest and principal payments sometimes offered is
the “annual payment security,” which represents one principal
payment, with alternate semi-annual interest payments. This
results in an annual interest rate equal to one-half the origi-
nal interest rate on the securities.' Stripped coupon municipal
securities are marketed under trade names such as Municipal
Tax Exempt Investment Growth Receipts (Municipal TIGRs),
Municipal Receipts (MRs), and Municipal Receipts of Accru-
al on Exempt Securities (MUNI RAES).

Application of Board Rules

In general, the Board’s rules apply to transactions in stripped
coupon municipal securities in the same way as they apply to
other municipal securities transactions. The Board’s rules on
professional qualifications and supervision, for example, ap-
ply to persons executing transactions in the securities the same
as any other municipal security. The Board’s rules on record-
keeping, quotations, advertising and arbitration also apply to
transactions in the securities. Dealers should be aware that
rule G-19, on suitability of recommendations, and rule G-30,
on fair pricing, apply to transactions in such instruments.

The Board emphasizes that its rule on fair dealing, rule G-17,
requires dealers to disclose to customers purchasing stripped
coupon municipal securities all material facts about the secu-
rities at or before the time of trade. Any facts concerning the
underlying securities which materially affect the stripped cou-
pon instruments, of course, must be disclosed to the customer.
The Board understands that some stripped coupon municipal
securities are sold without any credit enhancement to the un-
derlying municipal securities. As pointed out in the SEC staff
letter, dealers must be particularly careful in these cases to
disclose all material facts relevant to the creditworthiness of
the underlying issue.

Confirmation Requirements

Dealers generally should confirm transactions in stripped cou-
pon municipal securities as they would transactions in other
municipal securities that do not pay periodic interest or which
pay interest annually.? A review of the Board’s confirmation
requirements applicable to the securities follows.

Securities Descriptions. Rules G-12(c)(v)(E) and G-15(a)(i)
(E)" require a complete securities description to be included
on inter-dealer and customer confirmations, respectively, in-



cluding the name of the issuer, interest rate and maturity date.?
In addition to the name of the issuer of the underlying munici-
pal securities, the trade name and series designation assigned
to the stripped coupon municipal security by the dealer spon-
soring the program must be included on the confirmation.* Of
course, the interest rate actually paid by the stripped coupon
security (e.g., zero percent or the actual, annual interest rate)
must be stated on the confirmation rather than the interest rate
on the underlying security.[! Similarly, the maturity date list-
ed on the confirmation must be the date of the final payment
made by the stripped coupon municipal security rather than
the maturity date of the underlying securities.’

Credit Enhancement Information. Rules G-12(c)(vi)(D)
and G-15(a)(ii)(D)¥ require confirmations of securities pre-
refunded to a call date or escrowed to maturity to state this
fact along with the date of maturity set by the advance re-
funding and the redemption price. If the underlying municipal
securities are advance-refunded, confirmations of the stripped
coupon municipal securities must note this. In addition, rules
G-12(c)(v)(E) and G-15(c)(I)(E) require that the name of
any company or other person, in addition to the issuer, obli-
gated directly or indirectly with respect to debt service on the
underlying issue or the stripped coupon security be included
on confirmations.

Quantity of Securities and Denominations. For securities that
mature in more than two years and pay investment return only
at maturity, rules G-12(c)(v) and G-15(a)(v)""" require the ma-
turity value to be stated on confirmations in lieu of par value.
This requirement is applicable to transactions in stripped
coupon municipal securities over two years in maturity that
pay investment return only at maturity, e.g., securities repre-
senting one interest payment or one principal payment. For
securities that pay only principal and that are pre-refunded
at a premium price, the principal amount may be stated as
the transaction amount, but the maturity value must be clearly
noted elsewhere on the confirmation. This will permit such
securities to be sold in standard denominations and will facili-
tate the clearance and settlement of the securities.

Rules G-12(¢)(vi)(F) and G-15(a)(iii)(G)""! require confirma-
tions of securities that are sold or that will be delivered in
denominations other than the standard denominations speci-
fied in rules G-12(e)(v) and G-15(a)(iii)(G)I'"! to state the
denominations on the confirmation. The standard denomi-
nations are $1,000 or $5,000 for bearer securities, and for
registered securities, increments of $1,000 up to a maximum
of $100,000. If stripped coupon municipal securities are sold
or will be delivered in any other denominations, the denomi-
nation of the security must be stated on the confirmation.

Dated Date. Rules G-12(c)(vi)(A) and G-15(a)(iii)(A)" re-
quire that confirmations state the dated date of a security if
it affects price or interest calculations, and the first interest
payment date if other than semi-annual. The dated date for
purposes of an interest-paying stripped coupon municipal se-
curity is the date that interest begins accruing to the custodian
for payment to the beneficial owner. This date, along with the
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first date that interest will be paid to the owner, must be stated
on the confirmation whenever it is necessary for calculation of
price or accrued interest.

Original Issue Discount Disclosure. Rules G-12(c)(vi)(G)
and G-15(a)(iii)(H)! require that confirmations identify
securities that pay periodic interest and that are sold by an
underwriter or designated by the issuer as “original issue
discount.” This alerts purchasers that the periodic interest re-
ceived on the securities is not the only source of tax-exempt
return on investment. Under federal tax law, the purchaser of
stripped coupon municipal securities is assumed to have pur-
chased the securities at an “original issue discount,” which
determines the amount of investment income that will be
tax-exempt to the purchaser. Thus, dealers should include the
designation of “original issue discount” on confirmations of
stripped coupon municipal securities, such as annual payment
securities, which pay periodic interest.

Clearance and Settlement of Stripped Coupon
Municipal Securities

Under rules G-12(e)(vi)(B) and G-15(a)(iv)(B), delivery of
securities transferable only on the books of a custodian can
be made only by the bookkeeping entry of the custodian.’
Many dealers sponsoring stripped coupon programs provide
customers with “certificates of accrual” or “receipts,” which
evidence the type and amount of the stripped coupon munici-
pal securities that are held by the custodian on behalf of the
beneficial owner. Some of these documents, which generally
are referred to as “custodial receipts,” include “assignment
forms,” which allow the beneficial owner to instruct the cus-
todian to transfer the ownership of the securities on its books.
Physical delivery of a custodial receipt is not a good delivery
under rules G-12(e) and G-15(a) unless the parties specifi-
cally have agreed to the delivery of a custodial receipt. If such
an agreement is reached, it should be noted on the confirma-
tion of the transaction, as required by rules G-12(c)(v)(N) and
G-15(a)D)(N),

The Board understands that some stripped coupon munici-
pal securities that are assigned CUSIP numbers and sold in
denominations which are multiples of $1,000 are eligible for
automated comparison and automated confirmation/affirma-
tion and that some of these instruments also are eligible for
book-entry delivery through registered securities deposito-
ries. The Board reminds dealers that transactions in stripped
coupon municipal securities are subject to the automated
clearance requirements of rules G-12(f) and G-15(d) if they
are eligible in the automated clearance systems. Dealers
sponsoring stripped coupon programs also should note that
rule G-34(b)(ii) requires CUSIP numbers to be assigned to
stripped coupon municipal securities prior to the initial sale of
the securities to facilitate clearance and settlement.
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Written Disclosures in Connection with Sales of
Stripped Coupon Municipal Securities

Dealers sponsoring stripped coupon municipal securities
programs generally prepare “offering circulars” or “offering
memoranda” describing the securities that have been placed
on deposit with the custodian, the custody agreement under
which the securities are held, and the tax treatment of trans-
actions in the securities. These documents generally are
provided to all customers purchasing the securities during the
initial offering of the instruments. The Board strongly encour-
ages all dealers selling stripped coupon municipal securities
to provide these documents to their customers whether the
securities are purchased during the initial distribution or at
a later time.® Although the material information contained in
these documents, under rule G-17, must be disclosed to cus-
tomers orally if not provided in writing prior to the time of
trade, the Board believes that the unusual nature of stripped
coupon municipal securities and their tax treatment warrants
special efforts to provide written disclosures. Moreover, if
stripped coupon municipal securities are marketed during
the underwriting period of the underlying issue, rule G-32
requires distribution of the official statement for the underly-
ing issue prior to settlement of the transaction of the stripped
coupon municipal securities.

' The Board understands that other types of stripped coupon municipal se-

curities also may be offered with combinations of interest and principal
payments providing an interest rate different than the original interest rate
of the securities.

Thus, for stripped coupon municipal securities that do not pay periodic
interest, rules G-12(c)(v) and G-15(a)(v) require confirmations to state the
interest rate as zero and, for customer confirmations, the inclusion of a
legend indicating that the customer will not receive periodic interest pay-
ments. [See current rule G-15(a)(vi)(D), G-15(a)(i)(B)(4)(a) and G-15(a)
(1)(D)(1).] Rules G-12(c)(vi)(H) and G-15(a)(iii)(l) [currently codified at
rule G-15(a)(i)(C)(2)(e)] require confirmations of securities paying annual
interest to note this fact.

The complete description consists of all of the following information: the
name of the issuer, interest rate, maturity date, and if the securities are
limited tax, subject to redemption prior to maturity (callable), or revenue
bonds, an indication to such effect, including in the case of revenue bonds
the type of revenue, if necessary for a materially complete description of
the securities and in the case of any securities, if necessary for a materi-
ally complete description of the securities, the name of any company or
other person in addition to the issuer obligated, directly or indirectly, with
respect to debt service or, if there is more than one such obligor, the state-
ment, “multiple obligors” may be shown.

Trade name and series designation is required under rules G-12(c)(vi)(l)
and G-15(a)(iii)(J) [currently codified at rule G-15(a)(i)(A)(8)], which
state that confirmations, must include all information necessary to ensure
that the parties agree to the details of the transaction. [See also current rule

G-15(a)(i)(B)(1)().]

Therefore, the maturity date of a stripped coupon municipal security rep-
resenting one interest payment is the date of the interest payment. [See
current rule G-15(a)(i)(B)(3)(a).]

¢ It should be noted that the SEC staff letter is limited to instruments in
which “neither the custodian nor sponsor additionally will guarantee or
otherwise enhance the creditworthiness of the underlying municipal secu-
rity or the stripped coupon security.”
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7 Under rules G-12(c)(vi)(B) and G-15(a)(iii)(B) [currently codified at rule
G-15(a)(i)(C)(2)(d)] the book-entry-only nature of the securities also must
be noted on the confirmation.

8 The Board understands that these documents generally are available from
the dealers sponsoring the stripped coupon municipal securities program.

" [Currently codified at rule G-15(a)(i)(B).]

11" [Currently codified at rule G-15(a)(i)(B)(4)(e).]

& [Currently codified at rule G-15(a)(i)(C)(3)(c).]

¥ [Currently codified at rule G-15(a)(i)(C)(1)(b).]

"I [Currently codified at rule G-15(a)(i)(A)(3).]

11 [Currently codified at rule G-15(a)(i)(A)(7)(b).]

1 [Currently codified at rule G-15(a)(i)(B)(5).]

[ [Currently codified at rule G-15(a)(i)(C)(4)(c).]

"1 [Currently codified at rule G-15(a)(i)(A)(7)(c).]

Notice Concerning Confirmation Disclosure of
Miscellaneous Transaction Charges

May 14, 1990

In recent months, several dealers have requested guidance
from the Board on the appropriate confirmation treatment of
miscellaneous charges added to customer transactions. These
inquiries typically relate to small amounts which some dealers
add to the combined extended principal and accrued interest
of a transaction, prior to arriving at the final monies.' In some
cases, the charges are levied for specific services provided as
part of the transaction (e.g., special delivery arrangements, de-
livery of physical securities, delivery vs. payment settlement).
In other cases, dealers may charge a flat fee characterized
simply as a “transaction fee.” These miscellaneous fees differ
from the commissions charged on agency transactions in that
they are flat amounts and are not computed from the par value
of the transaction.

Rule G-15(a)(iii)(J)™! requires each customer confirmation
to include, in addition to the specific items noted in G-15(a),
“such other information as may be necessary to ensure that
the parties agree to the details of the transaction.” Accord-
ingly, the nature and amount of miscellaneous charges must
be noted on the confirmation.?

Questions have arisen whether miscellaneous transaction fees
also should be reflected in the yield required to be disclosed
on the confirmation under rule G-15(a)(i)(1).> The Board does
not believe that it is appropriate for these fees to be incorpo-
rated in the stated yield. Because such fees are small, they
generally will not significantly affect a customer’s return on
investment. To the extent that the minor miscellaneous fees
charged in today’s market may be relevant to the customer’s
investment decision, the Board believes that a clear disclosure
of the nature and amount of the fee on the confirmation will
provide customers with sufficient information. If the practice
of charging that the fees routinely begin to represent signifi-
cant factors in customers’ return on investment, the Board
may reconsider this interpretation in favor of placing the
charges in the stated yield.



In purchases from customers, such transaction charges may be subtracted
from the monies owed the customer.

> The Board also has considered questions relating to periodic charges, such
as monthly charges for safekeeping. A dealer assessing periodic charges to
customer accounts, of course, must reach agreement with the customer on
the nature and extent of the charges and the services that will be provided
in return. However, since periodic charges do not relate to a specific trans-
action and may change over time, a dealer’s policy on periodic charges is
not required on the confirmation as a “detail of the transaction.”

3 [Currently codified at rule G-15(a)(i)(A)(8)] Commissions charged on
agency transactions must be included in the yield calculation. See [Rule
G-15 Interpretive Letter — Agency transactions: yield disclosures] MSRB
interpretation of July 13,1984, MSRB Manual 357133 at 4528. This has
led dealers to ask whether miscellaneous transaction charges should be
handled in a similar manner. As noted above, the Board does not believe
that miscellaneous charges should be handled in the same manner as
commissions.

"I [Currently codified at rule G-15(a)(i)(A)(8).]

Notice Concerning Transactions in Municipal
Collateralized Mortgage Obligations: Rule G-15

April 8, 1992

The Board has become aware that some municipal issuers
recently have issued securities that are structured as collater-
alized mortgage obligations (CMOs). Like the CMOs issued
by nonmunicipal issuers, these securities represent interest in
pools of mortgages and are partitioned into several classes (or
tranches), which are serialized as to priority for redemption
and payment of principal.

Since these “municipal CMOs” are being issued directly by
political subdivisions, agencies or instrumentalities of state
or local governments, it appears that they may be “municipal
securities,” as that term is defined under section 3(a)(29) of
the Securities Exchange Act of 1934.! Although the interest
paid on these instruments may be subject to federal taxation,
the Board reminds dealers that transactions in municipal se-
curities are subject to Board rules whether those securities
are taxable or tax-exempt. Accordingly, dealers executing
transactions in municipal CMOs should ensure that they are
in compliance with all applicable Board rules. For example,
dealers should ensure that all Board requirements regarding
professional qualifications and record-keeping are observed.?

Because the interest and principal payment features of mu-
nicipal CMOs are very different from those of traditional
municipal bonds, dealers should take care to ensure that all
Board rules designed for the protection of customers are ob-
served. This includes ensuring that: (i) all material facts about
each transaction are disclosed to the customer, in compliance
with rule G-17; (ii) each transaction recommended to a cus-
tomer is suitable for the customer, in compliance with rule
G-19; and (iii) the price of each customer transaction is fair
and reasonable, in compliance with rule G-30. With respect
to the material facts that should be disclosed to customers,
dealers should ensure that customers are adequately informed
of the likelihood of “prepayment” of principal on the secu-
rities and the likelihood of the securities being redeemed

MSRB RULE BOOK

substantially prior to the stated maturity date. If the amount
of principal that will be delivered to the customer differs from
the “face” amount to be delivered, the customer also should
be informed of this fact, along with the amount of the princi-
pal that will be delivered.

The Board also has reviewed the requirements of rule G-15(a)
(1)(H with respect to confirmation disclosure of “yield to ma-
turity” or “yield to call” on customer confirmations in these
securities. Because CMOs typically pay principal to holders
prior to maturity and because the actual duration of the se-
curities often varies significantly from the stated maturity,
the Board has interpreted rule G-15(a) not to require a state-
ment of yield for transactions in municipal CMOs. A dealer
that decides to voluntarily include a statement of “yield” on
a confirmation for these securities must also disclose on the
confirmation the method by which yield was computed. This
will help to avoid the possibility of the customer misunder-
standing the yield figure if he should use it to compare the
merits of alternative investments.

The Board will be monitoring municipal CMOs and will
adopt specific rules for the instruments in the future if this
appears to be necessary.

' Of course, whether any instrument is a municipal security is a matter to be
determined by the Securities and Exchange Commission.

o

In addition, as noted above, the interest paid on these instruments may be
subject to federal taxation. If the securities are identified by the issuer or
sold by the underwriter as subject to federal taxation, rules G-12(c) and
G-15(a) require confirmations to contain a designation to that effect.

"I [Currently codified at rule G-15(a)(i)(A)(5).]

Notice Concerning Use of the OASYS Global Trade
Confirmation System to Satisfy Rule G-15(a)

June 6, 1994

Rule G-15(a) requires that, at or before the completion of a
transaction in municipal securities with or for the account of
a customer, each broker, dealer or municipal securities dealer
(dealers) shall give or send to the customer “a written confir-
mation of the transaction” containing specified information.
Securities Exchange Act Rule 10b-10 states similar confir-
mation requirements for customer transactions in securities
other than municipal securities. In December 1992, Thomson
Financial Services, Inc. (Thomson) asked the Securities and
Exchange Commission (Commission) to allow dealers to use
Thomson’s OASYS Global system for delivering confirma-
tion under Rule 10b-10. In October 1993, the Commission
staff provided Thomson with a “no-action” letter stating that,
if OASYS Global system participants agree between them-
selves to use the system’s electronic “contract confirmation
messages” (CCMs) instead of hard-copy confirmations and
if certain other requirements are met' the Commission staff
would not recommend enforcement action to the Commis-
sion if broker-dealers rely on CCMs sent through the OASYS
Global system to satisfy the requirements to confirm a trans-
action under Rule 10b-10.2
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Thomson has asked the Board for an interpretation of rule
G-15(a) that would allow dealers to use the OASYS Global
system for municipal securities transactions to the same ex-
tent as dealers are allowed to use the system to comply with
Rule 10b-10. The Board believes that the speed and efficien-
cies offered by electronic confirmation delivery are of benefit
to the municipal securities industry, especially in light of the
move to T+3 settlement. Therefore, the Board has interpreted
the requirement in rule G-15(a) to provide customers with a
written confirmation to be satisfied by a CCM sent through
the OASYS Global system when the following conditions are
met: (i) the customer and dealer have both agreed to use the
OASYS Global system for purposes of confirmation deliv-
ery; (ii) the CCM includes all information required by rule
G-15(a); and (iii) all other applicable requirements and condi-
tions concerning the OASYS Global system expressed in the
Commission’s October 8, 1993 no-action letter concerning
Securities Exchange Act Rule 10b-10 continue to be met.?

! The other requirements contained in the Commission’s no-action letter

are as follows: (i) that the CCMs can be printed or downloaded by the
participants, (ii) that the recipient of a CCM must respond through the
system affirming or rejecting the trade, (iii) that the CCMs will not be au-
tomatically deleted by the system, and (iv) that the use of the system by the
participants ensures that both parties to the transaction have the capacity to
receive the CCMs.

The Commission’s October 8, 1993 no-action letter is reprinted in MSRB
Reports, Vol. 14, No. 3 (June 1994) at 38-39.

3 The Board understands that Thomson’s OASYS Global system is not at
this time a registered securities clearing agency and is not linked with other
registered securities clearing agencies for purposes of automated confir-
mation/acknowledgement required under rule G-15(d). Thus, under these
circumstances, use of the OASYS Global system will not constitute com-
pliance with rule G-15(d) on automated confirmation/acknowledgement.

Notice Concerning Flat Transaction Fees

June 13,2001

The MSRB has received inquiries regarding an interpretation
of rule G-15(a) from dealers who offer automated execution
of transactions and charge a small, flat “transaction fee” per
transaction. These dealers asked whether a $15.00 flat fee
qualifies as a miscellaneous transaction charge.

Rule G-15(a) sets out confirmation requirements for transac-
tions with customers and specifies that dealers include a yield
on the confirmation. In computing yield, G-15(a)(1)(A)(5)(c)
(iii) states that such “computations shall take into account ...
commissions charged to the customer ... but shall not take
into account incidental transaction fees or miscellaneous
charges, provided, however, that ... such fees or charges [are]
indicated on the confirmation.”

InaMay 14,1990 Notice Concerning Confirmation Disclosure
of Miscellaneous Transaction Charges,' the MSRB reminded
dealers that clear disclosure of the nature and amount of mis-
cellaneous fees is required. The notice stated that these fees
should not be incorporated into the stated yield because they
are small and do not significantly affect a customer’s return on
investment, as shown in the yield. The notice also stated that
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miscellaneous fees differ from commissions because they are
flat amounts, and, unlike the common practice used in com-
puting commissions for agency transactions, are not related to
the par value of the transaction.

The dealers who contacted the MSRB will charge a flat trans-
action fee of $15.00 for trades executed through an automated
trading system. Since this fee is relatively small and unrelated
to the par value of the transaction, the MSRB believes that the
transaction fee should be considered a miscellaneous transac-
tion fee. Therefore the fee would not have to be incorporated
into the stated yield, but would need to be separately disclosed
on the confirmation.

! See Rule G-15 Interpretation Notice Concerning Confirmation Disclosure

of Miscellaneous Transaction Charges, May 14, 1990, MSRB Rule Book
(January 1,2001) at 108.

Build America Bonds: Reminder of Customer
Confirmation Yield Disclosure Requirement

August 25,2009

On April 24, 2009, the Municipal Securities Rulemaking
Board (MSRB) published a notice clarifying that “Build
America Bonds” and other tax credit bonds are municipal se-
curities and, therefore, subject to MSRB rules.! The MSRB
understands that many of these securities contain certain
redemption provisions, such as mandatory pro rata sinking
funds, and that brokers, dealers and municipal securities deal-
ers (collectively “dealers”) frequently effect transactions on a
basis of “yield to average life.” The MSRB reminds dealers
that, for transactions effected on the basis of “yield to average
life,” Rule G-15(a), on customer confirmations, requires the
confirmation to display that yield as well as the yield com-
puted to the lower of an “in whole” call or maturity.

Rule G-15(a)(i)(A)(5) states requirements for dealers to
calculate and display yields and dollar prices on customer
confirmations. For transactions effected on the basis of yield
to maturity, call or put date, the yield at which the transaction
was effected as well as a dollar price computed to the lower
of an “in whole” call or maturity are required to be shown
on a confirmation. Similarly, for transactions effected on the
basis of a dollar price, the dollar price at which the transac-
tion was effected along with a yield computed to the lower of
an “in whole” call or maturity are required to be shown on a
confirmation.

Sinking funds do not represent “in whole” call features. Ac-
cordingly, MSRB confirmation requirements do not require
dealers to compute yield or dollar price to a sinking fund call
date or to compute a “yield to average life” using multiple
sinking fund dates. However, dealers should note that if the
computed yield otherwise required by Rule G-15(a)(i)(A)
(5) is different than the yield at which the transaction was
effected, Rule G-15(a)(i)(A)(5)(vii) provides that both the
computed yield and the yield at which the transaction was ef-



fected must be shown on the confirmation. Therefore, when a
transaction is effected on the basis of “yield to average life,”
such yield must be displayed on a customer confirmation.

' See MSRB Notice 2009-15.

Use of Electronic Confirmations Produced by a
Clearing Agency or Qualified Vendor to Satisfy the
Requirements of Rule G-15(a)

September 15, 2009

MSRB Rule G-15 provides confirmation, clearance, settle-
ment and other uniform practice requirements with respect
to transactions with customers. Rule G-15(a) requires that,
at or before the completion of a transaction in municipal se-
curities with or for the account of a customer, each broker,
dealer or municipal securities dealer (collectively “dealer”)
give or send to the customer “a written confirmation of the
transaction” containing the information specified by the rule.
Rule 15(d) provides additional uniform practice requirements
for transactions executed with customers on a payment for
securities received (“RVP”) or delivery against payment of
securities sold (“DVP”) basis (collectively, “DVP/RVP”). In
addition to the specific uniform practice requirements of this
section, Rule G-15(d)(i)(c) expressly provides that dealers
executing DVP/RVP transactions must comply with the re-
quirements of section (a) of the rule pertaining to customer
confirmations. Rule G-15(d) also requires dealers that trans-
act with customers on a DVP/RVP basis to use the facilities
of a Clearing Agency or Qualified Vendor, as defined in Rule
G-15(d)(ii)(B), for automated confirmation and acknowledge-
ment of the transaction.

Securities Exchange Act Rule 10b-10, on customer confirma-
tions of non-municipal securities transactions, provides for
confirmation requirements that are similar to Rule G-15(a).
Several providers of automated confirmation and acknowl-
edgement services have received no-action letters from the
Securities and Exchange Commission (“SEC”) staff that al-
low their dealer clients to rely on the confirmations they
produce to satisfy dealer confirmation delivery obligations to
certain customers under SEC Rule 10b-10 where the disclo-
sures customarily provided on the back of paper confirmations
are provided electronically using a uniform resource locator
(“URL”) link." One of the service providers that received a
no-action letter, as described above, permitting it to use URL
links for its dealer clients, has requested an interpretation of
Rule G-15(a) to allow dealers to rely on confirmations pro-
duced by this service provider to the same extent as dealers
are allowed to use the confirmations produced by the service
providers to comply with SEC Rule 10b-10.

In a 1994 Interpretive Notice, the MSRB recognized that
the speed and efficiencies offered by electronic confirmation
delivery are of benefit to the municipal securities industry.’
Therefore, the MSRB has interpreted the requirement in Rule
G-15(a) to provide a customer with a written confirmation
to be satisfied by an electronic confirmation for DVP/RVP
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transactions sent by a Clearing Agency or Qualified Vendor,
as defined in MSRB Rule G-15(d)(ii)(B), where disclosures
customarily provided on the back of paper confirmations are
provided electronically using a URL link when the follow-
ing conditions are met: (i) the confirmation sent includes all
of the information required by Rule G-15(a); and (ii) all of
the requirements and conditions concerning the use of the
electronic confirmation service expressed in applicable SEC
no-action letters concerning SEC Rule 10b-10 continue to be
met.

' See,e.g.,letter from Paula R. Jenson, Deputy Chief Counsel, SEC, to Nor-

man Reed, General Counsel, Omgeo LLC (March 12, 2008).

2 See Rule G-15 Interpretation Notice Concerning Use of the OASYS
Global Trade Confirmation System to Satisfy Rule G-15(a), June 6, 1994,
MSRB Rulebook (January 1,2009) at 138.

See also:

Rule G-12 Interpretations — Notice of Interpretation of Rules
G-12(e) and G-15(c) on Deliveries of Called Securities —
Definition of ‘“Publication Date,” October 20, 1986.

- Notice on Determining Whether Transactions are Inter-
Dealer or Customer Transactions: Rules G-12 and G-15, May
1988.

Rule G-17 Interpretations — Altering the Settlement Date on
Transactions in “When-Issued” Securities, February 26, 1985.

- Notice Concerning the Application of Board Rules to Put Op-
tion Bonds, September 30, 1985.

- Notice Concerning Disclosure of Call Information to Custom-
ers of Municipal Securities, March 4, 1986.

- Notice of Interpretation on Escrowed-to-Maturity Securities:
Rules G-17, G-12 and G-15, September 21, 1987.

- Educational Notice on Bonds Subject to “Detachable” Call
Features, May 13, 1993.

- Bond Insurance Ratings — Application of MSRB Rules,
January 22, 2008.

- Rule G-32 Interpretation — Notice Regarding Electronic
Delivery and Receipt of Information by Brokers, Dealers and
Municipal Securities Dealers, November 20, 1998.

Interpretive Letters

Callable securities: “catastrophe” calls. This will acknowl-
edge receipt of your letter dated October 20, 1977 which has
been referred to me for reply. In your letter you request an
interpretation of the provisions in rules G-12 and G-15 requir-
ing that the dollar price for transactions in callable securities
effected on a yield basis be priced to the lower of price to call
or price to maturity. (See rules G-12(c)(v)(I) and G-15(a)
(viii)™).

At its meeting held October 25-26, 1977, the Board con-
firmed that the requirements in rules G-12 and G-15 relating
to pricing to call do not include “catastrophe” calls, that is,
calls which occur as a result of events specified in the bond
indenture which are beyond the control of the issuer. MSRB
interpretation of November 7, 1977 .

1 [Currently codified at rule G-15(a)(i)(A)(5).]
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Callable securities: disclosure. I am writing in response to
your letter of August 17, 1982, concerning the requirements
of Board rules G-12(c)(v)(E) and G-15(a)(v)'"! concerning
securities descriptions set forth on confirmations. In your let-
ter you note that certain descriptive details are required to be
disclosed on the confirmation only “if necessary for a materi-
ally complete description of the securities,” and you inquire
whether information as to a security’s callability is one of
these details.

Rules G-12(c)(V)(E) and G-15(a)(v)!"! require confirmations
to set forth a

description of the securities, including at a minimum the
name of the issuer, interest rate, maturity date, and if the
securities are limited tax, subject to redemption prior to
maturity (callable) or revenue bonds, an indication to
such effect, including in the case of revenue bonds the
type of revenue, if necessary for a materially complete
description of the securities, and in the case of any
securities, if necessary for a materially complete de-
scription of the securities, the name of any company or
other person in addition to the issuer obligated, directly
or indirectly, with respect to debt service or, if there is
more than one such obligor, the statement ‘multiple obli-
gators’ may be shown.” (emphasis added)

As you can see, the phrase “if necessary for a materially
complete description of the securities” modifies only the
requirements for disclosure of “the type of revenue,” or ...
disclosure of “the name of any company or other person obli-
gated ... with respect to debt service...,” and does not modify
the requirements for disclosure of the other listed information.
Both rules, therefore, deem information as to the “name of
the issuer, interest rate, maturity date and if the securities are
limited tax, subject to redemption prior to maturity (callable)
or revenue bonds” to be necessarily material and subject to
disclosure on the confirmation. In the specific case which you
cite, that of a security with an “in-part” sinking fund call fea-
ture, the confirmation of a transaction in such security would
be required to identify the security as “callable.” MSRB inter-
pretation of August 23, 1982.

' [Currently codified at rules G-15(a)(i)(B) and G-15 (a)(i)(C).]

Callable securities: extraordinary mandatory redemption
features. I am writing in response to your letter of February
15, 1983 regarding the confirmation disclosure requirements
applicable to municipal securities which are subject to ex-
traordinary mandatory redemption features. In your letter you
inquire whether such securities need be identified as “call-
able” securities on the confirmation. You also inquire as to the
relationship between an extraordinary mandatory redemption
feature and a “catastrophe call” feature, and the disclosure re-
quirements applicable to the latter type of provision.

An extraordinary mandatory redemption feature, in my under-
standing, is a call provision under which an issuer of securities
would be obliged to call all or a part of an issue if certain
stated unexpected events occur. For example, many of the re-
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cent mortgage revenue issues have extraordinary mandatory
redemption provisions under which securities would be called
if a portion of the proceeds of the issue has not been used
to acquire mortgages by a certain stated date, or if moneys
received from principal prepayments have not been used to
acquire new mortgages by a certain period following receipt
of the prepayment. In general, securities which are subject
to extraordinary mandatory redemption provisions must be
identified as “callable” securities on any confirmation. Ex-
traordinary redemption provisions would not, however, be
used for purposes of computing a yield or dollar price.

One specific type of extraordinary mandatory redemption pro-
vision is what has been colloquially termed a “catastrophe”
or “calamity” call provision. Under this type of provision the
issuer of securities would be obliged to call all or part of an
issue if the financed project is destroyed or damaged by some
catastrophe (e.g., by fire, flood, lightning or other act of God)
or if the tax exempt status of the issue is negated. The Board
has previously expressed the view that securities which are
callable solely under this type of “catastrophe” call provi-
sion, and are not otherwise callable, need not be designated as
“callable” securities on a confirmation.

In summary, therefore, securities which are subject to ex-
traordinary mandatory redemption provisions other than
“catastrophe” call provisions must be identified as “callable”
securities on confirmations. MSRB interpretation of February
18, 1983.

Original issue discount, zero coupon securities: disclosure
of, pricing to call feature. I am writing in response to your
inquiry in our recent telephone conversation regarding the ap-
plication of Board rules to the recent original issue discount
on “zero coupon” new issues of municipal securities. In par-
ticular, you indicated that these types of securities are often
subject to somewhat unusual call provisions, and you inquired
as to the application to these types of securities of Board rules
concerning the disclosure of call provisions and the use of
such call provisions in dollar price and yield computations.

Subsequent to our conversation, I obtained several examples
of these call provisions, which were provided to the Board in
connection with your inquiry. In the first of these examples,
involving an original issue discount security, the call provi-
sion commences ten years after issuance, with the redemption
price initially set at 90 and increasing by 2 points every three
years, reaching a redemption price of 100 twenty-five years
after issuance. In the second example, involving a “zero cou-
pon” security, the call provision commences ten years after
issuance; the redemption price is based on the compound
accreted value of the security (plus a stated redemption pre-
mium for the first five years of the call provision), with certain
of the securities initially redeemable at an approximate dollar
price of 18.

As you know, the call provisions on “zero coupon” and original
issue discount securities are one of the special characteristics
of such securities, but are not, by any means, the sole special



characteristic. The Board is of the view that municipal securi-
ties brokers and dealers selling such securities are obliged,
under Board rule G-17 as well as under the anti-fraud rules
under the Securities Exchange Act, to disclose to customers
all material information regarding such special characteristics.
As the Board stated in its April 27, 1982 “Notice Concerning
*Zero Coupon’ and ‘Stepped Coupon’ Securities,”

persons selling such securities to the public have an ob-
ligation to adequately disclose the special characteristics
of such securities so as to comply with the Board’s fair
practice rules.

Therefore, in selling an original issue discount or “zero cou-
pon” security to a customer, a dealer would be obliged to
disclose, among other matters, any material information with
respect to the call provisions of such securities.

I note also that Rule G-15 requires customer confirmations of
transactions in callable securities to indicate that the securi-
ties are “callable,” and to contain a legend stating, in part, that
information concerning the call provisions of such securities
will be made available upon the customer’s request. Cus-
tomer confirmations of transactions in callable original issue
discount or “zero coupon” securities would have to contain
such a legend, in addition to the designation “callable,” and
the details of the call provisions of such securities would have
to be provided to the customer in writing upon the customer’s
request.

The requirement under rules G-12 and G-15 for the com-
putation of dollar price and (under rule G-15) yield to a call
or option feature would apply to a transaction in an original
issue discount or “zero coupon” security. Therefore, if the
dollar price to the call on a transaction in such securities is
lower than the price to maturity, such dollar price should be
used. In the case of customer confirmations, if the yield to
call on a transaction in such securities is lower, such yield
must be shown. As you noted in our conversation, in view of
the redemption price structure of the call provisions on such
securities, the price or yield to call on a particular transac-
tion might be lower than the price or yield to maturity, even
though the transaction is effected at a price below par. Since
heretofore the industry has been accustomed to call provi-
sions at prices at or above par, industry members may wish
to pay particular attention to the processing of transactions in
original issue discount or “zero coupon” securities with these
unusual types of call provisions, to ensure that the dollar price
or yield of such transactions is not inadvertently overstated
due to a failure to check the price or yield to call. MSRB inter-
pretation of June 30, 1982.

Callable securities: pricing to call. Your letter dated May 1,
1978 concerning the pricing to call provisions of rules G-12
and G-15 has been referred to me for response. In your letter,
you request clarification of the application of such provisions
to a situation in which securities have been prerefunded and
the escrow fund is to be held to the maturity date of the securi-
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ties. We understand that the securities in question are part of a
term issue, sold on a yield basis, and are subject to a manda-
tory sinking fund call beginning two years prior to maturity.

Under rules G-12 and G-15, the dollar price of a transaction
effected on a yield basis must be calculated to the lowest of
price to premium call price to par option or price to maturity.
The calculation of dollar price to a premium call or par option
date should be to that date at which the issuer may exercise
an option to call the whole of a particular issue or, in the case
of serial bonds, a particular maturity, and not to the date of a
call in part.

Accordingly, the calculation of the dollar price of a transac-
tion in the securities in your example should be made to the
maturity date. The existence of the sinking fund call should,
however, be disclosed on the confirmation by an indication
that the securities are “callable.” The fact that the securities
are prerefunded should also be noted on the confirmation.
MSRB interpretation of June 8, 1978.

Callable securities: pricing to call. Your letter, dated Janu-
ary 25, 1979 has been referred to me for response. In your
letter, you raise a question regarding pricing of callable secu-
rities under rules G-12 and G-15. Specifically, you inquire as
to how the dollar price should be calculated for transactions
in a particular issue of [Name of bond deleted] bonds. The
terms of the issue provide in pertinent part that the securities
are subject to redemption prior to maturity on or after October
1, 1984, at declining premiums, from the proceeds of prepay-
ments of mortgage loans (the “1984 call feature™).

As you know, Board rules G-12 and G-15 require that

... where a transaction is effected on a yield basis, the
dollar price shall be calculated to the lowest of price to
premium call, price to par option, or price to maturity...

As an interpretive matter, the Board has adopted the position
that the calculation of dollar price to a premium call or par
option date should be to that date at which the issuer may
exercise an option to call the whole of a particular issue or, in
the case of serial bonds, a particular maturity, and not to the
date of a call in part.

With respect to your question, the Board is of the view that
the dollar price for transactions involving the securities in
question should not be calculated to the 1984 call feature. The
Board bases its conclusion on (1) the fact that it is extremely
unlikely as a practical matter that the call would be exercised
as to all or even a significant part of the issue (that is, it is
much more likely to operate in practice as an “in part” call)
and (2) the exercise of the 1984 call feature would depend on
events which are not subject to the control of the issuer. I note
that the Board cited this as the reason for not utilizing “catas-
trophe call” features for purposes of price calculation. MSRB
interpretation of March 9, 1979.

Callable securities: pricing transactions on construction
loan notes. I am writing in response to your letter of Feb-
ruary 3, 1984 concerning the application of certain of the
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confirmation requirements of Board rules G-12 and G-15 to
transactions in construction loan notes. In your letter you note
that both rules require that the confirmation of a transaction
in callable securities effected on a yield basis set forth a dol-
lar price that has been computed to the lowest of the price to
the call, the price to the par option, or the price to maturity
of the securities; rule G-15 requires that customer confirma-
tions effected on a dollar price basis state the resulting yield
computed to the lowest of the yield to call, to the par option,
or to maturity. You inquire how these comparative calculation
requirements would apply to a confirmation of a transaction
in construction loan notes, which generally are callable “in
whole” six months prior to the stated maturity date at par.

Your inquiry was referred to a committee of the Board which
has responsibility for interpreting the Board’s confirmation
rules; that committee has authorized my sending you this re-
sponse. The committee notes that a Board interpretive notice
of December 1980, which discussed the types of call features
which should be used for purposes of the comparative cal-
culation requirements, stated clearly that these requirements
would apply to a transaction in a callable security if the issue
of which the security is a part is callable “in whole” and if
there is no restriction on the source of the funds which may
be used to exercise the call. Since the call feature applicable
to issues of construction loan notes is this type of “in whole”
call feature, the committee is of the view that the compara-
tive calculation requirements would apply. The confirmation
of a transaction in a construction loan note effected on a yield
basis, therefore, should state a dollar price computed to the
lower of the price to this call feature or the price to maturity.
Similarly, a customer confirmation of a transaction in these
securities effected on a dollar price basis should set forth a
yield to the lower of the yield to this call feature or a yield to
maturity. MSRB interpretation of March 5, 1984.

Callable securities: pricing to call and extraordinary
mandatory redemption features. This is in response to your
November 16, 1983, letter concerning the application of the
Board’s rules to sales of municipal securities that are subject
to extraordinary redemption features.

As a general matter, rule G-17 of the Board’s rules of fair
practice requires municipal securities brokers and dealers to
deal fairly with all persons and prohibits them from engaging
in any deceptive, dishonest, or unfair practice. The Board has
interpreted this rule to require, in connection with the pur-
chase from or sale of a municipal security to a customer, that
a dealer must disclose, at or before the time the transaction oc-
curs, all material facts concerning the transaction and not omit
any material facts which would render other statements mis-
leading. The fact that a security may be redeemed “in whole,”
“in part,” or in extraordinary circumstances prior to maturity
is essential to a customer’s investment decision about the se-
curity and is one of the facts a dealer must disclose prior to
the transaction. It should be noted that the Board has deter-
mined that certain items of information must, because of their
materiality, be disclosed on confirmations of transactions.
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However, a confirmation is not received by a customer un-
til after a transaction is effected and is not meant to take the
place of oral disclosure prior to the time the trade occurs.

You ask whether, for an issue which has more than one call
feature, the disclosure requirements of MSRB rule G-15
would be better served by merely stating on the confirmation
that the bonds are callable, instead of disclosing the terms
of one call feature and not another. Board rule G-15, among
other things, prescribes what items of information must be
disclosed on confirmations of transactions with customers.!
Rule G-15(a)(i)(E) requires that customer confirmations
contain a materially complete description of the securities and
specifically identifies the fact that securities are subject to re-
demption prior to maturity as one item that must be specified.
The Board is of the view that the fact that a security may be
subject to an “in whole” or “in part” call is a material fact
for an individual making an investment decision about the se-
curities and has further required in rule G-15a(iii)(D)""! that
confirmations of transactions in callable securities must state
that the resulting yield may be affected by the exercise of a
call provision, and that information relating to call provisions
is available upon request.?

With respect to the computation of yields and dollar prices,
rule G-15(a)(i)()™! requires that the yield and dollar price for
the transaction be disclosed as the price (if the transaction is
done on a yield basis) or yield (if the transaction is done on
the basis of a dollar price) calculated to the lowest price or
yield to call, to par option, or to maturity. The provision also
requires, in cases in which the resulting dollar price or yield
shown on the confirmation is calculated to call or par option,
that this must be stated and the call or option date and price
used in the calculation must be shown. The Board has deter-
mined that, for purposes of making this computation, only “in
whole” calls should be used.’ This requirement reflects the
longstanding practice of the municipal securities industry and
advises a purchaser what amount of return he can expect to
realize from the investment and the terms under which such
return would be realized.

You also ask whether it is reasonable to infer from the dis-
charge of one call feature that no other call features exist. As
discussed above, the Board requires a customer confirmation
to disclose, when applicable, that a security is subject to re-
demption prior to maturity and that the call feature may affect
the security’s yield. This requirement applies to securities
subject to either “in whole” or “in part” calls. Moreover, as
noted earlier, because information concerning call features is
material information, principles of fair dealing embodied by
rule G-17 require that these details be disclosed orally at the
time of trade.

By contrast, identification of the first “in-whole” call date
and its price must be made only when they are used to com-
pute the yield or resulting dollar price for a transaction. This
disclosure is designed only to advise an investor what infor-



mation was used in computing the lowest of yield or price to
call, to par option, or to maturity and is not meant to describe
the only call features of the municipal security.

In addition, in the case of the sale of new issue securities dur-
ing the underwriting period, Board rule G-32 requires that ...
a copy of the final official statement, if any, must be provided
to the customer.* While the official statement would describe
all call features of an issue, it must be emphasized that deliv-
ery of this document does not relieve a dealer of its obligation
to advise a customer of material characteristics and facts con-
cerning the security at the time of trade.

Finally, you ask whether the omission of this or other call fea-
tures on the confirmation is a material omission of the kind
which would be actionable under SEC rule 10b-5. The Board
is not empowered to interpret the Securities Exchange Act or
rules thereunder; that responsibility has been delegated to the
Securities and Exchange Commission. We note, however, that
the failure to disclose the existence of a call feature would vi-
olate rule G-15 and, in egregious situations, also may violate
rule G-17, the Board’s fair dealing rule. MSRB interpretation
of February 10 1984.

' Similar requirements are specified in rule G-12 for confirmations of inter-
dealer transactions.

The rule states that this requirement will be satisfied by placing in footnote
or otherwise the statement:

“[Additional] call features ... exist [that may] affect yield; complete infor-
mation will be provided upon request.”

See [Rule G-15 Interpretation — Notice concerning pricing to call], De-
cember 10, 1980 ... at § 3571.

4 The term underwriting period is defined in rule G-11 as:

the period commencing with the first submission to a syndicate of an order
for the purchase of new issue municipal securities or the purchase of such
securities from the issuer, whichever first occurs, and ending at such time
as the issuer delivers the securities to the syndicate or the syndicate no
longer retains an unsold balance of securities, whichever last occurs.

"I [Currently codified at rule G-15 (a)(i)(C).]
I [Currently codified at rule G-15 (a)(i)(C)(2)(a).]
# [Currently codified at rule G-15 (a)(i)(A)(5).]

NOTE: Revised to reflect subsequent amendments.

Calculation of price and yield on continuously callable se-
curities. This will respond to your letter of May 30, 1989,
relating to the calculation of price and yield in transactions
involving municipal securities which can be called by the is-
suer at any time after the first optional “in-whole” call date.
The Board reviewed your letter at its August 1989 meeting
and has authorized this response.

Rules G-12(c) and G-15(a) govern inter-dealer and customer
confirmations, respectively. For transactions executed on a
yield basis, rules G-12(c)(v)(1) and G-15(a)(v)(1)I) require the
dollar price computed from yield and shown on the confirma-
tion to be computed to the lower of call or maturity. The rules
also require the call date and price to be shown on the confir-
mation when securities are priced to a call date.
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In computing price to call, only “in-whole” calls, of the type
which may be exercised in the event of a refunding, should be
used.! The “in-whole” call producing the lowest price must
be used when computing price to call. If there is a series of
“in-whole” call dates with declining premiums, a calculation
to the first premium call date generally will produce the low-
est price to call. However, in certain circumstances involving
premiums which decline steeply over a short time, an “inter-
mediate” call date — a date on which a lower premium or
par call becomes operative — may produce the lowest price.
Dealers must calculate prices to intermediate call dates when
this is the case.? Identical rules govern the computation and
display of yield to call and yield to maturity, as required on
customer confirmations under rule G-15(a).

The issues that you describe are callable at declining premi-
ums, in part or in whole, at any time after the first optional
call date. There is no restriction on the issuer in exercising a
call after this date except for the requirement to give 30 to 60
days notice of the redemption. Since this “continuous” call
provision is an “in-whole” call of the type which may be used
for a refunding, it must be considered when calculating price
or yield.

The procedure for calculating price to call for these issues is
the same as for other securities with declining premium calls.
Dealers must take the lowest price possible from the operation
of an “in-whole” call feature, compare it to the price calcu-
lated to maturity and use the lower of the two figures on the
confirmation. For settlement dates prior to the first “in-whole”
call, it generally should be sufficient to check the first and in-
termediate call dates (including the par call), determine which
produces the lowest price, and compare that price to the price
calculated to maturity. For settlement dates occurring after the
first “in-whole” call date, it must be assumed that a notice
of call could be published on the day after trade date, which
would result in the redemption of the issue 31 days after trade
date.’ The price calculated to this possible redemption date
should be compared to prices calculated to subsequent inter-
mediate call dates and the lowest of these prices used as the
price to call. The price computed to call then can be compared
to the price computed to maturity and the lower of the two
included on the confirmation. If a price to call is used, the date
and redemption price of the call must be stated. Identical pro-
cedures are used for computing yield from price for display
on customer confirmations under rule G-15(a).

You also have asked for the Board’s interpretation of two of-
ficial statements which you believe have a continuous call
feature and ask whether securities with continuous call fea-
tures typically are called between the normal coupon dates.
The Board’s rulemaking authority does not extend to the
interpretation of official statements and the Board does not
collect information on issuer practices in calling securities.
Therefore, the Board cannot assist you with these inquiries.
MSRB Interpretation of August 15, 1989.
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The parties to a transaction may agree at the time of trade to price securi-
ties to a date other than an “in-whole” call date or maturity. If such an
agreement is reached, it must be noted on the confirmation.

2 See [Rule G-15 Interpretation] Notice Concerning Pricing to Call, Decem-
ber 10, 1980, MSRB Manual (CCH) paragraph 3571.

If a notice of call for the entire issue occurs on or prior to the trade date,
delivery cannot be made on the transaction and it must be worked out or
arbitrated by the parties. See rules G-12(e)(x)(B) and G-15(c)(viii)(B).

"I [Currently codified at rule G-15(a)(i)(A)(5)(c).]

Callable securities: pricing to mandatory sinking fund
calls. This is in response to your February 21, 1986 letter con-
cerning the application of rule G-15(a) regarding pricing to
prerefunded bonds with mandatory sinking fund calls.

You give the following example:

Bonds, due 7/1/10, are prerefunded to 7/1/91 at 102. There are
$17,605,000 of these bonds outstanding. However, there is a
mandatory sinking fund which will operate to call $1,000,000
of these bonds at par every year from 7/1/86 to 7/1/91. The
balance ($11,605,000) then will be redeemed 7/1/91 at 102.
If this bond is priced to the 1991 prerefunded date in today’s
market at a 6.75 yield, the dollar price would be approximate-
ly 127.94. However, if this bond is called 7/1/86 at 100 and a
customer paid the above price, his/her yield would be a minus
52 percent (-52%) on the called portion.

You state that the correct way to price the bond is to the 7/1/86
par call at a 5% level which equates to an approximate dol-
lar price of 102.61. The subsequent yield to the 7/1/91 at 102
prerefunded date would be 12.33% if the bond survived all
the mandatory calls to that date. You note that a June 8, 1978,
MSRB interpretation states, “the calculation of dollar price
to a premium call or par option date should be to that date at
which the issuer may exercise an option to call the whole of
a particular issue or, in the case of serial bonds, a particular
maturity, and not to the date of a call in-part.” You believe,
however, that, as the rule is presently written, dealers are leav-
ing themselves open for litigation from customers if bonds,
which are trading at a premium, are not priced to the man-
datory sinking fund call. You ask that the Board review this
interpretation.

Your letter was referred to a Committee of the Board which
has responsibility for interpreting the Board’s fair practice
rules. That Committee has authorized this response.

Rule G-15(a)(i)(I)""! requires that on customer confirmations
the yield and dollar price for the transaction be disclosed as
the price (if the transaction is done on a yield basis) or yield
(if the transaction is done on the basis of the dollar price) cal-
culated to the lowest price or yield to call, to par option, or to
maturity. The provision also requires, in cases in which the
resulting dollar price or yield shown on the confirmation is
calculated to call or par option, that this must be stated and
the call or option date and price used in the calculation must
be shown. The Board has determined that, for purposes of
making this computation, only “in-whole” calls should be
used.' This requirement reflects the longstanding practice of
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the municipal securities industry that a price calculated to
an “in-part” call, such as a sinking fund call, is not adequate
because, depending on the probability of the call provision
being exercised and the portion of the issue subject to the call
provision, the effective yield based on the price to a sinking
fund date may not bear any relation to the likely return on the
investment.

Rule G-15(2)(i)(I)'"! applies, however, only when the parties
have not specified that the bonds are priced to a specific call
date. In some circumstances, the parties to a particular trans-
action may agree that the transaction is effected on the basis
of a yield to a particular date, e.g. put option date, and that
the dollar price will be computed in this fashion. If that is the
case, the yield to this agreed upon date must be included on
confirmations as the yield at which the transaction was ef-
fected and the resulting dollar price computed to that date,
together with a statement that it is a “yield to [date].” In an
August 1979 interpretive notice on pricing of callable securi-
ties, the Board stated that, under rule G-30, a dealer pricing
securities on the basis of a yield to a specified call feature
should take into account the possibility that the call feature
may not be exercised.? Accordingly, the price to be paid by the
customer should reflect this possibility, and the resulting yield
to maturity should bear a reasonable relationship to yields on
securities of similar quality and maturity. Failure to price se-
curities in such a manner may constitute a violation of rule
G-30 since the price may not be “fair and reasonable” in the
event the call feature is not exercised. The Board also noted
that the fact that a customer in these circumstances may real-
ize a yield in excess of the yield at which the transaction was
effected does not relieve a municipal securities dealer of its
responsibilities under rule G-30.

Accordingly, the calculation of the dollar price of a transac-
tion in the securities in your example, unless the parties have
agreed otherwise, should be made to the prerefunded date. Of
course, under rule G-17 on fair dealing, dealers must explain
to customers the existence of sinking fund calls at the time of
trade. The sinking fund call, in addition, should be disclosed
on the confirmation by an indication that the securities are
“callable.” The fact that the securities are prerefunded also
should be noted on the confirmation. MSRB Interpretation of
April 30, 1986.

' See [Rule G-15 Interpretation — Notice Concerning Pricing to Call], De-
cember 10, 1980 at § 3571.

See [Rule G-30 Interpretation — Interpretive Notice on Pricing of Callable
Securities], August 10, 1979 ... at§ 3646.

"I [Currently codified at rule G-15 (a)(i)(A)(5).]

Disclosure of pricing: calculating the dollar price of par-
tially prerefunded bonds. This is in response to your March
21, 1986 letter concerning the application of Board rules to
the description of municipal securities provided at or prior to
the time of trade and the application of rules G-12(c) and G-
15(a) on calculating the dollar price of partially prerefunded
bonds with mandatory sinking fund calls.



You describe an issue, due 10/1/13. Mandatory sinking fund
calls for this issue begin 10/1/05 and end 10/1/13. Recently,
a partial refunding took place which prerefunds the 2011,
2012 and 2013 mandatory sinking fund requirements totaling
$11,195,000 (which is 43.6% of the issue) to 10/1/94 at 102.
The certificate numbers for the partial prerefunding will not
be chosen until 30 days prior to the prerefunded date. Thus,
a large percentage of the bonds are prerefunded and all the
bonds will be redeemed by 10/1/10 because the 2011, 2012,
and 2013 maturities no longer exist.

You note that the bonds should be described as partially prere-
funded to 10/1/94 with a 10/1/10 maturity. Also, you state that
the price of these securities should be calculated to the cheap-
est call, in this case, the partial prerefunded date of 10/1/94 at
102. You add that there is a 9% point difference in price be-
tween calculating to maturity and to the partially prerefunded
date.

You note that the descriptions you have seen on various bro-
kers’ wires do not accurately describe these securities and a
purchaser of these bonds would not know what they bought
if the purchase was based on current descriptions. You ask
the Board to address the description and calculation problems
posed by this issue.

Your letter was referred to a Committee of the Board which
has responsibility for interpreting the Board’s fair practice
rules. That Committee has authorized this response.

Board rule G-17 provides that

In the conduct of its municipal securities business, each
broker, dealer, and municipal securities dealer shall deal
fairly with all persons and shall not engage in any decep-
tive, dishonest, or unfair practice.

In regard to inter-dealer transactions, the items of informa-
tion that professionals must exchange at or prior to the time
of trade are governed by principles of contract law and es-
sentially are those items necessary adequately to describe the
security that is the subject of the contract. As a general mat-
ter, these items of information do not encompass all material
facts, but should be sufficient to distinguish the security from
other similar issues. The Board has interpreted rule G-17 to
require dealers to treat other dealers fairly and to hold them to
the prevailing ethical standards of the industry.' The rule also
prohibits dealers from knowingly misdescribing securities to
another dealer.?

Board rules G-12(c) and G-15(a) require that

where a transaction is effected on a yield basis, the dol-
lar price shall be calculated to the lowest of price to call,
price to par option, or price to maturity ...

In addition, for customer confirmations, rule G-15(a) requires
that

for transactions effected on the basis of dollar price, ...
the lowest of the resulting yield to call, yield to par op-
tion, or yield to maturity shall be shown....
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These provisions also require, in cases in which the resulting
dollar price or yield shown on the confirmation is calculated
to call or par option, that this must be stated and the call or
option date and price used in the calculation must be shown.
The Board has determined that, for purposes of making this
computation, only “in-whole” calls should be used.* This
requirement reflects the longstanding practice of the munici-
pal securities industry that a price calculated to an “in-part”
call, for example, a partial prerefunding date, is not adequate
because, depending on the probability of the call provision
being exercised and the portion of the issue subject to the call
provision, the effective yield based on the price to a partial
prerefunding date may not bear any relation to the likely re-
turn on the investment.

These provisions of Rules G-12(c) and G-15(a) apply, how-
ever, only when the parties have not specified that the bonds
are priced to a specific call date. In some circumstances, the
parties to a particular transaction may agree that the transac-
tion is effected on the basis of a yield to a particular date, e.g.,
a partial prerefunding date, and that the dollar price will be
computed in this fashion. If that is the case, the yield to this
agreed upon date must be included on confirmations as the
yield at which the transaction was effected and the resulting
dollar price computed to that date, together with a statement
that it is a “yield to [date].” In an August 1979 interpretive
notice on pricing of callable securities, the Board stated that,
under rule G-30, a dealer pricing securities sold to a customer
on the basis of a yield to a specified call feature should take
into account the possibility that the call feature may not be
exercised.*

Accordingly, the price to be paid by the customer should re-
flect this possibility, and the resulting yield to maturity should
bear a reasonable relationship to yields on securities of sim-
ilar quality and maturity. Failure to price securities in such
a manner may constitute a violation of rule G-30 since the
price may not be “fair and reasonable” in the event the call
feature is not exercised. The Board also noted that the fact
that a customer in these circumstances may realize a yield in
excess of the yield at which the transaction was effected does
not relieve a municipal securities dealer of its responsibilities
under rule G-30.

Accordingly, the calculation of the dollar price of a transac-
tion in the securities you describe, unless the parties have
agreed otherwise, should be made to the lowest of price to
the first in-whole call, par option, or maturity. While the par-
tial prerefunding effectively redeems the issue by 10/1/10,
the stated maturity of the bond is 10/1/13 and, subject to the
parties agreeing to price to 10/1/10, the stated maturity date
should be used. MSRB interpretation of May 15, 1986.

! In addition, the Board has interpreted this rule to require that, in connec-
tion with the purchase from or sale of a municipal security to a customer,
at or before execution of the transaction, a dealer must disclose all material
facts concerning the transaction which could affect the customer’s invest-
ment decision, including a complete description of the security, and not
omit any material facts which would render other statements misleading.
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While the Board does not have any specific disclosure requirements appli-
cable to dealers at the time of trade, a dealer is free to disclose any unique
aspect of an issue. For example, in the issue described above, a dealer may
decide to disclose the “effective” maturity date of 2010, as well as the
stated maturity date of 2013.

See [Rule G-15 Interpretation — Notice Concerning Pricing to Call], De-
cember 10, 1980 ... at§J 3571.

See [Rule G-30 Interpretation — Interpretive Notice on Pricing of Callable
Securities] August 10, 1979 ... at § 3646.

Disclosure of the investment of bond proceeds. This is in
response to your letter asking whether rule G-15(a), on cus-
tomer confirmations, requires disclosure of the investment of
bond proceeds.

Rule G-15(a)(i)(E)!"! requires dealers to note on customer
confirmations the description of the securities, including, at
a minimum

the name of the issuer, interest rate, maturity date and if
the securities are limited tax, subject to redemption prior
to maturity (callable), or revenue bonds, an indication to
such effect, including in the case of revenue bonds the
type of revenue, if necessary for a materially complete
description of the securities, and in the case of any securi-
ties, if necessary for a materially complete description of
the securities, the name of any company or other person
in addition to the issuer obligated, directly or indirectly,
with respect to debt service or, if there is more than one
such obligor, the statement “multiple obligors” may be
shown.

The Board has not interpreted this provision as requiring dis-
closure of the investment of bond proceeds.

Of course, rule G-17, on fair dealing, has been interpreted
by the Board to require that, in connection with the purchase
from or sale of a municipal security to a customer, at or before
execution of the transaction, a dealer must disclose all mate-
rial facts concerning the transaction which could affect the
customer’s investment decision and must not omit any ma-
terial facts which would render other statements misleading.
Thus, if information on the investment of bond proceeds of a
particular issue is a material fact, Board rules require disclo-
sure at the time of trade. MSRB Interpretation of August 16,
1991.

"1 [Currently codified at rules G-15(a)(i)(B) and G-15(a)(i)(C).]

Agency transactions: remuneration. This will acknowledge
receipt of your letter dated November 1, 1977 in which you
request an interpretation concerning the provision in Board
rule G-15(b)(ii) which requires that “the source and amount
of any commission or other remuneration” received by a
municipal securities dealer in a transaction in which the mu-
nicipal securities dealer is acting as agent for a customer be
disclosed on the confirmation to the customer.

The reference to the “amount of any commission or other
remuneration” requires that an aggregate dollar amount be
shown, in a purchase transaction on behalf of an equivalent
of the dealer concession, and, if applicable, any additional
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charge to the customer above the price paid to the seller of the
securities. In a sale transaction on behalf of a customer, this
would normally be the difference between the net price paid
by the purchaser of the securities and the proceeds to the cus-
tomer. If a percentage of par value or unit profit were shown it
would be difficult for many customers to relate this informa-
tion to the “total dollar amount of [the] transaction” required
by rule G-15(a)(xi)!"! to be shown on the confirmation.

The reference in rule G-15(b)(ii)!"! to the “source” of remu-
neration would not require you to differentiate between the
concession and any additional charge. Standard language
could be included on the confirmation to indicate that your
remuneration may include dealer concessions and other
charges. MSRB interpretation of November 10, 1977.

" [Currently codified at rule G-15(a)(i)(A)(1)(e).]
111" [Currently codified at rule G-15(a)(i)(A)(6)(a).]

Agency transaction: pricing. This will acknowledge receipt
of your letter of March 17, 1981 concerning the appropriate
method of disclosing remuneration on agency transactions. In
your letter you indicate that the bank wishes to use one of
the following two legends, as appropriate, in disclosing such
remuneration:

1) “Commission: Agency Fee $ ... per $1,000 of par value
included in/deducted from net price to customer;” or

2) “Commission: Concession received from broker/dealer $
... per $1,000 of par value.”

You inquire whether these legends, indicating the amount of
remuneration on a “dollars per bond” basis, are satisfactory
for purposes of rule G-15.

Rule G-15(b)" requires that

[i]f the broker, dealer or municipal securities dealer is
effecting a transaction as agent for the customer or as
agent for both the customer and another person, the con-
firmation shall set forth ... the source and amount of any
commission or other remuneration received or to be re-
ceived by the broker, dealer or municipal securities dealer
in connection with the transaction.

As you are aware, the Board has previously interpreted
this provision to require that an aggregate dollar amount be
shown. The Board adopted this position due to its belief that
many customers would find it difficult to interpret the mean-
ing of a statement disclosing the remuneration as a percentage
of par value or a unit profit per bond, or to relate this informa-
tion to the “total dollar amount of [the] transaction” required
to be shown under G-15(a)(xi)!".

Accordingly, we are unable to conclude that disclosure of the
remuneration in the manner in which you suggest would be
satisfactory for purposes of the rule. The total dollar amount
of the remuneration should be set forth on the confirmation.
MSRB interpretation of April 23, 1981.

' [Currently codified at rule G-15(a)(i)(A)(1)(e).]



1 [Currently codified at rule G-15(a)(i)(A)(6)(a).]

Agency transaction: pricing. Your letter of August 3, 1979
has been referred to me for response. In your letter you in-
quire as to the relationship between the requirements to show
on customers confirmations the “yield at which transaction is
effected” and the “resulting dollar price,” particularly in the
context of agency transactions where the professional receives
a concession or other dealer reallowance as its remuneration.

Under rule G-15, the dollar price disclosed to a customer must
be calculated on the basis of the yield at which the transac-
tion was effected. This calculation is made without reference
to any possible concession or other allowance which a mu-
nicipal securities dealer may receive from another municipal
securities professional. Accordingly, the dollar price shown
on a customer confirmation will always be derived directly
from the yield price.

For example, a municipal securities dealer seeking to pur-
chase $100,000 fifteen-year bonds with a 5% coupon as agent
for a customer would commonly purchase the securities from
another professional at a yield price less a concession (e.g.,
“5.60%7), and confirm to the customer at the net yield price
(“5.60”), retaining the concession as its remuneration. In our
example, the customer confirmation would be required to dis-
close the “yield at which transaction is effected” (“5.60”), the
“resulting dollar price” (“93.96”), and the fact that the dealer
received $500 as its remuneration in the form of a dealer con-
cession. The dollar price is computed directly from the yield
price, and is not net of the concession received.

The confusion may arise from comparing the confirmation
sent to a customer to the confirmation sent to the professional
on the other side of a transaction. On the inter-dealer confir-
mation, the “yield at which transaction is effected” will be
shown, as well as the amount of the concession, but the unit
dollar price may be expressed net of the concession (in our
example, “93.46,” being the gross dollar price of “93.96” less
the % point reallowance). This may give the appearance of a
difference in price between the purchase and sale confirma-
tions, but in fact both transactions are being effected at the
same yield price (in our example, “5.60"), and the dollar price
disclosed to the customer is the result of this yield. MSRB
interpretation of September 20, 1979.

NOTE: The above letter refers to the text of rule G-15 as in effect
prior to amendments effective on January 16, 1992.

Agency transactions: yield disclosures. I am writing in con-
nection with your previous conversations with Christopher
Taylor of the Board’s staff concerning the application of the
yield disclosure requirements of Board rule G-15 to certain
types of transactions in municipal securities. In your conver-
sations you noted that dealers occasionally effect transactions
in municipal securities on an “agency” basis. In these transac-
tions the customer’s confirmation would typically show as the
dollar price of the transaction the price paid by the dealer to
the person from whom it acquired the securities; the dealer’s
remuneration, received in the form of a commission paid by
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the customer, is typically shown separately, as a charge in-
cluded in the summing of the total dollar amount due from
(or to) the customer in connection with the transaction. You
inquired whether, in such a transaction, the yield to the cus-
tomer disclosed on the confirmation should be derived from
the price shown as the dollar price of the transaction or from
the total dollar amount of the transaction (i.e., whether the
yield should show the effect of the commission charged).

This will confirm Mr. Taylor’s advice to you that the yield
shown on the confirmation of such a transaction should be
derived from the total dollar amount of the transaction, and
therefore should show the effect of the commission charged
to the customer on the transaction. As the Board has previ-
ously stated, the yield disclosure on customer confirmations
is intended to provide customers with a means of assessing
the merits of alternative investment strategies and the merits
of the transaction being confirmed. The disclosure of the yield
after giving effect to the commission charged the customer
best serves these purposes. MSRB interpretation of July 13,
1984.

Disclosure of pricing: accrued interest. This is in response
to your request by telephone for an interpretation of Board rule
G-15 which requires that a municipal securities dealer pro-
vide to his customer, at or prior to completion of a transaction,
a written confirmation containing certain general information
including the amount of accrued interest. Specifically, you
have asked whether the rule permits a municipal securities
dealer, in using one confirmation to confirm transactions in
several different municipal securities of one issuer, to disclose
the amount of accrued interest for the bonds as an aggregate
figure. You have advised us that, typically, such a confirma-
tion will show other items of information required by the rule
such as yield and dollar price, separately for each issue.

Rule G-15 was adopted by the Board to assure that confirma-
tions of municipal securities transactions provide investors
with certain fundamental information concerning transac-
tions. The Board believes that disclosure of accrued interest
as an aggregate sum does not permit investors to determine
easily from the confirmation the amount of accrued interest
attributable to each security purchased, but rather necessi-
tates the performance of several computations. It, thus, would
be more difficult for an investor to determine whether the
information concerning accrued interest is correct if the infor-
mation is presented in aggregate form.

Such a result is inconsistent with the purposes of rule G-15.
Accordingly, the Board has concluded that, under rule G-15,
the amount of accrued interest must be shown for each issue
of bonds to which the customer confirmation relates. MSRB
interpretation of July 27, 1981.

Yield disclosures. This letter is in response to your inqui-
ry of April 14, 1981 concerning the application of the yield
disclosure requirements of Board rule G-15 to a particular
transaction effected by your firm. As I indicated to you in my
letter of May 9, 1981, the Board was unable to consider your
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inquiry at its April meeting, and, accordingly, deferred the
matter to its July meeting. At that meeting the Board took up
your question and authorized my sending you this answer to
your inquiry. While we realize that the matter is now moot
with respect to the particular transaction about which you
were writing, we assume that this question may arise again
with respect to future transactions.

In your April 14 letter you inquired concerning a recent sale
of new issue securities to a customer. You indicated that the
firm had sold all twenty maturities of the new issue to a cus-
tomer. This sale had been effected at the same premium dollar
price for all maturities, and the customer had been advised
of the average life of the issue and the yield to the average
life. You inquired whether the final money confirmation of
this sale should show “one dollar price ... and one yield to the
average life,” or the dollar price and each of the yields to the
twenty different maturities of the issue.!

Rule G-15(a)(viii)(B)" requires that customer confirmations
of transactions in noncallable securities effected on the basis
of a dollar price set forth the dollar price and the resulting
yield to maturity. In the situation you describe, it would be
difficult to conclude that the rule would permit the confirma-
tion to show only a “yield to the average life,” omitting any
yield to maturity information. Although the “yield to the aver-
age life” would provide the customer with some indication of
the return on his or her investment, the customer could easily
make the mistake of assuming that this would be the yield on
all of the securities, and not realize that it is the result of differ-
ing yields, with lower yields on the short-term maturities and
higher yields on the long-term ones. The Board believes that
disclosure of each of the yields to the twenty maturities of the
issue would provide the customer with much more accurate
information concerning the return on his or her investments.
Accordingly, the Board concludes that, in a transaction of this
type, the final money confirmation(s) should set forth each of
the yields. MSRB interpretation of July 27, 1981.

! Although you did not indicate this, we assume that all of these securities
are noncallable.

' [Currently codified at rule G-15(a)(i)(A)(5)(b).]

Yield disclosures: transactions at par. I am writing in re-
sponse to your letter of April 2, 1982, concerning certain
of the yield disclosure requirements of Board rule G-15 on
customer confirmations. In your letter you note that item (C)
of rule G-15(a)(viii)"! requires that “for transactions at par,
the dollar price shall be shown™ on the confirmations of such
transactions, and you inquire whether it is necessary to show
a yield on such confirmations.

Please be advised that a confirmation of a transaction effected
at par (i.e., at a dollar price of “100”) need show only the dol-
lar price “100” and need not, under the terms of the rule, show
the resulting yield.

I note, however, that a transaction effected on the basis of a
yield price equal to the interest rate of the security which is the
subject of the transaction would be considered, for purposes

148 |  Rule G-15

of the rule, to be a “transaction effected on a yield basis,”
and therefore would be subject to the requirements of item
(A) of rule G-15(a)(viii)!"!. The confirmation of such transac-
tion would therefore be required to state “the yield at which
[the] transaction was effected and the resulting dollar price[.]”
MSRB interpretation of April 8, 1982.

" [Currently codified at rule G-15(a)(i)(A)(5)(b)(ii).]
11 [Currently codified at rule G-15(a)(i)(A)(5)(a).]

Yield disclosures: yields to call on zero coupon bonds. I am
writing in response to your letter of October 18, 1983 concern-
ing the appropriate method of disclosing on a confirmation a
call price used in the computation of a dollar price or yield on
a transaction in a zero coupon, compound interest, multiplier,
or other similar type of security. In your letter you indicate
that the call features on these types of securities often express
the call prices in terms of a percentage of the compound ac-
creted value of the security as of the call date.! You note that,
in computing a price or yield to such a call feature, it is neces-
sary for the computing dealer to convert such a call price into
its equivalent in terms of a percentage of maturity value (i.e.,
into a standard dollar price), and use this figure in the com-
putation. You inquire whether, in circumstances where the
confirmation of a transaction is required to disclose a yield
or dollar price computed to such a call feature, the call price
used in the calculation should be stated on the confirmation in
terms of the percentage of the compound accreted value or in
terms of the equivalent percentage of maturity value.

The requirement which is the subject of your inquiry is set
forth in Board rule G-15(a)(i)(I)["! as follows:

In cases in which the resulting dollar price or yield shown
on the confirmation is calculated to call or par option, this
must be stated, and the call or option date and price used
in the calculation must be shown...2

The Board is of the view that, in the case of a computation of
a yield or dollar price to a call or option feature on a transac-
tion in a zero coupon or similar security, the call price shown
on the confirmation should be expressed in terms of a per-
centage of the security’s maturity value. The Board believes
that the disclosure of the call price in terms of the security’s
maturity value would provide more meaningful information
to the purchaser, since other confirmation disclosure on these
types of securities are also expressed in terms of the security’s
maturity value. This form of disclosure therefore presents the
information to a purchaser in a consistent format, thereby fa-
cilitating the purchaser’s understanding of the information
shown on the confirmation. The Board notes also that this
form of disclosure is simpler and requires less confirmation
space to present. MSRB interpretation of January 4, 1984.

' For example, the selected portions of an official statement describing one

of these types of issues enclosed with your letter indicate that the security
in question is callable on October 1, 1993 at 108% of the security’s com-
pound accreted value on that date (which is indicated elsewhere in the
official statement to be $146.02 per $1,000 of maturity value).



2 Comparable requirements with respect to inter-dealer confirmations are set
forth in Board rule G-12(c)(v)(I).

"I Currently codified at rule G-15(a)(i)(A)(5).]

Particularity of legend. I refer to your recent letter in which
you inquired regarding the appropriateness of using a par-
ticular legend to satisfy certain requirements of rule G-15 on
customer confirmations. As you note in your letter, rule G-15
requires that information concerning time of execution of a
transaction and the iden-tity of the contra-side of an agency
transaction be furnished to customers, at least upon request.
You have requested advice as to whether the following leg-
end satisfies the requirements of rule G-15 with respect to this
information:

“Other details about this trade may be obtained by written
request to the above address.”

We are of the opinion that the legend in question does not
satisfy the requirements of rule G-15 because it is too general
in nature. The legend does not sufficiently apprise customers
of their right to obtain information pertaining to the time of
execution of a transaction or the identity of the contra-party,
as contemplated by rule G-15. A legend specifically alluding
to the availability of such information is necessary to satisfy
the rule.

The Board has not adopted a standardized form, nor approved
particular language for use in compliance with the require-
ments of the rule. I believe, however, that [Name deleted] is
a member of the Dealer Bank Association. I suggest that you
refer to the Forms Book prepared by the Dealer Bank Asso-
ciation, which may be of help to you. MSRB interpretation of
March 6, 1979.

Securities description: revenue securities. I am writing in
response to your letter of September 30, 1982 regarding the
confirmation description of revenue securities. In your letter
you note that the designation “revenue” is often not included
in the title of the security, and you raise several questions
concerning the method of deriving a proper confirmation de-
scription of revenue securities.

As you know, rule G-15(a)(v)!"! requires that customer con-
firmations set forth a description of the securities [involved
in the transaction] including at a minimum the name of the
issuer, interest rate, maturity date and if the securities are ...
revenue bonds, an indication to such effect, including in the
case of revenue bonds the type of revenue, if necessary for a
materially complete description of the securities..."' [emphasis
added]

The rule requires, therefore, that revenue securities be desig-
nated as such, regardless of whether or not such designation
appears in the formal title of the security. The dealer preparing
the confirmation is responsible for ensuring that the designa-
tion is included in the securities description. In circumstances
in which standard sources of descriptive information (e.g.,
official statements, rating agency and service bureau publica-
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tions, and the like) do not include such a designation in the
security title, therefore, the dealer must augment this title to
include the requisite information.

In your letter you inquire as to who is responsible for pro-
viding this type of descriptive information to the facilities
manager of the CUSIP system. Although the Board does not
currently have any requirements concerning this matter, pro-
posed rule G-34 will, when approved by the Securities and
Exchange Commission, require that the managing under-
writer of a new issue of municipal securities apply for the
assignment of CUSIP numbers of such new issue if no other
person (i.e., the issuer or a person acting on behalf of the
issuer) has already applied for number assignment. In connec-
tion with such application, if one is necessary, the managing
underwriter is required, under the proposed rule, to provide
certain information about the new issue, including a designa-
tion of the “type of issue (e.g., general obligation, limited tax,
or revenue)” and an indication of the “type of revenue, if the
issue is a revenue issue.”

In your letter you also ask for “the official definition of a
‘revenue’ issue.” There is no “official definition” of what
constitutes a revenue issue. Various publications include a
definition of the term (e.g., the PSA’s Fundamentals of Mu-
nicipal Bonds, the State of Florida’s Glossary of Municipal
Securities Terms, etc.) and I would urge you to consult these
for further information. MSRB interpretation of December 1,
1982.

' Rule G-12(c)(v)(E) sets forth the same requirement with respect to inter-
dealer confirmations.

1 [Currently codified at rules G-15(a)(i)(B) and G-15(a)(i)(C).]

Securities description: securities backed by letters of
credit. I am writing in connection with our previous tele-
phone conversation of last June regarding the confirmation of
a transaction in a municipal issue secured by an irrevocable
letter of credit issued by a bank. In our conversation you noted
that both rules G-12 and G-15 require confirmations to con-
tain a:

description of the securities including at a minimum...,
if necessary for a materially complete description of the
securities, the name of any company or other person in
addition to the issuer obligated, directly or indirectly,
with respect to debt service...

You inquired whether the name of the bank issuing a letter of
credit securing principal and interest payments on an issue, or
securing payments under the exercise of a put option or tender
option feature, need be stated on the confirmation.

At that time I indicated to you that the identity of the bank
issuing the letter of credit would have to be disclosed on the
confirmation if the letter of credit could be drawn upon to
cover scheduled interest and principal payments when due,
since the bank would be “obligated ... with respect to debt ser-
vice.” I am writing to advise that the committee of the Board
which reviewed a memorandum of our conversation has con-
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cluded that a bank issuing a letter of credit which secures a
put option or tender option feature on an issue is similarly
“obligated ... with respect to debt service” on such issue. The
identity of the bank issuing the letter of credit securing the put
option must therefore also be indicated on the confirmation.
MSRB interpretation of December 2, 1982.

Automated clearance: “internal” transactions. As you are
aware, the Board has been considering for the past year the
adoption of amendments to the Board rules to mandate the
use of automated confirmation/comparison and book-entry
settlement systems in connection with the clearance of certain
inter-dealer and customer transactions in municipal securities.
In connection with its consideration of this matter, the Board
released, in July 1982, an exposure draft of a proposal to ap-
ply such requirements to customer transactions, and, in March
1983, two exposure drafts of comparable proposals with re-
spect to customer transactions and inter-dealer transactions.
The Board has recently taken action on these proposals, and
adopted amendments to its rules, substantially along the lines
of the March 1983 proposals, for filing with the Securities and
Exchange Commission; a copy of the notice of filing of these
amendments is enclosed for your information.

[The bank] commented to the Board on both the July 1982
exposure draft, by letter dated October 15, 1982 from [name
omitted] of the bank’s Operations Department, and on the
March 1983 exposure drafts, by letter dated June 1, 1983
from yourself. In these letters, among other comments, the
bank suggested that the proposed requirement for the use of
automated confirmation and book-entry settlement systems
on certain customer transactions should not apply in circum-
stances where the transaction is between the bank’s dealer
department and a customer who clears or safekeeps securities
through the dealer department or through the bank’s custodian
or safekeeping department. Your June 1983 letter, for exam-
ple, commented as follows:

Internal trades [with] customers of a dealer bank are not
exempt from the amendment. This seems inconsistent
with operating efficiency and the objectives of the amend-
ment. Technically, a bank dealer would have to submit to
[an automated confirmation and book-entry settlement
system] trades made with customers who clear or safe-
keep through another department in the bank. If adopted,
the amendment should allow for such an exemption.

I am writing to advise you that, in reviewing the comments
on the July 1982 and March 1983 proposals, the Board con-
curred with this suggestion. The Board is of the view that the
proposed requirement for the automated confirmation and
book-entry settlement of certain customer transactions does
not apply to a purchase or sale of municipal securities effect-
ed by a broker, dealer, or municipal securities dealer for the
account of a customer in circumstances where the securities
are to be delivered to or received from a clearance or safe-
keeping account maintained by the customer with the broker,
dealer, or municipal securities dealer itself, or with a clear-
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ance or safekeeping department of an organization of which
the broker, dealer, or municipal securities dealer is a division
or department. MSRB interpretation of September 21, 1983.

Securities description: prerefunded securities. This is in
response to your letter in which you ask when an issue of
municipal securities may be described as prerefunded for pur-
poses of Board rule G-12, on uniform practice, and rule G-15,
on confirmation, clearance and settlement of transactions with
customers. You describe a situation in which an outstanding
issue of municipal securities is to be prerefunded by a new
issue of municipal securities. You note that information on
the issue to be prerefunded “is usually available within a few
days of the new issue being priced... [but that the] new issue’s
settlement date is usually several weeks later,... [and] it is
not until that date that funds will be available to establish the
escrow to refund the bonds.” You ask whether the outstanding
issue of securities is considered prerefunded upon the final
pricing of the refunding issue or upon settlement of that issue.

Rule G-15 governs the items of disclosure required on cus-
tomer confirmations. This rule provides that, if securities are
called or prerefunded, dealers must note this fact (along with
the call price and the maturity date fixed by the call notice)
on the customer’s confirmation.! In situations where an issuer
has indicated its intent to prerefund an outstanding issue, it is
the Board’s position that the issue is not, in fact, prerefunded
until the issuer has taken the necessary official actions to pre-
refund the issue, which would include, for example, closing
of the escrow arrangement. We note further that until such
official action occurs, the fact that the issuer intends to prere-
fund the issue may well be “material” information under rule
G-17, the Board’s fair dealing rule.> MSRB interpretation of
February 17, 1998.

' Rule G-12(c), on uniform practice, applies to confirmations of inter-dealer
transactions, and requires similar disclosures. Transactions submitted to
a registered clearing agency for comparison, however, are exempt from
the confirmation requirements of section (c). Since almost all inter-dealer
transactions are eligible for automated comparison in a system operated by
a registered clearing agency, very few dealers exchange confirmations.

Rule G-17 requires each dealer, in the conduct of its municipal securi-
ties business, to deal fairly with all persons and prohibits the dealer from
engaging in any deceptive, dishonest or unfair practice. The Board has
interpreted this rule to require that a dealer must disclose, at or before
the sale of municipal securities to a customer, all material facts concern-
ing the transaction which could affect the customer’s investment decision,
including a complete description of the security, and must not omit any
material facts which would render other statements misleading. Dealers
also must fulfill their obligations under rule G-19, on suitability, and rule
G-30, on pricing.

See also:

Rule G-12 Interpretive Letters — Confirmation disclosure: put
option bonds, MSRB interpretation of April 24, 1981.

- Confirmation disclosure: put option bonds, MSRB interpreta-
tion of May 11, 1981.

- Confirmation disclosure: advance refunded securities, MSRB
interpretation of January 4, 1984.

- Confirmation disclosure: tender option bonds with adjustable
tender fees, MSRB interpretation of October 3, 1984.
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- Confirmation disclosure: tender option bonds with adjustable
tender fees, MSRB interpretation of March 5, 1985.

- Confirmation requirements for partially refunded securities,
MSRB interpretation of August 15, 1989.

Rule G-17 Interpretive Letter — Put option bonds: safekeeping,
pricing, MSRB interpretation of February 18, 1983.
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Rule G-16
Periodic Compliance Examination

At least once each two calendar years, each broker, dealer and
municipal securities dealer shall be examined in accordance
with Section 15B(c)(7) of the Act to determine, at a minimum,
whether such broker, dealer or municipal securities dealer and
its associated persons are in compliance with all applicable
rules of the Board and all applicable provisions of the Act and
rules and regulations of the Commission thereunder.

Rule G-16 Interpretations

Interpretive Letters

Periodic compliance examinations. This will acknowledge
receipt of your letter dated February 2, 1978 in which you
request a clarification of Board rule G-16 relating to periodic
compliance examinations.

In your letter you express your understanding that rule G-16
does not apply to bank dealers. This understanding is incor-
rect. Rule G-16 applies to all municipal securities brokers and
municipal securities dealers and requires that all such organi-
zations be examined at least once each [two calendar years] to
determine compliance with, among other things, rules of the
Board. Under section 15B(c)(7) of the Securities Exchange
Act of 1934, as amended (the “Act”), such examinations of
bank dealers will be conducted by the appropriate federal bank
regulatory agency. The Office of the Comptroller of the Cur-
rency is designated by the Act as the appropriate agency for
national banks. MSRB interpretation of February 17, 1978.

NOTE: revised to reflect subsequent amendments.
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Rule G-17
Conduct of Municipal Securities and Municipal
Advisory Activities

In the conduct of its municipal securities or municipal ad-
visory activities, each broker, dealer, municipal securities
dealer, and municipal advisor shall deal fairly with all persons
and shall not engage in any deceptive, dishonest, or unfair
practice.

Rule G-17 Interpretations

Notice of Interpretation of Rule G-17 Concerning
Prompt Delivery of Securities

October 13, 1983

From time to time the Board has received inquiries from
purchasers of municipal securities concerning the duty of mu-
nicipal securities brokers and dealers to deliver securities to
customers under the Board’s rules. In particular, customers
have asked what, if any, remedies are available when long
delays occur between the purchase, payment and delivery of
municipal securities. The Board has advised such individuals
that under rule G-17, the Board’s fair dealing rule, a munici-
pal securities broker or dealer has a duty to deliver securities
sold to customers in a prompt fashion.

The Board is mindful that a dealer’s failure to deliver munici-
pal securities often is caused by its failure to receive delivery
of the securities from another dealer or by other circumstances
beyond its control. It nevertheless believes that a dealer’s duty
to deliver securities promptly to customers is inherent in rule
G-17." A violation of that duty could occur, for example, if a
dealer sells securities to a customer when it knows that it can-
not effect delivery by the specified settlement date or within a
reasonable length of time thereafter and does not disclose that
fact to its customer.

The Board notes that customers who fail to receive securities
are not entitled to take advantage of the Board’s procedures
to close out a failed transaction which are available only for
inter-dealer transactions under rule G-12. However, if a cus-
tomer sustains a loss or otherwise is damaged by his dealer’s
failure to deliver securities, he may seek recovery through the
Board’s arbitration program or through litigation. These rem-
edies may accrue to the customer whether or not a dealer’s
failure to deliver violates rule G-17.

' The duty of a securities professional to complete promptly transactions

with customers also has been found to flow from the federal securities laws
by the SEC and the courts.
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Application of Board Rules to Transactions in
Municipal Securities Subject to Secondary Market
Insurance or Other Credit Enhancement Features

March 6, 1984

It has come to the Board’s attention that insurance companies
are offering to insure whole maturities of issues of municipal
securities outstanding in the secondary market. The Board un-
derstands that municipal securities professionals must apply
for the insurance which, once issued, will remain in effect for
the life of the security. The Board further understands that
other credit enhancement devices also may be developed for
secondary market issues.

The Board wishes to remind the industry of the application
of rule G-17, the Board’s fair dealing rule, in connection with
transactions with customers in securities that are subject to
secondary market insurance or other credit enhancement
devices or in securities for which arrangements for such in-
surance or device have been initiated.! The Board is of the
view that facts, for example, that a security has been insured
or arrangements for insurance have been initiated, that will
affect the market price of the security are material and must be
disclosed to a customer at or before execution of a transaction
in the security. In addition, the Board believes that a dealer
should advise a customer if evidence of insurance or other
credit enhancement feature must be attached to the security
for effective transference of the insurance or device.?

The Board also wishes to remind the industry that under rule
G-13, concerning quotations, all quotations relating to munic-
ipal securities made by a dealer must be based on the dealer’s
best judgment of the fair market value of the securities at
the time the quotation is made. Offers to buy securities that
are insured or otherwise have a credit enhancement feature,
or for which arrangements for insurance or other credit en-
hancement have been initiated, must comply with rule G-13.
Similarly, the prices at which these securities are purchased
or sold by a municipal securities dealer must be fair and rea-
sonable to its customers under Board rule G-30 on prices and
commissions.

' Rule G-17 provides:

In the conduct of its municipal securities business, each broker, dealer, and
municipal securities dealer shall deal fairly with all persons and shall not
engage in any deceptive, dishonest, or unfair practice.

2 The Board has adopted amendments to rule G-15 which, among other
things, require that deliveries to customers of insured securities be accom-
panied by some evidence of the insurance.

Notice Concerning Application of Rule G-17 to Use
of Lotteries to Allocate Partial Calls to Securities
Held in Safekeeping

March 6, 1984

The Board has received inquiries concerning the duty of mu-
nicipal securities brokers and dealers to allocate partial calls
fairly among customer securities held in safekeeping. In
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particular, it has come to the Board’s attention that certain
municipal securities dealers use lottery systems that include
only customer positions and exclude the dealer’s proprietary
accounts when the call is exercised at a price below the cur-
rent market value.

The Board recognizes that lottery systems are a proper meth-
od of allocating the results of a partial call. Principles of fair
dealing require that all such lotteries treat dealer and customer
account alike. The Board is of the view that a municipal se-
curities dealer which uses a lottery that excludes the dealer’s
proprietary accounts when the call is exercised at a price
below the current market value is acting in violation of rule
G-17, the Board’s fair dealing rule.!

' Rule G-17 provides:

In the conduct of its municipal securities business, each broker, dealer, and
municipal securities dealer shall deal fairly with all persons and shall not
engage in any deceptive, dishonest, or unfair practice.

Syndicate Manager Selling Short for own Account
to Detriment of Syndicate Account

December 21, 1984

The Board has received an inquiry concerning a situation in
which a municipal securities dealer that is acting as a syndicate
manager sells bonds “short” for its own account to the detri-
ment of the syndicate account. In particular, the Board has
been made aware of allegations that certain syndicate manag-
ers, with knowledge that the syndicate account on a particular
new issue of securities is not successful, have sold securities
of the new issue “short” for their own accounts and then re-
quired syndicate members to take their allotments of unsold
bonds. The syndicate managers allegedly have subsequently
covered their short positions when the syndicate members at-
tempt to sell their allotments at the lower market price.

Rule G-17, the Board’s fair dealing rule, provides:

In the conduct of its municipal securities business, each
broker, dealer, and municipal securities dealer shall deal
fairly with all persons and shall not engage in any decep-
tive, dishonest, or unfair practice.

Syndicate managers act in a fiduciary capacity in relation to
syndicate accounts. Therefore they may not use proprietary
information about the account obtained solely as a result of
acting as manager to their personal advantage over the syndi-
cate’s best interests. The Board is of the view that a syndicate
manager that uses information on the status of the syndicate
account which is not available to syndicate members to its
own benefit and to the detriment of the syndicate account
(e.g., by effecting “short sale” transactions for its own account
against the interests of other syndicate members) appears to
be acting in violation of the fair dealing provisions of rule
G-17.
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Altering the Settlement Date on Transactions in
“When-Issued” Securities

February 26, 1985

The Board has received inquiries concerning situations in
which a municipal securities dealer alters the settlement date
on transactions in “when-issued” securities. In particular, the
Board has been made aware of a situation in which a dealer
sells a “when-issued” security but accepts the customer’s
money prior to the new issue settlement date and specifies
on the confirmation for the transaction a settlement date that
is weeks before the actual settlement date of the issue. The
dealer apparently does this in order to put the customer’s
money “to work” as soon as possible. The Board is of the
view that this situation is one in which a customer deposits
a free credit balance with the dealer and then, using this bal-
ance, purchases securities on the actual settlement date. The
dealer pays interest on the free credit balance at the same rate
as the securities later purchased by the customer.

Rule G-17 provides that

In the conduct of its municipal securities business, each
broker, dealer, and municipal securities dealer shall deal
fairly with all persons and shall not engage in any decep-
tive, dishonest, or unfair practice.

The Board believes that this practice would violate rule G-17
if the customer is not advised that the interest received on
the free credit balance would probably be taxable. In addi-
tion, the Board notes that a dealer that specifies a fictitious
settlement date on a confirmation would violate rule G-15(a)
which requires that the settlement date be included on cus-
tomer confirmations.

Syndicate Managers Charging Excessive Fees for
Designated Sales

July 29, 1985

The Board has received inquiries concerning situations in
which syndicate managers charge fees for designated sales
that do not appear to be actual expenses incurred on behalf
of the syndicate or may appear to be excessive in amount.
For example, one commentator has described a situation in
which the syndicate managers charge $0.25 to $0.40 per bond
as expenses on designated sales and has suggested that such
a charge seems to bear no relation to the actual out-of-pocket
costs of handling such transactions.

G-17 provides that

In the conduct of its municipal securities business, each
broker, dealer, and municipal securities dealer shall deal
fairly with all persons and shall not engage in any decep-
tive, dishonest, or unfair practice.

The Board wishes to emphasize that syndicate managers
should take care in determining the actual expenses involved
in handling designated sales and may be acting in violation



of rule G-17 if the expenses charged to syndicate members
bear no relation to or otherwise overstate the actual expenses
incurred on behalf of the syndicate.

Notice Concerning the Application of Board Rules
to Put Option Bonds

September 30, 1985

The Board has received a number of inquiries from municipal
securities brokers and dealers regarding the application of the
Board’s rules to transactions in put option bonds. Put option
or tender option bonds on new issue securities are obligations
which grant the bondholder the right to require the issuer (or
a specified third party acting as agent for the issuer), after
giving required notice, to purchase the bonds, usually at par
(the “strike price”), at a certain time or times prior to maturity
(the “expiration date(s)”) or upon the occurrence of specified
events or conditions. Put options on secondary market securi-
ties also are coming into prominence. These instruments are
issued by financial institutions and permit the purchaser to
sell, after giving required notice, a specified amount of se-
curities from a specified issue to the financial institution on
certain expiration dates at the strike price. Put options gen-
erally are backed by letters of credit. Secondary market put
options often are sold as an attachment to the security, and
subsequently are transferred with that security. Frequently,
however, the put option may be sold separately from that se-
curity and re-attached to other securities from the same issue.

Of course, the Board’s rules apply to put option bonds just as
they apply to all other municipal securities. The Board, how-
ever, has issued a number of interpretive letters on the specific
application of its rules to these types of bonds. These interpre-
tive positions are reviewed below.

Fair Practice Rules.
1. Rule G-17

Board rule G-17, regarding fair dealing, imposes an obli-
gation on persons selling put option bonds to customers to
disclose adequately all material information concerning these
securities and the put features at the time of trade. In an in-
terpretive letter on this issue,' the Board responded to the
question whether a dealer who had previously sold put op-
tion securities to a customer would be obligated to contact
that customer around the time the put option comes into effect
to remind the customer that the put option is available. The
Board stated that no Board rule would impose such an obliga-
tion on the dealer.

In addition, the Board was asked whether a dealer who pur-
chased from a customer securities with a put option feature
at the time of the put option exercise date at a price signifi-
cantly below the put exercise price would be in violation of
any Board rules. The Board responded that such dealer may
well be deemed to be in violation of Board rules G-17 on fair
dealing and G-30 on prices and commissions.
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2. Rule G-25(b)

Board rule G-25(b) prohibits brokers, dealers, and municipal
securities dealers from guaranteeing or offering to guarantee
a customer against loss in municipal securities transactions.
Under the rule, put options are not deemed to be guaran-
tees against loss if their terms are provided in writing to the
customer with or on the confirmation of the transaction and
recorded in accordance with rule G-8(a)(v).? Thus, when a
municipal securities dealer is the issuer of a secondary market
put option on a municipal security, the terms of the put op-
tion must be included with or on customer confirmations of
transactions in the underlying security. Dealers that sell bonds
subject to put options issued by an entity other than the dealer
would not be subject to this disclosure requirement.

Confirmation Disclosure Rules.
1. Description of Security

Rules G-12(c)(v)(E) and G-15(a)(i)(E)[*] require inter-dealer
and customer confirmations to set forth

a description of the securities, including... if the secu-
rities are... subject to redemption prior to maturity, an
indication to such effect.

Confirmations of transactions in put option securities, there-
fore, would have to indicate the existence of the put option
(e.g., by including the designation “puttable” on the confir-
mation), much as confirmations concerning callable securities
must indicate the existence of the call feature. The confirma-
tion need not set forth the specific details of the put option
feature.?

Rules G-12(c)(v)(E) and G-15(a)(i)(E)[T] also require confir-
mations to contain

a description of the securities including at a minimum...
if necessary for a materially complete description of the
securities, the name of any company or other person in
addition to the issuer obligated, directly or indirectly,
with respect to debt service...

The Board has stated that a bank issuing a letter of credit
which secures a put option feature on an issue is “obligated...
with respect to debt service” on such issue. Thus, the identity
of the bank issuing the letter of credit securing the put option
also must be indicated on the confirmation.*

Finally, rules G-12(c)(v)(E) and G-15(a)(i)(E)™ require that
dealer and customer confirmations contain a description of
the securities including, among other things, the interest rate
on the bonds. The Board has interpreted this provision as it
pertains to certain tender option bonds with adjustable ten-
der fees to require that the net interest rate (i.e., the current
effective interest rate taking into account the tender fee) be
disclosed in the interest rate field and that dealers include
elsewhere in the description field of the confirmation the stat-
ed interest rate with the phrase “less fee for put.”
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2. Yield Disclosure

Board rule G-12(c)(v)(I) requires that inter-dealer confirma-
tions include the

yield at which transaction was effected and resulting dol-
lar price, except in the case of securities which are traded
on the basis of dollar price or securities sold at par, in
which event only dollar price need be shown (in cases in
which securities are priced to call or to par option, this
must be stated and the call or option date and price used
in the calculation must be shown, and where a transaction
is effected on a yield basis, the dollar price shall be cal-
culated to the lowest of price to call, price to par option,
or price to maturity);

Rule G-15(a)(i)(I)¥ requires that customer confirmations in-
clude information on yield and dollar price as follows:

(1) for transactions effected on a yield basis, the yield at
which transaction was effected and the resulting dollar price
shall be shown. Such dollar price shall be calculated to the
lowest of price to call, price to par option, or price to maturity.

(2) for transactions effected on the basis of dollar price, the
dollar price at which transaction was effected, and the lowest
of the resulting yield to call, yield to par option, or yield to
maturity shall be shown.

(3) for transactions at par, the dollar price shall be shown.

In cases in which the resulting dollar price or yield shown on
the confirmation is calculated to call or par option, this must
be stated, and the call or option date and price used in the
calculation must be shown.

Neither of these rules requires the presentation of a yield or
a dollar price computed to the put option date as a part of the
standard confirmation process. In many circumstances, how-
ever, the parties to a particular transaction may agree that the
transaction is effected on the basis of a yield to the put option
date, and that the dollar price will be computed in this fashion.
If that is the case, the yield to the put date must be included
on confirmations as the yield at which the transaction was ef-
fected and the resulting dollar price computed to the put date,
together with a statement that it is a “yield to the [date] put
option” and an indication of the date the option first becomes
available to the holder.® The requirement for transactions ef-
fected on a yield basis of pricing to the lowest of price to call,
price to par option or price to maturity, applies only when the
parties have not specified the yield on which the transaction
is based.

In addition, in regard to transactions in tender option bonds
with adjustable tender fees, even if the transaction is not ef-
fected on the basis of a yield to the tender date, dealers must
include the yield to the tender date since an accurate yield to
maturity cannot be calculated for these securities because of
the yearly adjustment in tender fees.”
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Delivery Requirements.

In a recent interpretive letter, the Board responded to an in-
quiry whether, in three situations, the delivery of securities
subject to put options could be rejected.® The Board respond-
ed that, in the first situation in which securities subject to a
“one time only” put option were purchased for settlement
prior to the option expiration date but delivered after the op-
tion expiration date, such delivery could be rejected since the
securities delivered were no longer “puttable” securities. In
the second situation in which securities subject to a “one time
only” put option were purchased for settlement prior to the
option expiration date and delivered prior to that date, but
too late to permit the recipient to satisfy the conditions under
which it could exercise the option (e.g., the trustee is located
too far away for the recipient to be able to present the physical
securities by the expiration date), the Board stated that there
might not be a basis for rejecting delivery, since the bonds
delivered were “puttable” bonds, depending on the facts and
circumstances of the delivery. A purchasing dealer who be-
lieved that it had incurred some loss as a result of the delivery
would have to seek redress in an arbitration proceeding.

Finally, in the third situation, securities which were the sub-
ject of a put option exercisable on a stated periodic basis (e.g.,
annually) were purchased for settlement prior to the annual
exercise date so that the recipient was unable to exercise the
option at the time it anticipated being able to do so. The Board
stated that this delivery could not be rejected since “puttable”
bonds were delivered. A purchasing dealer who believed that
it had incurred some loss as a result of the delivery would
have to seek redress in an arbitration proceeding.

! See [Rule G-17 Interpretive Letter — Put option bonds: safekeeping, pric-

ing,] MSRB interpretation of February 18, 1983. [Reprinted in MSRB Rule
Book].

Rule G-8(a)(v) requires dealers to record, among other things, oral or
written put options with respect to municipal securities in which such
municipal securities broker or dealer has any direct or indirect interest,
showing the description and aggregate par value of the securities and the
terms and conditions of the option.

See [Rule G-12 Interpretive Letter — Confirmation disclosure: put option
bonds,] MSRB interpretation of April 24, 1981. [Reprinted in MSRB Rule
Book].

4 See [Rule G-15 Interpretive Letter — Securities description: securities
backed by letters of credit,] MSRB interpretation of December 2, 1982.
[Reprinted in MSRB Rule Book].

See [Rule G-12 Interpretive Letter — Confirmation disclosure: tender op-
tion bonds with adjustable tender fees,] MSRB interpretation of March 5,
1985. [Reprinted in MSRB Rule Book].

See [Rule G-12 Interpretive Letter — Confirmation disclosure: put option
bonds,] MSRB interpretation of April 24, 1981. [Reprinted in MSRB Rule
Book].

7 Seefn.5.

8 See [Rule G-12 Interpretive Letter — Delivery requirements: put option
bonds,] MSRB interpretation of February 27, 1985. [Reprinted in MSRB
Rule Book].

[Currently codified at rule G-15(a)(i)(C)(2)(a). See also current rule G-
15(@)(H(C)(2)(b).]

11" [Currently codified at rule G-15(a)(i)(C)(1)(b).]
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' [Currently codified at rule G-15(a)(i)(B)(4). See also current rule G-15(a)
H(B)4)(©).]

¥ [Currently codified at rule G-15(a)(i)(A)(5). See also current rule G-15(a)
HA)S)(e)(iv)D).]

Notice Concerning Disclosure of Call Information
to Customers of Municipal Securities

March 4, 1986

The Board has been made aware of instances in which deal-
ers are not adequately describing securities to customers at
the time of trade and may not disclose that bonds are subject
to redemption, in-whole or in-part, prior to maturity. In addi-
tion, the Board understands that even when this disclosure is
made, and a customer asks for further information concerning
the call features, in some instances a dealer may not have this
information available.

Rule G-17 of the Board’s rules of fair practice requires mu-
nicipal securities brokers and dealers to deal fairly with all
persons and prohibits them from engaging in any deceptive,
dishonest, or unfair practice. The Board has interpreted this
rule to require that a dealer must disclose, at or before the sale
of municipal securities to a customer, all material facts con-
cerning the transaction, including a complete description of
the security, and must not omit any material facts which would
render other statements misleading. In addition, rule G-19,
on suitability, prohibits a municipal securities professional
from recommending transactions in municipal securities to a
customer unless the professional has reasonable grounds for
making the recommendation in light of information about the
security available from the issuer or otherwise and believes
that a transaction in the security is suitable for the particular
customer.

The fact that a security may be redeemed prior to maturity in-
whole, in-part, or in extraordinary circumstances, is essential
to a customer’s investment decision about the security and is
one of the facts a dealer must disclose at the time of trade. In
addition, a dealer, if asked by a customer for more specific
information regarding a call feature, should obtain this infor-
mation and relay it to the customer promptly. Moreover, it
would be difficult for a dealer to recommend the purchase of
a security to a customer without having information regarding
the security’s call features.

With respect to confirmations, rule G-15(a) requires dealers
to note on customer confirmations if a security is subject to
redemption prior to maturity (callable) and to include a leg-
end stating that “call features may exist which could affect
yield; complete information will be provided upon request.”
Thus, a customer, upon receipt of the confirmation, may ask
for further information on call features, and dealers have a
duty to obtain and disclose such information promptly. Of
course, a confirmation is not received by a customer until after
a transaction is effected and the Board wishes to emphasize
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that confirmation disclosures do not eliminate the duty of a
municipal securities professional to explain the security ad-
equately to a customer.

Notice of Interpretation Requiring Dealers to
Submit to Arbitration as a Matter of Fair Dealing

March 6, 1987

Section 2 of the Board’s Arbitration Code, rule G-35, requires
all dealers to submit to arbitration at the instance of a custom-
er or another dealer. From time to time, a dealer will refuse
to submit to arbitration or will delay or even refuse to make
payment of an award. Such acts constitute violations of rule
G-35. The Board believes that it is a violation of rule G-17, on
fair dealing, for a broker, dealer or municipal securities dealer
or its associated persons to fail to submit to arbitration as re-
quired by Rule G-35, or to fail to comply with the procedures
therein, including the production of documents, or to fail to
honor an award of arbitrators unless a timely motion to vacate
the award has been made according to applicable law.!

' A party typically has 90 days to seek judicial review of an arbitration
award; after that the award cannot be challenged. Challenges to arbitration
awards are heard only in limited, egregious circumstances such as fraud or
collusion on the part of the arbitrators.

Notice of Interpretation on Escrowed-to-Maturity
Securities: Rules G-17, G-12 and G-15

September 21, 1987

The Board is concerned that the market for escrowed-
to-maturity securities has been disrupted by uncertainty
whether these securities may be called pursuant to optional
redemption provisions. Accordingly, the Board has issued the
following interpretations of rule G-17, on fair dealing, and
rules G-12(c) and G-15(a), on confirmation disclosure, con-
cerning escrowed-to-maturity securities. The interpretations
are effective immediately.

Background

Traditionally, the term escrowed-to-maturity has meant that
such securities are not subject to optional redemption prior
to maturity. Investors and market professionals have relied
on this understanding in their purchases and sales of such
securities. Recently, certain issuers have attempted to call
escrowed-to-maturity securities. As a result, investors and
market professionals considering transactions in escrowed-
to-maturity securities must review the documents for the
original issue, for any refunding issue, as well as the escrow
agreement and state law, to determine whether any optional
redemption provisions apply. In addition, the Board under-
stands that there is uncertainly as to the fair market price of
such securities which may cause harm to investors.

On March 17, 1987, the Board sent letters to the Public
Securities Association, the Government Finance Officers
Association and the National Association of Bond Lawyers
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expressing its concern. The Board stated that it is essential
that issuers, when applicable, expressly note in official state-
ments and defeasance notices relating to escrowed-to-maturity
securities whether they have reserved the right to call such
securities. It stated that the absence of such express disclosure
would raise concerns whether the issuer’s disclosure docu-
ments adequately explain the material features of the issue
and would severely damage investor confidence in the munic-
ipal securities market. Although the Board has no rulemaking
authority over issuers, it advised brokers, dealers and munici-
pal securities dealers (dealers) that assist issuers in preparing
disclosure documents for escrowed-to-maturity securities to
alert these issuers of the need to disclose whether they have
reserved the right to call the securities since such information
is material to a customer’s investment decision about the se-
curities and to the efficient trading of such securities.

Application of Rule G-17 on Fair Dealing

In the intervening months since the Board’s letter, the Board
has continued to receive inquiries from market participants
concerning the callability of escrowed-to-maturity securities.
Apparently, some dealers now are describing all escrowed-to-
maturity securities as callable and there is confusion how to
price such securities. In order to avoid confusion with respect
to issues that might be escrowed-to-maturity in the future, the
Board is interpreting rule G-17, on fair dealing,' to require
that municipal securities dealers that assist in the preparation
of refunding documents as underwriters or financial advisors
alert issuers of the materiality of information relating to the
callability of escrowed-to-maturity securities. Accordingly,
such dealers must recommend that issuers clearly state when
the refunded securities will be redeemed and whether the is-
suer reserves the option to redeem the securities prior to their
maturity.

Application of Rules G-12(c) and G-15(a) on
Confirmation Disclosure of Escrowed-to-Maturity
Securities

Rules G-12(c)(vi)(E) and G-15(a)(iii)(E)™ require dealers to
disclose on inter-dealer and customer confirmations, respec-
tively, whether the securities are “called” or “prerefunded,”
the date of maturity which has been fixed by the call notice,
and the call price. The Board has stated that this paragraph
would require, in the case of escrowed-to-maturity securities,
a statement to that effect (which would also meet the require-
ment to state “the date of maturity which has been fixed”)
and the amount to be paid at redemption. In addition, rules
G-12(c)(v)(E) and G-15(a)(i)(E)™ require dealers to note on
confirmations if securities are subject to redemption prior to
maturity (callable).

The Board understands that dealers traditionally have used
the term escrowed-to-maturity only for non-callable advance
refunded issues the proceeds of which are escrowed to origi-
nal maturity date or for escrowed-to-maturity issues with
mandatory sinking fund calls. To avoid confusion in the use of
the term escrowed-to-maturity, the Board has determined that

158 |  Rule G-17

dealers should use the term escrowed-to-maturity to describe
on confirmations only those issues with no optional redemp-
tion provisions expressly reserved in escrow and refunding
documents. Escrowed-to-maturity issues with no optional or
mandatory call features must be described as “escrowed-to-
maturity.” Escrowed-to-maturity issues subject to mandatory
sinking fund calls must be described as “escrowed-to-matu-
rity” and “callable.” If an issue is advance refunded to the
original maturity date, but the issuer expressly reserves op-
tional redemption features, the security should be described
on confirmations as “escrowed (or prerefunded) to [the actual
maturity date]” and “callable.”

The Board believes that the use of different terminology to de-
scribe advance refunded issues expressly subject to optional
calls will better alert dealers and customers to this important
aspect of certain escrowed issues.?

! Rule G-17 states that “[i]n the conduct of its municipal securities busi-

ness, each broker, dealer, and municipal securities dealer shall deal fairly
with all persons and shall not engage in any deceptive, dishonest, or unfair
practice.”

o

This terminology also would be used for any issue prerefunded to a call
date, with an earlier optional call expressly reserved.

The Board believes that, because of the small number of advance refunded
issues that expressly reserve the right of the issuer to call the issue pursu-
ant to an optional redemption provision, confirmation systems should be
able to be programmed for use of the new terminology without delay.

[Currently codified at rule G-15(a)(i)(C)(3)(a). See also current rule G-
15(@)(I)(C)(3)(b).]

111 [Currently codified at rule G-15(a)(i)(C)(2)(a).]

[*

Notice of Interpretation Concerning Priority of
Orders for new Issue Securities: Rule G-17

This interpretive notice was revoked on October 12, 2010.
See Interpretation on Priority of Orders for Securities in
a Primary Offering under Rule G-17 (October 12, 2010)

December 22, 1987

The Board is concerned about reports that senior syndicate
managers may not always be mindful of principles of fair
dealing in allocations of new issue securities. In particular, the
Board believes that the principles of fair dealing require that
customer orders should receive priority over similar dealer or
certain dealer-related account' orders, to the extent that this
is feasible and consistent with the orderly distribution of new
issue securities.

Rule G-11(e) requires syndicates to establish priority pro-
visions and, if such priority provisions may be changed, to
specify the procedure for making changes. The rule also
permits a syndicate to allow the senior manager, on a case-
by-case basis, to allocate securities in a manner other than in
accordance with the priority provisions if the senior manager
determines in its discretion that it is in the best interests of the
syndicate. Senior managers must furnish this information, in
writing, to the syndicate members. Syndicate members must
promptly furnish this information, in writing, to others upon



request. This requirement was adopted to allow prospective
purchasers to frame their orders to the syndicate in a manner
that would enhance their ability to obtain securities since the
syndicate’s allocation procedures would be known.

The Board understands that senior managers must balance a
number of competing interests in allocating new issue securi-
ties. In addition, a senior manager must be able quickly to
determine when it is appropriate to allocate away from the
priority provisions and must be prepared to justify its actions
to the syndicate and perhaps to the issuer. While it does not
appear necessary or appropriate at this time to restrict the abil-
ity of syndicates to permit managers to allocate securities in
a manner different from the priority provisions, the Board be-
lieves senior managers should ensure that all allocations, even
those away from the priority provisions, are fair and reason-
able and consistent with principles of fair dealing under rule
G-17 2 Thus, in the Board’s view, customer orders should have
priority over similar dealer orders or certain dealer-related ac-
count orders to the extent that this is feasible and consistent
with the orderly distribution of new issue securities. More-
over, the Board suggests that syndicate members alert their
customers to the priority provisions adopted by the syndicate
so that their customers are able to place their orders in a man-
ner that increases the possibility of being allocated securities.

' A dealer-related account includes a municipal securities investment

portfolio, arbitrage account or secondary trading account of a syndicate
member, a municipal securities investment trust sponsored by a syndicate
member, or an accumulation account established in connection with such
a municipal securities investment trust.

> Rule G-17 provides that:

[i]n the conduct of its municipal securities business, each broker, dealer,
and municipal securities dealer shall deal fairly with all persons and shall
not engage in any deceptive, dishonest or unfair practice.

Notice Concerning Securities that Prepay Principal

March 19, 1991

The Board has become aware of several issues of municipal
securities that prepay principal to the bondholders over the life
of the issue. These securities are issued with a face value that
equals the total principal amount of the securities. However,
as the prepayment of principal to bondholders occurs over
time, the “unpaid principal” associated with a given quantity
of the securities become an increasingly lower percentage of
the face amount. The Board believes that there is a possibility
of confusion in transactions involving such securities, since
most dealers and customers are accustomed to municipal se-
curities in which the face amount always equals the principal
amount that will be paid at maturity.

Because of the somewhat unusual nature of the securities, the
Board believes that dealers should be alert to their disclosure
responsibilities. For customer transactions, rule G-17 requires
that the dealer disclose to its customer, at or prior to the time
of trade, all material facts with respect to the proposed trans-
action. Because the prepayment of principal is a material
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feature of these securities, dealers must ensure that the cus-
tomer knows that securities prepay principal. The dealer also
must inform the customer of the amount of unpaid principal
that will be delivered on the transaction.

For inter-dealer transactions, there is no specific requirement
for a dealer to disclose all material facts to another dealer at
time of trade. A selling dealer is not generally charged with
the responsibility to ensure that the purchasing dealer knows
all relevant features of the securities being offered for sale.
The selling dealer may rely, at least to a reasonable extent,
on the fact that the purchasing dealer is also a professional
and will satisfy his need for information prior to entering into
a contract for the securities. Nevertheless, it is possible that
non-disclosure of an unusual feature such as principal prepay-
ment might constitute an unfair practice and thus become a
violation of rule G-17 even in an interdealer transaction. This
would be especially true if the information about the prepay-
ment feature is not accessible to the market and is intentionally
withheld by the selling dealer. Whether or not non-disclosure
constitutes an unfair practice in a specific case would depend
upon the individual facts of the case. However, to avoid trade
disputes and settlement delays in inter-dealer transactions, it
generally is in dealers’ interest to reach specific agreement on
the existence of any prepayment feature and the amount of
unpaid principal that will be delivered.

Educational Notice on Bonds Subject to
“Detachable” Call Features

May 13, 1993

New products are constantly being introduced into the mu-
nicipal securities market. Dealers must ensure that, prior to
effecting transactions with customers in municipal securities
with new features, they obtain all necessary information re-
garding these features. The Board will attempt periodically
through educational notices to describe new products or fea-
tures of municipal securities and review the responsibilities of
dealers to customers in these transactions. In this notice, the
Board will review detachable call features.

Certain recent issues of municipal securities include a new
feature called a detachable call right. This feature allows the
issuer to sell its right to call the bond. Thus, upon the sale of
this call right, the owner of the right has the ability, at cer-
tain times, to require the mandatory tender of the underlying
municipal bond. The dates of mandatory tender of the under-
lying bonds generally correlate with the optional call dates. If
the holder exercises such rights, the underlying bondholder
tenders its bond to the issuer (just as if the issuer had called
the bond) and the holder of the call right purchases the bond.
In some instances, issuers already have issued municipal call
rights and the underlying bonds in such cases are sometimes
referred to as being subject to “detached” call rights.

Bonds subject to detachable call rights generally include a
provision that permits an investor that owns both the detached
call right and the underlying bond to link the two instruments
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together, subject to certain conditions. Such “linked” munici-
pal securities would not be subject to being called at certain
times by holders of call rights or the issuer. They may, how-
ever, be subject to other calls, such as sinking fund provisions.
If a customer obtains a linked security, thereafter the customer
has the option to de-link the security, again subject to certain
conditions, into a municipal call right and an underlying bond
subject to a right of mandatory tender.

Applicability of Board Rules

Of course, the Board’s rules apply to bonds subject to detach-
able call features and “linked” securities just as they apply to
all other municipal securities. The Board, however, would like
to remind dealers of certain Board rules that should be con-
sidered in transactions involving these municipal securities.

Rule G-15(a) on Customer Confirmations

Rule G-15(a)(i)(E)™ requires customer confirmations to set
forth “a description of the securities, including... if the se-
curities are... subject to redemption prior to maturity..., an
indication to such effect.” Additionally, rule G-15(a)(iii)(F)
[*] requires a legend to be placed on customer confirmations
of transactions in callable securities which notes that “Call
features may exist which could affect yield; complete infor-
mation will be provided upon request.”

Confirmations of transactions in bonds subject to detachable
call rights, therefore, would have to indicate this information.'
In addition, the details of the call provisions of such secu-
rities would have to be provided to the customer upon the
customer’s request.

Confirmation disclosure, however, serves merely to support
— not to satisfy — a dealer’s general disclosure obligations.
More specifically, the disclosure items required on the con-
firmation do not encompass “all material facts” that must be
disclosed to customers at the time of trade pursuant to rule
G-17.

Rule G-17 on Fair Dealing

Rule G-17 of the Board’s rules of fair practice requires mu-
nicipal securities dealers to deal fairly with all persons and
prohibits them from engaging in any deceptive, dishonest, or
unfair practice. The Board has interpreted this rule to require
that a dealer must disclose, at or before the sale of munici-
pal securities to a customer, all material facts concerning the
transaction, including a complete description of the security,
and must not omit any material facts which would render
other statements misleading. Among other things, a dealer
must disclose at the time of trade whether a security may be
redeemed prior to maturity in-whole, in-part, or in extraordi-
nary circumstances because this knowledge is essential to a
customer’s investment decision.
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Clearly, bonds subject to detachable calls must be described
as callable at the time of the trade.? In addition, if a dealer is
asked by a customer at the time of trade for specific informa-
tion regarding call features, this information must be obtained
and relayed promptly.

Although the Board requires dealers to indicate to customers
at the time of trade whether municipal securities are callable,
the Board has not categorized which, if any, specific call fea-
tures it considers to be material and therefore also must be
disclosed. Instead, the Board believes that it is the responsi-
bility of the dealer to determine whether a particular feature
is material.

With regard to detachable calls, dealers must decide whether
the ability of a third party to call the bond is a material fact
that should be disclosed to investors. Dealers should make
this determination in the same way they determine whether
other facets of a municipal securities transaction are material
— is it a fact that a reasonable investor would want to know
when making an investment decision? For example, would
a reasonable investor who knows a bond is callable base an
investment decision on whether someone other than the issuer
can call the bond? Does this new feature affect the pricing of
the bond?

kock sk

The Board is continuing its review of detachable call rights
and may take additional related action at a later date. The
Board welcomes the views of all persons on the application of
Board rules to transactions in securities subject to detachable
call rights.

' With regard to the confirmation requirement for linked securities, if these

securities are subject to other call provisions such as sinking fund calls, the
customer confirmation must indicate that these securities are callable.
Similarly, when considering the application of rule G-17 to transactions
in “linked” securities, as with other municipal securities, dealers have
the obligation to ensure that investors understand the features of the se-
curity. In particular, if a linked security to other call provisions, dealers
should ensure that retail customers do not mistakenly believe the bond is
“non-callable.”

"' [Currently codified at rule G-15(a)(i)(C)(2)(a).]

Transactions in Municipal Securities with
Non-Standard Features Affecting Price/Yield
Calculations

June 12, 1995

Rule G-15(a) generally requires that confirmations of mu-
nicipal securities transactions with customers state a dollar
price and yield for the transaction. Thus, for transactions
executed on a dollar price basis, a yield must be calculated;
for transactions executed on a yield basis, a dollar price must
be calculated. Rule G-33 provides the standard formulae for
making these price/yield calculations.

It has come to the Board’s attention that certain municipal se-
curities have been issued in recent years with features that do
not fall within any of the standard formulae and assumptions



in rule G-33, nor within the calculation formulae available
through the available settings on existing bond calculators.
For example, an issue may have first and last coupon periods
that are longer than the standard coupon period of six months.

With respect to some municipal securities issues with non-
standard features, industry members have agreed to certain
conventions regarding price/yield calculations. For example,
one of the available bond calculator setting might be used for
the issue, even though the calculator setting does not provide
a formula specifically designed to account for the non-stan-
dard feature. In such cases, anomalies may result in the price/
yield calculations. The anomalies may appear when the cal-
culations are compared to those using more sophisticated
actuarial techniques or when the calculations are compared to
those of other securities that are similar, but that do not have
the non-standard feature.

The Board reminds dealers that, under rule G-17, dealers have
the obligation to explain all material facts about a transaction
to a customer buying or selling a municipal security. Deal-
ers should take particular effort to ensure that customers are
aware of any non-standard feature of a security. If price/yield
calculations are affected by anomalies due to a non-standard
feature, this may also constitute a material fact about the
transaction that must be disclosed to the customer.

Notice of Interpretation of Rule G-17 Concerning
Minimum Denominations

January 30, 2002

Municipal securities issuers sometimes set a relatively high
minimum denomination, typically $100,000, for certain is-
sues. This may be done so that the issue can qualify for one
of several exemptions from Securities Exchange Act Rule
15¢2-12, meaning that the issue would not be subject to cer-
tain primary market or continuing disclosure requirements. In
other situations, issuers may set a high minimum denomina-
tion even though the issue is subject to Securities Exchange
Act Rule 15¢2-12. This may be because of the issuer’s (or the
underwriter’s) belief that the securities are not an appropriate
investment for those retail investors who would be likely to
purchase securities in relatively small amounts.

Several issuers have expressed concern to the MSRB upon
discovering that their issues with high minimum denomina-
tions were trading in the secondary market in transaction
amounts much lower than the stated minimum denomination.!
Based on information obtained from the MSRB Transaction
Reporting Program, it appears that there are significant num-
bers of these types of transactions. In the past, brokers, dealers
and municipal securities dealers (collectively “dealers”) ef-
fecting such transactions likely would have had the problem
brought to their attention when attempting to make delivery of
a certificate to the customer. This is because the transfer agent
would not have been able to honor a request for a certificate
with a par value below the minimum denomination. Today,
however, increased use of book-entry deliveries and safe-
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keeping arrangements for retail customers largely preclude
the need for individual certificates for customers and there is
no other systemic screening to identify transactions that are in
below-minimum denomination amounts.

Rule G-17 states: “In the conduct of its municipal securities
activities, each broker, dealer, and municipal securities dealer
shall deal fairly with all persons and shall not engage in any
deceptive, dishonest, or unfair practice.” The MSRB has in-
terpreted this rule to mean, among other things, that dealers
are required to disclose, at or before a transaction in municipal
securities with a customer, all material facts concerning the
transaction, including a complete description of the security.
The MSRB has proposed an amendment to rule G-15 that
would prohibit transactions in below-minimum denomination
amounts for municipal securities issued after June 1, 2002,
with certain limited exceptions. The MSRB anticipates that
some transactions in below-minimum denomination amounts
may continue to occur for issues issued prior to June 1,
2002, as well as under the limited exceptions to the proposed
amendment to rule G-15. In either case, the MSRB believes
that any time a dealer is selling to a customer a quantity of
municipal securities below the minimum denomination for
the issue, the dealer should consider this to be a material fact
about the transaction. The MSRB believes that a dealer’s fail-
ure to disclose such a material fact to the customer, and to
explain how this could affect the liquidity of the customer’s
position, generally would constitute a violation of the dealer’s
duty under rule G-17 to disclose all material facts about the
transaction to the customer.

' Occasionally, bond documents may state a minimum transaction amount

that applies only to primary market transactions, but with a clear indi-
cation by the issuer that transactions may occur at lower amounts in the
secondary market. The MSRB is not aware of non-authorized transaction
amounts occurring for issues of these types. In general, however, bond
documents describing a minimum “denomination” would appear to be in-
tended to apply to both primary and secondary market transactions.

2 Proposed rule change SR-MSRB-2001-07, filed with the Securities and
Exchange Commission on October 16,2001.

Even for municipal securities issued after June 1, 2002, below-minimum
denomination transactions may need to be effected in compliance with
proposed MSRB rule G-15(f) to liquidate below-minimum denomination
positions created through the exercise of a will, division of a marital estate,
as aresult of an investor giving a portion of a position as a gift, etc. In addi-
tion, the exercise of a sinking fund or other partial redemption by an issuer
can sometimes result in customers holding below-minimum denomination
amounts.

Interpretive Notice Regarding Rule G-17, on
Disclosure of Material Facts

March 20, 2002

Rule G-17, the MSRB’s fair dealing rule, encompasses two
general principles. First, the rule imposes a duty on dealers'
not to engage in deceptive, dishonest, or unfair practices. This
first prong of rule G-17 is essentially an antifraud prohibition.
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Second, the rule imposes a duty to deal fairly. Statements in
the MSRB’s filing for approval of rule G-17 and the SEC’s
order approving the rule note that rule G-17 was implemented
to establish a minimum standard of fair conduct by dealers in
municipal securities. In addition to the basic antifraud pro-
hibitions in the rule, the duty to “deal fairly” is intended to
“refer to the customs and practices of the municipal securi-
ties markets, which may, in many instances differ from the
corporate securities markets.”? As part of a dealer’s obliga-
tion to deal fairly, the MSRB has interpreted the rule to create
affirmative disclosure obligations for dealers. The MSRB
has stated that dealer’s affirmative disclosure obligations
require that a dealer disclose, at or before the sale of munici-
pal securities to a customer, all material facts concerning the
transaction, including a complete description of the security.?
These obligations apply even when a dealer is acting as an or-
der taker and effecting non-recommended secondary market
transactions.

Rule G-17 was adopted many years prior to the adoption of
SEC Rule 15c2-12. The development of the NRMSIR sys-
tem,* the MSRB’s Municipal Securities Information Library®
(MSIL®) system® and Transaction Reporting System (“TRS”).
rating agencies and indicative data sources in the post-Rule
15¢2-12 era have created much more readily available in-
formation sources. Recently, the market has made progress
and market professionals (including institutional investors)
can, and do, go to these industry sources to find securities
descriptive information, official statements, rating agency rat-
ings and reports, and ongoing disclosure information. These
developments suggest a need for further explanation of what
“disclosure of all material facts” means in today’s market.

Rule G-17 requires that dealers disclose to a customer at the
time of trade all material facts about a transaction known by
the dealer. In addition, a dealer is required to disclose material
facts about a security when such facts are reasonably acces-
sible to the market. Thus, a dealer would be responsible for
disclosing to a customer any material fact concerning a mu-
nicipal security transaction made publicly available through
sources such as the NRMSIR system, the MSIL® system,
TRS, rating agency reports and other sources of information
relating to the municipal securities transaction generally used
by dealers that effect transactions in the type of municipal se-
curities at issue (collectively, “established industry sources”).’

The customs and practices of the industry suggest that the
sources of information generally used by a dealer that effects
transactions in municipal securities may vary with the type
of municipal security. For example, a dealer might have to
draw on fewer industry sources to disclose all material facts
about an insured “triple-A” rated general obligation bond than
for a non-rated conduit issue. In addition, to the extent that a
security is more complex, for example because of complex
structure or where credit quality is changing rapidly, a dealer
might need to take into account a broader range of informa-
tion sources prior to executing a transaction.
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With respect to primary offerings of municipal securities, the
SEC has noted, “By participating in an offering, an underwrit-
er makes an implied recommendation about the securities.”
The SEC stated, “This recommendation itself implies that the
underwriter has a reasonable basis for belief in the truthful-
ness and completeness of the key representations made in any
disclosure documents used in the offerings.”® Similarly, if a
dealer recommends a secondary market municipal security
transaction, rule G-19 requires a dealer to “have reasonable
grounds for the recommendation in light of information avail-
able from the issuer or otherwise.” If this “reasonable basis”
suitability cannot be obtained from the established industry
sources, then further review may be necessary before mak-
ing a recommendation. To the extent that such review elicits
material information that would not have become known
through a review of established industry sources, dealers rec-
ommending transactions would be obligated to disclose such
information in addition to information available from estab-
lished industry sources.

! The term “dealer” is used in this interpretive notice as shorthand for
“broker,” “dealer” or “municipal securities dealer,” as those terms are de-
fined in the Securities Exchange Act of 1934. The use of the term in this
interpretive notice does not imply that the entity is necessarily taking a
principal position in a municipal security.

2 See Exchange Act Release No. 13987 (Sept. 22, 1977).

3 See e.g., Rule G-17 Interpretation — Educational Notice on Bonds Sub-
ject to “Detachable” Call Features, May 13, 1993, MSRB Rule Book (July
2001) at 129130. The SEC described material facts as those “facts which
a prudent investor should know in order to evaluate the offering before
reaching an investment decision.” Municipal Securities Disclosure, Secu-
rities Exchange Act Release No. 26100 (September 22, 1988) (the “1988
SEC Release™) at note 76, quoting In re Walston & Co. Inc., and Har-
rington, Securities Exchange Act Release No. 8165 (September 22, 1967).
Furthermore, the United States Supreme Court has stated that a fact is
material if there is a substantial likelihood that its disclosure would have
been considered significant by a reasonable investor. 7SC Industries, Inc.
v. Northway, Inc.,426 U.S. 438 (1976).

4 For purposes of this notice, the “NRMSIR system” refers to the disclosure
dissemination system adopted by the SEC in SEC Rule 15¢2-12. Under
Rule 15¢2-12, as adopted in 1989, participating underwriters provide a
copy of the final official statement to Nationally Recognized Municipal
Securities Information Repositories (“NRMSIRs”) to reduce their ob-
ligation to provide a final official statement to customers. In the 1994
amendments to Rule 15¢2-12 the SEC determined to require that annual
financial information and audited financial statements submitted in accor-
dance with issuer undertakings must be delivered to each NRMSIR and
to the State Information Depository (“SID”) in the issuer’s state, if such
depository has been established. The requirement to have annual financial
information and audited financial statements delivered to all NRMSIRs
and the appropriate SID was included in Rule 15¢2-12 to ensure that all
NRMSIRs receive disclosure information directly. Under the 1994 amend-
ments, notices of material events, as well as notices of a failure by an
issuer or other obligated person to provide annual financial information,
must be delivered to each NRMSIR or the MSRB, and the appropriate
SID.

> The MSIL® system collects and makes available to the marketplace offi-
cial statements and advance refunding documents submitted under MSRB
rule G-36, as well as certain secondary market material event disclosures
provided by issuers under SEC Rule 15¢2-12. Municipal Securities Infor-
mation Library® and MSIL® are registered trademarks of the MSRB.



® The MSRB’s TRS collects and makes available to the marketplace in-
formation regarding inter-dealer and dealer-customer transactions in
municipal securities.

Dealers operating electronic trading platforms have inquired whether
providing electronic access to material information is consistent with the
obligation to disclose information under rule G-17. The MSRB believes
that the provision of electronic access to material information to custom-
ers who elect to transact in municipal securities on an electronic platform
is generally consistent with a dealer’s obligation to disclose such infor-
mation, but that whether such access is effective disclosure ultimately
depends upon the particular facts and circumstances present.

8 1988 SEC Release at text following note 70. The SEC also stated that an
underwriter must review the issuer’s disclosure documents for possible
inaccuracies and omissions. In the case of a negotiated offering, the SEC
expects the underwriter to make an inquiry into the key representations
included in the disclosure materials. In the case of a competitive offering,
the SEC acknowledges that the underwriter may have more limited op-
portunities to undertake such a review and investigation but nonetheless is
obligated to take appropriate actions under the particular facts and circum-
stances of such offering.

° See e.g., Rule G-19 Interpretation — Notice Concerning the Application
of Suitability Requirements to Investment Seminars and Customer Inqui-
ries Made in Response to a Dealer’s Advertisement, May 7, 1985 MSRB
Rule Book (July 2001) at 134; In re F.J. Kaufman and Company of Vir-
ginia, 50 S.E.C. 164, 168, 1989 SEC LEXIS 2376, *10 (1989) (discussing
“reasonable basis” suitability).

Interpretive Notice Regarding the Application of
MSRB Rules to Transactions with Sophisticated
Municipal Market Professionals

April 30,2002

Introduction

Industry participants have suggested that the MSRB’s fair
practice rules should allow dealers' to recognize the different
capabilities of certain institutional customers as well as the
varied types of dealer-customer relationships. Prior MSRB
interpretations reflect that the nature of the dealer’s counter-
party should be considered when determining the specific
actions a dealer must undertake to meet its duty to deal fairly.
The MSRB believes that dealers may consider the nature of
the institutional customer in determining what specific actions
are necessary to meet the fair practice standards for a par-
ticular transaction. This interpretive notice concerns only the
manner in which a dealer determines that it has met certain of
its fair practice obligations to certain institutional customers;
it does not alter the basic duty to deal fairly, which applies
to all transactions and all customers. For purposes of this in-
terpretive notice, an institutional customer shall be an entity,
other than a natural person (corporation, partnership, trust, or
otherwise), with total assets of at least $100 million invested
in municipal securities in the aggregate in its portfolio and/or
under management.
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Sophisticated Municipal Market Professionals

Not all institutional customers are sophisticated regarding in-
vestments in municipal securities. There are three important
considerations with respect to the nature of an institutional
customer in determining the scope of a dealer’s fair practice
obligations. They are:

e Whether the institutional customer has timely access to
all publicly available material facts concerning a munici-
pal securities transaction;

*  Whether the institutional customer is capable of indepen-
dently evaluating the investment risk and market value of
the municipal securities at issue; and

*  Whether the institutional customer is making independent
investment decisions about its investments in municipal
securities.

When a dealer has reasonable grounds for concluding that
an institutional customer (i) has timely access to the publicly
available material facts concerning a municipal securities
transaction; (ii) is capable of independently evaluating the
investment risk and market value of the municipal securities
at issue; and (iii) is making independent decisions about its
investments in municipal securities, and other known facts do
not contradict such a conclusion, the institutional customer
can be considered a sophisticated municipal market profes-
sional (“SMMP”). While it is difficult to define in advance the
scope of a dealer’s fair practice obligations with respect to a
particular transaction, as will be discussed later, by making a
reasonable determination that an institutional customer is an
SMMP, then certain of the dealer’s fair practice obligations
remain applicable but are deemed fulfilled. In addition, as dis-
cussed below, the fact that a quotation is made by an SMMP
would have an impact on how such quotation is treated under
rule G-13.

Considerations Regarding The Identification Of
Sophisticated Municipal Market Professionals

The MSRB has identified certain factors for evaluating an
institutional investor’s sophistication concerning a municipal
securities transaction and these factors are discussed in detail
below. Moreover, dealers are advised that they have the op-
tion of having investors attest to SMMP status as a means
of streamlining the dealers’ process for determining that the
customer is an SMMP. However, a dealer would not be able to
rely upon a customer’s SMMP attestation if the dealer knows
or has reason to know that an investor lacks sophistication
concerning a municipal securities transaction, as discussed in
detail below.

Access to Material Facts

A determination that an institutional customer has timely ac-
cess to the publicly available material facts concerning the
municipal securities transaction will depend on the custom-
er’s resources and the customer’s ready access to established
industry sources (as defined below) for disseminating mate-
rial information concerning the transaction. Although the
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following list is not exhaustive, the MSRB notes that relevant
considerations in determining that an institutional customer
has timely access to publicly available information could
include:

e the resources available to the institutional customer to in-
vestigate the transaction (e.g., research analysts);

e the institutional customer’s independent access to the
NRMSIR system,? and information generated by the MS-
RB’s Municipal Securities Information Library® (MSIL®)
system?® and Transaction Reporting System (“TRS”),* ei-
ther directly or through services that subscribe to such
systems; and

e the institutional customer’s access to other sources of
information concerning material financial developments
affecting an issuer’s securities (e.g., rating agency data
and indicative data sources).

Independent Evaluation of Investment Risks and Market
Value

Second, a determination that an institutional customer is ca-
pable of independently evaluating the investment risk and
market value of the municipal securities that are the subject
of the transaction will depend on an examination of the in-
stitutional customer’s ability to make its own investment
decisions, including the municipal securities resources avail-
able to the institutional customer to make informed decisions.
In some cases, the dealer may conclude that the institutional
customer is not capable of independently making the requi-
site risk and valuation assessments with respect to municipal
securities in general. In other cases, the institutional customer
may have general capability, but may not be able to indepen-
dently exercise these functions with respect to a municipal
market sector or type of municipal security. This is more like-
ly to arise with relatively new types of municipal securities
and those with significantly different risk or volatility charac-
teristics than other municipal securities investments generally
made by the institution. If an institution is either generally not
capable of evaluating investment risk or lacks sufficient capa-
bility to evaluate the particular municipal security, the scope
of a dealer’s fair practice obligations would not be diminished
by the fact that the dealer was dealing with an institutional
customer. On the other hand, the fact that a customer initially
needed help understanding a potential investment need not
necessarily imply that the customer did not ultimately de-
velop an understanding and make an independent investment
decision.

While the following list is not exhaustive, the MSRB notes
that relevant considerations in determining that an institution-
al customer is capable of independently evaluating investment
risk and market value considerations could include:

¢ the use of one or more consultants, investment advisers,
research analysts or bank trust departments;
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e the general level of experience of the institutional cus-
tomer in municipal securities markets and specific
experience with the type of municipal securities under
consideration;

e the institutional customer’s ability to understand the eco-
nomic features of the municipal security;

e the institutional customer’s ability to independently
evaluate how market developments would affect the mu-
nicipal security that is under consideration; and

e the complexity of the municipal security or securities
involved.

Independent Investment Decisions

Finally, a determination that an institutional customer is mak-
ing independent investment decisions will depend on whether
the institutional customer is making a decision based on its
own thorough independent assessment of the opportunities
and risks presented by the potential investment, market forces
and other investment considerations. This determination will
depend on the nature of the relationship that exists between
the dealer and the institutional customer. While the following
list is not exhaustive, the MSRB notes that relevant consider-
ations in determining that an institutional customer is making
independent investment decisions could include:

e any written or oral understanding that exists between the
dealer and the institutional customer regarding the nature
of the relationship between the dealer and the institution-
al customer and the services to be rendered by the dealer;

e the presence or absence of a pattern of acceptance of the
dealer’s recommendations;

e the use by the institutional customer of ideas, sugges-
tions, market views and information relating to municipal
securities obtained from sources other than the dealer;
and

e the extent to which the dealer has received from the in-
stitutional customer current comprehensive portfolio
information in connection with discussing potential mu-
nicipal securities transactions or has not been provided
important information regarding the institutional custom-
er’s portfolio or investment objectives.

Dealers are reminded that these factors are merely guide-
lines which will be utilized to determine whether a dealer
has fulfilled its fair practice obligations with respect to a spe-
cific institutional customer transaction and that the inclusion
or absence of any of these factors is not dispositive of the
determination. Such a determination can only be made on a
case-by-case basis taking into consideration all the facts and
circumstances of a particular dealer/customer relationship, as-
sessed in the context of a particular transaction. As a means of
ensuring that customers continue to meet the defined SMMP
criteria, dealers are required to put into place a process for
periodic review of a customer’s SMMP status.



Application of SMMP Concept to Rule G-17’s
Affirmative Disclosure Obligations

The SMMP concept as it applies to rule G-17 recognizes
that the actions of a dealer in complying with its affirmative
disclosure obligations under rule G-17 when effecting non-
recommended secondary market transactions may depend on
the nature of the customer. While it is difficult to define in
advance the scope of a dealer’s affirmative disclosure obli-
gations to a particular institutional customer, the MSRB has
identified the factors that define an SMMP as factors that may
be relevant when considering compliance with the affirmative
disclosure aspects of rule G-17.

When the dealer has reasonable grounds for concluding that
the institutional customer is an SMMP, the institutional cus-
tomer, by definition, is already aware, or capable of making
itself aware of, material facts and is able to independently un-
derstand the significance of the material facts available from
established industry sources.’ When the dealer has reasonable
grounds for concluding that the customer is an SMMP then
the dealer’s obligation when effecting non-recommended sec-
ondary market transactions to ensure disclosure of material
information available from established industry sources is ful-
filled. There may be times when an SMMP is not satisfied that
the information available from established industry sources
is sufficient to allow it to make an informed investment de-
cision. In those circumstances, the MSRB believes that an
SMMP can recognize that risk and take appropriate action, be
it declining to transact, undertaking additional investigation
or asking the dealer to undertake additional investigation.

This interpretation does nothing to alter a dealer’s duty not
to engage in deceptive, dishonest, or unfair practices under
rule G-17 or under the federal securities laws. In essence, a
dealer’s disclosure obligations to SMMPs when effecting non-
recommended secondary market transactions would be on par
with inter-dealer disclosure obligations. This interpretation
will be particularly relevant to dealers operating electronic
trading platforms, although it will also apply to dealers who
act as order takers over the phone or in-person.® This inter-
pretation recognizes that there is no need for a dealer in a
non-recommended secondary market transaction to disclose
material facts available from established industry sources to
an SMMP customer that already has access to the established
industry sources.’

As in the case of an inter-dealer transaction, in a transac-
tion with an SMMP, a dealer’s intentional withholding of a
material fact about a security, where the information is not ac-
cessible through established industry sources, may constitute
an unfair practice violative of rule G-17. In addition, a dealer
may not knowingly misdescribe securities to the customer. A
dealer’s duty not to mislead its customers is absolute and is
not dependent upon the nature of the customer.
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Application of SMMP Concept to Rule G-18
Interpretation — Duty to Ensure That Agency
Transactions Are Effected at Fair and Reasonable
Prices

Rule G-18 requires that each dealer, when executing a trans-
action in municipal securities for or on behalf of a customer
as agent, make a reasonable effort to obtain a price for the
customer that is fair and reasonable in relation to prevailing
market conditions.® The actions that must be taken by a dealer
to make reasonable efforts to ensure that its non-recommend-
ed secondary market agency transactions with customers are
effected at fair and reasonable prices may be influenced by
the nature of the customer as well as by the services explicitly
offered by the dealer.

If a dealer effects non-recommended secondary market
agency transactions for SMMPs and its services have been
explicitly limited to providing anonymity, communication,
order matching and/or clearance functions and the dealer does
not exercise discretion as to how or when a transaction is ex-
ecuted, then the MSRB believes the dealer is not required to
take further actions on individual transactions to ensure that
its agency transactions are effected at fair and reasonable
prices. By making the determination that the customer is an
SMMP, the dealer necessarily concludes that the customer
has met the requisite high thresholds regarding timely ac-
cess to information, capability of evaluating risks and market
values, and undertaking of independent investment decisions
that would help ensure the institutional customer’s ability to
evaluate whether a transaction’s price is fair and reasonable.

This interpretation will be particularly relevant to dealers
operating alternative trading systems in which participation
is limited to dealers and SMMPs. It clarifies that in such
systems rule G-18 does not impose an obligation upon the
dealer operating such a system to investigate each individual
transaction price to determine its relationship to the market.
The MSRB recognizes that dealers operating such systems
may be merely aggregating the buy and sell interest of other
dealers or SMMPs. This function may provide efficiencies to
the market. Requiring the system operator to evaluate each
transaction effected on its system may reduce or eliminate
the desired efficiencies. Even though this interpretation elimi-
nates a duty to evaluate each transaction, a dealer operating
such system, under the general duty set forth in rule G-18,
must act to investigate any alleged pricing irregularities on
its system brought to its attention. Accordingly, a dealer may
be subject to rule G-18 violations if it fails to take actions to
address system or participant pricing abuses.

If a dealer effects agency transactions for customers who are
not SMMPs, or has held itself out to do more than provide
anonymity, communication, matching and/or clearance ser-
vices, or performs such services with discretion as to how
and when the transaction is executed, it will be required to
establish that it exercised reasonable efforts to ensure that its
agency transactions with customers are effected at fair and
reasonable prices.

Rule G-17 | 165



MSRB RULE BOOK

Application of SMMP Concept to Rule G-19
Interpretation-Suitability of Recommendations and
Transactions

The MSRB’s suitability rule is fundamental to fair dealing
and is intended to promote ethical sales practices and high
standards of professional conduct. Dealers’ responsibili-
ties include having a reasonable basis for recommending a
particular security or strategy, as well as having reasonable
grounds for believing the recommendation is suitable for the
customer to whom it is made. Dealers are expected to meet
the same high standards of competence, professionalism,
and good faith regardless of the financial circumstances of
the customer. Rule G-19, on suitability of recommendations
and transactions, requires that, in recommending to a cus-
tomer any municipal security transaction, a dealer shall have
reasonable grounds for believing that the recommendation is
suitable for the customer based upon information available
from the issuer of the security or otherwise and based upon
the facts disclosed by the customer or otherwise known about
the customer.

This guidance concerns only the manner in which a dealer
determines that a recommendation is suitable for a particular
institutional customer. The manner in which a dealer fulfills
this suitability obligation will vary depending on the nature
of the customer and the specific transaction. Accordingly,
this interpretation deals only with guidance regarding how a
dealer will fulfill such “customer-specific suitability obliga-
tions” under rule G-19. This interpretation does not address
the obligation related to suitability that requires that a dealer
have a “reasonable basis” to believe that the recommenda-
tion could be suitable for at least some customers. In the case
of a recommended transaction, a dealer may, depending upon
the facts and circumstances, be obligated to undertake a more
comprehensive review or investigation in order to meet its
obligation under rule G-19 to have a “reasonable basis” to
believe that the recommendation could be suitable for at least
some customers.'”

The manner in which a dealer fulfills its “customer-specific
suitability obligations” will vary depending on the nature
of the customer and the specific transaction. While it is dif-
ficult to define in advance the scope of a dealer’s suitability
obligation with respect to a specific institutional customer
transaction recommended by a dealer, the MSRB has identi-
fied the factors that define an SMMP as factors that may be
relevant when considering compliance with rule G-19. Where
the dealer has reasonable grounds for concluding that an in-
stitutional customer is an SMMP, then a dealer’s obligation to
determine that a recommendation is suitable for that particu-
lar customer is fulfilled.

This interpretation does not address the facts and circumstances
that go into determining whether an electronic communica-
tion does or does not constitute a “recommendation.”
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Application of SMMP Concept to Rule G-13, on
Quotations

New electronic trading systems provide a variety of avenues
for disseminating quotations among both dealers and cus-
tomers. In general, except as described below, any quotation
disseminated by a dealer is presumed to be a quotation made
by such dealer. In addition, any “quotation” of a non-dealer
(e.g., an investor) relating to municipal securities that is dis-
seminated by a dealer is presumed, except as described below,
to be a quotation made by such dealer." The dealer is affirma-
tively responsible in either case for ensuring compliance with
the bona fide and fair market value requirements with respect
to such quotation.

However, if a dealer disseminates a quotation that is actually
made by another dealer and the quotation is labeled as such,
then the quotation is presumed to be a quotation made by such
other dealer and not by the disseminati