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Municipal Securities Rulemaking Board

Congress Approves Six-Month Delay In
: Bond Registration

In the final moments prior to adjournment, Congi'ess passed a bill which contains a provision delaying, for six months,

the effective date of the registration provisions of the Tax Equity and Fiscal Responsibillty Act of 1982 (TEFRA). As
amended, TEFRA wiill require that most new issues of municipai securitles issued after June 30, 1983 must be solely in
registered form in order to preserve their tax-exempt status.

For related Information on the topic of registration, please refer to three of the notices of proposed amendments to

rule G-12 in this issue of MSRB Reports - the exposure draft concerning delivery of registered securities on page 11,
the notice of filing of amendments to the close-out procedures on page 17, and the notice of filing regarding denomi-
nations of registered securities on page 21.
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o Municipél Securities Rulemaking Board

Financial Statements
as of September 30, 1982 and 1981

and
Report Thereon

certified public accountants

Coopers
&Lybrand

To the Members of the
Municipal Securities Rulemaking Board

(j)‘ We have examined the balance sheets of the Municipal
~ Securities Rulemaking Board as of September 30, 1982 and 1981,
and the related statements of revenues and expenses and change in
fund balance and changes in financial position for the years then
ended. Qur examinations were made in accordance with generally
- accepted auditing standards and, accordingly, included such tests
of the accounting records and such other. auditing procedures as
we considered necessary in the circumstances.

In our opinion, the financial statements referred to
above present fairly the financial position of the Municipal
Securities Rulemaking Board as of September 30, 1982 and 1981,
and the results of its operations and the changes in its finan-
c¢ial position for the years then ended, in conformity with gen-
erally accepted accounting principles applied on a consistent

1800 M Street, N. W.
Washington, D. C. 20036
October 27, 1982




VLSERIB

VYolume 3, Number 1 REPORTS January 1983

O

MUNICIPAL SECURITIES RULEMAKING BOARD
BALANCE SHEETS
September 30, 1982 and 1981

1982 1981
ASSETS

Cash ' $ 11,456 $ 1,777
Investments (Notes 1 and 2) 1,110,571 493,045
Assessment fees receivable (Note 1) 239,619 155,034
Accrued interest receivable 37,355 7,084
Prepaid expenses 9,754 7,745
Other assets . 4,890 4,091
Office furni;ure, equipment and . (:)

leasehold,improvements, at cost, : ‘:

less accumulated depreciation and
amortization of $68,700 in 1982
and $58,429 in 1981 (Note 1) 29,413 28,346

$1,443.058  $697,082

LIABILITIES AND FUND BALANCE

Accounts payable $ 13,219 $ 25,464
Accrued salaries and vacation pay 18,852 20,916
32,071 6,380

Commitments (Note 3)

Fund balance 1,410,987 650,702

$1,483,058  $697.082

e

The accompanying notes are an integral part
of these financial statements.
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MUNICIPAL SECURITIES RULEMAKING BOARD
STATEMENTS OF REVENUES AND EXPENSES AND
CHANGE IN FUND BALANCE )
for the years ended September 30, 1982 and 1981
1982 1981
Revenues:
Assessment fees (Note 1) $1,582,498 §1,257,786
Annual fees (Note 1) 182,400 178,294
Initial fees (Note 1) 15,800 12,200
Investment income. 113,478 48,635
- Board manuals and other 23,094 16,018
1,917,270 1,512,933
Expeﬁses: .
Salaries and employee benefits (Note 4) 504,309 460,236
Board and committee 276,845 325,153
Operations (Note 3) 153,207 138,663
Education and communication 194,442, 166,043
Professional services 17,147 42,508
Depreciation and amortization (Note 1) 11,035 10,977
1,156,985 1,143,580
Revenues over expenses 760,285 369,353
Fund balance, beginning of year 650,702 281,349

Fund balance, end of year

$1.410.987 $ 650,702

The accompanying notes are an integral part

of these financial statements.
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MUNICIPAL SECURITIES RULEMAKING BOARD

STATEMENTS OF CHANGES IN FINANCIAL POSITION
for the years ended September 30, 1982 and 1981

Sources of funds:

Operations:
Revenues over expenses
Noncash expenses - depreciation and
amcrtization

Funds provided by operations

Decrease in prepaid expenses

Increase in accounts payable

Increase in acerued salaries -and
vacation pay

Uses of funqs:

Increase in cash and investments

Increase in assessment fees receivable

Increase in accrued interest receivable

Increase in prepaid expenses

Increase in other assets

Net additions to fixed assets

Decrease in accounts payable

Decrease -in acerued salaries and
vacation pay

The accompanying notes are an integral part

1982 1981
$760,285  $369,353
11,035 10,977
771,320 380,330
- 1,908
- 8,306
- 1,050
$771.320  $391,5914
$627,205  $292,064
84,585 84,002
30,311 7,044
2,009 -
799 1,356
12,102 7,128
12,245 -
2,064 -
1.320  $391.594

of these financial statements.
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MUNICIPAL SECURITIES RULEMAKING BOARD
NOTES TO FINANCIAL STATEMENTS

Accounting policies

The Board was established in 1975 pursuant to au-
thority granted by the Securities Exchange Act of 1934, as
amended by the Securities Acts Amendments of 1975, as an
independent, self-regulatory organization charged with rule-
making responsibility for the municipal securities industry.

Assessment feesA

The underwriting assessment fee is equal to a
percentage of the face amount of all municipal
securities which are purchased from an issuer as
part of a new issue by or through such municipal
Securities broker or municipal securities dealer,

- whether acting as prineipal or agent, and which have
a final stated maturity of not less than two years
and an aggregate par value of not less than
$1,000,000. This fee amounted to .003% of all such
Sales during the period October 1, 1980 to Marah 31,
1982, and .002% of all such sales made after
March 31, 1982. Effective October 1, 1982, the rate
was changed to .001%. Revenue from assessment fees
is recognized upon the sale of the issue and is
payable within 30 days of settlement with the
issuer. '

Annual fees

Each municipal securities broker and municipal
securities dealer is required to pay an annual fee
of $100 with respect to each fiscal year of the
Board in which the municipal securities broker or
municipal securities dealer conducts business. This
fee 1is due by February 15 of the fiscal year for
which the fee is paid.

Initial fees

The initial fee is a one-time fee of $100 which
is to be paid by every municipal securities broker
or municipal securities dealer registered with the
SEC.

Continued
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MUNICIPAL SECURITIES RULEMAKING BOARD
NOTES TO FINANCIAL STATEMENTS

Revenue from initial fees is recognized when
received by the Board.

Investments

Investments in securities are stated at cost
which closely approximates market.

Depreciation and ameortization

Depreciation of fixed assets is computed on the
straight-line method over the estimated useful lives
of the assets, Amortization of leasehold improve-
ments is computed on the straight-line method over
the shorter of the remaining lease period or the
estimated useful life of the improvement.

Investments
A summary of investments is as follows:

September 30,

1982 198 1
T. Rowe Price Prime Reserve
Fund $ 10,002 $ 76,051
Kemper Money Market Fund 18,498 116,994
Certificates of deposit 600,000 300,000
United States Treasury Bills 482,071 -

$1.110,571  $493,045

Commitments

The Board leases office Space under a lease agree-
ment expiring in March 1986 at a monthly rental of $3,950,
subject to an annual escalation of 3% and a proportionate
share of the increase in real property taxes. The lease may
be renewed, at the Board's option, for a period of 10 years,
in accordance with the terms set forth in the lease
agreement,

Continued
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MUNICIPAL SECURITIES RULEMAKING BOARD
NOTES TO FINANCIAL STATEMENTS

Total lease expense for office Space and equipment
for the years ended September 30, 1982 and 1981, was’ $87,100

and $67,940, respectively.

Retirement plan

The Board has a defined-contribution retirement
plan. Participation in the plan is voluntary, and all em-
ployees are eligible to participate upon attaining a minimum
length of service, The Board makes contributions to an in-
Surance company based on a percentage of the salaries of
covered employees and their lengths of service. Retirement
plan costs are funded as they accrue. Employees may also

make voluntary contributions. Costs of the plan were ap-
proximately $27,500 in 1982 and $30,330 in 1981,

Income taxes .

Under provisicns of the Internal Revenue Code and
applicable income tax regulations of the Distriot of Colum-
bia, the Board is exempt from taxes on income other than
unrelated business income. No provision for income taxes is
required .as of September 30, 1982 and 1981, since the Board
had no unrelated business income.

January 1983
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[} Training
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Rule G-12

Comments Requested on Proposed
Amendments Regarding Delivery of
Registered Securities’

The Bpard is circulating for public comment a draft
amendment to the provisions of Board rule G-12(g) regard-
ing deliveries of registered securities. The amendment is
being circulated for comment prior to further consideration
by the Board and filing with the Securities and Exchange
Commission.

Board rule G-12 sets forth certain practices to be followed
by all municipal securities brokers and municipal securities
dealers with respect to the comparison, clearance and set-
tHement of inter-dealer transactions in municipal securities.
Paragraph (g) (xiv) of the rule sets forth the standards appli-
cable to deliveries of registered securities. These pravisions
include requirements on the contents and completion of
assignments, releases of powers of attorney, signature guar-
antees, and other matters.

Subparagraphs (e) (xiv) (E) and (F) set forth certain stan-
dards governing the acceptability of deliveries of securities
with certain types of registration. Subparagragh (E) gener-
ally provides that a certificate registered in the name of a
party other than a natural person shall be acceptable for
delivery purposes only if the transfer agent has endorsed
the assignment with the statement “proper papers for trans-
fer filed by assignor” and signed the assignment. Items (1)
and (2) of subparagraph (F) specify, respectively, certain
unusual types of registration (ar of assignment execution)
that are not acceptable for delivery purposes. and ather

types which are acceptable.' Under the current provisions
of the rule, therefors. most securities registered in a “cor-
porate name” are acceptable for delivery purposes, if the
canditions stated in the rule are met. Further, sacurities with
an unusual type of assignment execution would be accept-
able for delivery purpeses in certain specified circum-
stances.

In August 1982, Congress passed, as part of the Tax Equity
and Fiscal Responsibility Act, a provision requiring that most
municipal securities issued on or after January 1, 1983 be
issued solely in registered form; the Congress recently
amended this legislation to delay the effective date of the
registration requirement to July 1, 1983. As a rasult of the
passage of this legisiation. the Board underook a review of
the application of its rules to transactions in registered secu-
rities. This review indicated a need for several amendments
to Board rules, certain of which havesecently been adopted
by the Board.?

During this review the Board received comments from
several members of the municipal securities industry indi-
cating thatthere was significant uncertainty as to the accept-
ability of securities registered in “corporate name,” or secu-
rities with unusual forms of registration or assignment exe-
cution. Further, centain industry members suggested that the
current pravisions of rules G-12(e) (xiv) {E) and {F) were not
fully in accord with previously-accepted industry practice.
Under previous practice, these persons indicated, securities

Letters of comment should be submitted to the Board
on or before March 15, 1883, and should be sent to
the attention of Donaid F. Donahue, Deputy Exec-
utive Director. Written comments will be availabie

for public inspection.

"ltem (1) provides that a certificate is nat acceptabie for delivery purposes if it is registered in the name of. or has an assignment execuled by, ane of the foilgwing:

® a3 person since deceased;

® 3 minor:

& 2 recelver in bankrupicy;

® an agent:

# an attorney acting on behaif of the registered owner:

® alrustee of trustees (excest as provided in item (2) or gtherwisa in the rule):

® an executor {excapl as provided in item {(2)); or
® an admimstrator {except as provided 1n item (2)),

temn (1) also provides that a ceruficate executed with a qualficaticn. resincnon or speciai designation 1s not in deliverable form. A mumicipal securities broker
or dealer who holds a secunty with one of the types of registration or assignment execution speciiied in wem {1) would have o submit the secunty to ine transfer

agent for rareqistration 10 a form accepiable for gelivery purposes.

Item (2) specifies that a cernficate with an assignment attached that 1s executed by one af the following 15 acceptable far delivery purooses:

® an InQivigual execulor:

® an inqvigua agmnisirator:

® an individuat trustee acung under an inter vivos or lestamentary trust:
® 3 quarqian: or

# a custodian acting pursuani to the provisions of the Unifarm Gifts 1o Minars AcL.

These amendments were filed with the Securities ang Exchange Commission concurtently with the 1ssuance of this nance,
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with the types of registration or assignment execution
described in subparagraphs (e) (xiv) (E) and (F) were gen-
erally deemed to be in "legal form," and. as a result, unac-
ceptabie for detivery purposes unless the parties to the
transaction agreed otherwise. These persons suggested that
the Board consider amending rule G-12 to adopt more strin-
gent standards regarding deliveries of securities registered
in "corporate name" or with an unusual form of registration
or assignment execution. After consideration of these com-
ments the Board has concluded that the current provisions
of subparagraphs (E) and (F) of rule G-12(g) (xiv) may impose
burdens on the ciearance of transactions as more registerad
municipal securities begin to be traded in the municipal
market,

The basis for the Board's concern is the difficulty of com-
pleting a transfer of securities with these types of registration
or assignment execution. Transferof a security registered in
the name of an individual or a nominee can normally be
accomptished by presenting the security to the transfer agent
together with a properly completed assignment bearing the
signature of the registered owner and an acceptable guar-
antee of such signature (e.g., a guarantee by a commercial
bank or recognized securities firm). A party seeking to trans-
fer a security in "legal form" (i.e., registered in a “corporate
name" or with an unusual form of registration or assignment
execution), however. typically must present not only a com-
pleted. signed and guaranteed assignment but also docu-
ments evidencing the authority of the person signing the
assignment to act on behaif of the registered owner (e.g.a
corporate resolution and a certificate of incumbency, or a
notarized copy of a will, or a notarized trust document).
Further. many transfer agents require that these supporting
documents must be dated within a certain pericd of time
(e.g., 60 or 90 days) before the date the securities are pre-
sented for transfer. Therefore, a person may present a secu-
rity in "legal form" for transfer with all of the necessary
decumentation provided, and yet transfer might still be refused
it the transfer agent considers the documents 1o be "stale-
dated.”

In view of the difficulty of transferring securities with “cor-
porate name™ or unusual forms of registration or assignment
execution, the Board believes that it may not be appropriate
to require that a municipal securities broker or dealer accept
these types of securities when presented as part of a deliv-
ery, unless the broker or dealer agrees to do so at the time
of trade. Accordingly, the Board is proposing for comment
a draft amendment to the provisions of rule G-12(e) (xiv} (E)
and (F) that would have the effect of making most securities
with a "corporate name” or unusual form of registration or
assignment execution unacceptabte for delivery purposes,
absent an agreement otherwise at the time of trade.?

The draft amendment would require that a security be
registered in the name of one of the following four types of
persons or entities to be acceptabie for delivery purposes:

e an individual or ingdividuals;
¢ 3 nominee;
® a member of a registered securities association (i.e.,
the National Association of Securities Dealers. Inc.) or
a national securities exchange; or
e afiduciary (e.g.. an individual executor. trustee. admin-
istrator, custodian. etc.) who is specificaily named on
the registéred securities centificate.
Certificates registered in the name of other types of persons
or entities, on which documentation in addition to the com-
pieted securities assignment would be required in order to
transfer the securities, wauld be considered under the
amendmentto be in "legal form" and unacceptable for deliv-
ery purposes unless the parties to a trade agree otherwise.
The Board is of the view that the delivery standard estab-
lished under the draft amendment may be more equitable
to the parties to a transaction, since it would not require a
purchasing dealer to accept securities which are likely to
be more difficuit to transfer uniess the purchasing deafer
has agreed to do so. Further, the draft amendment may
improve the efficiency of the clearance of registered munic-

O

ipal securities since it would greatly reduce the need to )

ensure that additional documents necessary for transter pur-
poses have previously been filed with the transfer agent or
are provided with the delivery. The Board does not believe
that the draft amendment would impose significant burdens
on persons seeking to sell securities with “corporate name”
or unusual forms of registration since the current require-
ments of the rule oblige such persons to file documents with
and obtain endorsements from the transfer agent for the
securities. Although the draft amendment would have the
effect of requiring that these persons have the securities
transferred prior to delivery, this would not appear 1o require
any more time or effort on the part of these persons. in view
of the current rule's filing and endorsement requirements.

- % =

The Board requests comments on the draft amendment
from participants in the municipal securities industry and
other interested persons. The Board is particularly interested
in comments concerning the category "member of a regis-
tered securities association or a national securities exchange,”
and whether this category is too broad, too narrow, or appro-
priate.

The text of the draft amendment follows.

December 22, 1982

Text of Draft Amendment*

Rule G-12. Uniform Practice
{a} through {d) No change.
(e} Delivery of Securities. The following provisions shall,

*The draft amendment 1s simiiar to a proposal made by one commentator during the initial comment period on the expasure dralt of rule G-12. Thp Board dia not
believe that a provision simblar (o this commentator s proposal would be necessary at that time due to the imitea number of registered securities then being
offered m the municipal market. The board has determined 1o revisit this proposal in view of the great increase 1 the number of (ransactions Involving registered

securives that will resul! from implemtnation of the registration requirement.

*Underiming indicates agditions: matenal which is ined through wauld be deleted.

5



D

Volume 3, Number 1

January 1983

unless otherwise agreed by the parties, govern the delivery
of securities:
* {i) through (xiii) No change.

(xiv} Delivery of Registered Securities.

(A) through (D) No change.

(E) Form of Registration. A certificate accompanied
by the documentation required in this paragragh (xiv)

shail constitute good delivery if it is registered in the

name of:

{1) an individual or individuals:
(2) a nominee;
(3) @ member of a registered securities association
or a national securities exchange; or
{4) an individual acting as a fiduciary.
(F} Certificate in Legal Form. Good transter of a secu-
rity in legal form shall be determined only by the transfer

agent for the security. A certificate in legal form shall
not constitute good delivery unless identified as such

at the time of trade. A certificate shall be considerad o

be in legal form if documentation in addition to that

specified in this paragraph (xiv} is required to complete

a transter of the securities.

~(E} Gertifieatein Name oFa-Pary-Other Fhana Netsral
Persor: A certifieate segistered-ir-the-mname of ey
Other than & ratargl pessen ~or-r-a=name with afficial

gestgratonr; shatl -eonstitme—geod dedvery=only-it-the .

statemnent "Freper papers forransferfited by assigros
isptaced-or the-assignment-and signed by-the transier
agent
—F Genifieate-n-hame of Beceased-Persen—Tristes,
Ete: .
=1+ A-certifieate shali-not constitute goed-del vy
it-executed with & gualification —reatrictioror speeia
designatien-or-it-deliverad-inthe same-ot-or with an
assignment-om pewer-of-substitution exeeuted by -a
perzen-siace deecasedea-AHney, & receivernhenke
rupteyr-an agent-am atterneyw-or except as previded
irsubperagraph {2)-oelow, # trusteeorirusiecs {exeepst
for treatees acting in the-capacity of & beardoidiree
tors-of-a eorporation of asseciation imwhieh-case-the
requiremenis ef subparagraph (E)-abeve shaH appiyh
am execHor of an adminisiraios
=23 A-certidieate shaH eonstiute-gead-delivesy wita
am-assigrmentora-pewer of substitution exeeuied by
arrirdividuel execmororasministrator-—an individguad
trestee-urder-an-ifter vives -ortestamentary rusi: 4
geardimr—{ircluding -sommitieas.~conserratons and
cCoratorsf-or a-custodian acting-pursuan-o-the sre-
vigtons of the-Uniform Gilts 0 Mirors Ack
{G) and (H) No change.
(xv} and {xvi) No change.
{f) through (1) No change.

13
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Trading
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Training
QOther.

Rule G-25

Comments Requested on Proposed
Amendments to Prohibition of
Guarantees Against Loss

In August 1982, the Board published far industry comment
certain draft amendments that would liberalize rule G-25(b),
conceming guarantees against loss. The Board did not receive
the necessary industry comments to aid its deliberations
whether to adopt the draft amendment. It. therefore, is
requesting written comments from interested persons con-
cerning the effects the draft amendments would have on the
municipal securities market.

Rule G-25(b) generally prohibits a municipal securities
dealer from guaranteeing a customer against loss. The rule
provides that “bona fide put options™ and “repurchase
agreements issued in the ordinary course of business” are
not deemed to be guarantess against loss for purposes of
the rule. The rule. which became effective in 1978, is intended
in part to prevent a municipal securities repraesentative from
inducing customers to purchase or sell securities by making
guarantees on behal! of the dealer which the dealer is not
aware of or daes not intend to honor.

The Board is considering whether to adopt amendments
that would exempt from the general prohibition all guaran-
tees furnished in connection with transactions in mumcipal
securities. including put options. repurchase agreements.
and remarketing agreements, if the terms of such guarantees
are provided in writing to a customer with delivery of the
final confirmation and are recorded on the dealer's books in
accordance with Beard rule G-8(a) (v) concerning books
and recorgs. Under the draft amendment. aral put optiens,
repurchase or remarketing agreements. and other guaran-
lees that are not disclosed in writing as required by the draft
amendment would be deemed to be guarantees against loss
prohibited by the rule. The full text of the draft amendment
follows this notice. .

In its earlier notice. the Board indicated that the drait
amendments. by requiring that the details of all guarantees
De disclosed in writing to a customer. may be effective in
assuring the customer protections the rule 1s designed to
achieve while. at the same time. allow the industry sufficient
flexibility to enter into legitimate financing and ather busi-

ness arrangements in the conduct of municipal securities
business. In this regard, the Board seeks additional infor-
maticn concerning the trading of these instruments includ-
ing whether they are traded separately from the underlying
municipal securities. Commentators should describe how
these guarantees are confirmed to customers and state
whether, and under what circumstances. separate consid-
eration is charged for them.

The Board further requests comments whether, and if sg—
how, devices such as put aptions entered into for legitimate
financing or other business purposes can be distinguished
from guarantees having a manipulative purpose. Commen-
tators shouid autline some of the purposes for which these
devices are being issued and the types of customers who
ordinarily obtain these arrangements.

Finally, the Board seeks comments whether, if the draft
amendments were adopted. rule, G-17. which grohibits
municipal securities dealers from making untrue or miglead-
ing statements of material fact to customers concerning
municipal securities thev are considering purchasing, along
with the SEC's net capital requirements. who alford adequate
protection against manipulative or other guarantess a dealer
does not intend to honor ar otherwise cannat honor. .

Commentators also should address what effect removal
of the current exemptions from the generai prohibition would
have on the municipaf securities market.

The Board encourages written comments from all inter-
asted persons on the draft amendments. Such comments
will assist the Board in determining whether 1o adopt the
draft amendments. withdraw the draft amendments. or pro-
pose narrower exernptions from the general prohibition.

December 21, 1982

Comments on the draft amendments shouid be
directed to Angela Desmond, Deputy General
Counsei, no later than February 28, 1983, and will

be made available for public inspection.

v e oo

Text of Proposed Amendment*

Rule G-25, Improper Use of Assets
(a) No change.

‘Underhming incicates new ianguage: matenal wiich is lingd Ihrough would be deleled.
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{b) Guaranties. No broker. dealer. or municipai securities
dealer shall guarantee or offer to guarantee a customer against
loss in

(i} No change.
(i) a transaction in municipal securities with ar for a
custormer;
Bora fide putoptiens-andrepurchase agreements ssued A

the-ardinary eowrse of business shall Aok be deemed—ta—bel::)

gueranties-against less unless the terms of such guarantee
(including any hona fide put option. fepurchase agreement
and remarketing agreement) are provided in writing to the
customer with delivery of the confirmation of the transaction

and are recorded in accardance with rule G-8(a) (v).

{c) No change.

16
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B Manager, Muni. Degpt.
Undarwriting
Trading

Saies

Operations
Compllance

Training
Other______

Rule G-12

Amendments Filed Concerning
Close-Out Procedures

On December 22, 1982, the Board filed with the Securities
and Exchange Commission amendments to the provisions
of rule G-12(h) regarding close-outs of uncompleted trans-
actions. The proposed amendments, which are sy bstantially
the same as certain amendments released for comment in
exposure draft form on September 29, 1982, (1) permit use
of the close-out procedure on certain reclaimed transac-
tions, (2) provide for an extension of cloge-out deadlines in
cerntain circumstances where securities have been submit-
ted for transtfer, and (3) delete a fequirement for the attach-
ment of a contra-confirmation to a notice of close-out, The
proposed amendments will not be effective until they are
approved by the Commission. The text of the proposed
amendments follows this notica.

The specific provisions of the proposed amendments are
as follows: -

® The proposed amendments permit the initiation of a
close-out procedure on certain transactions reclaimed
after the ninetieth business day following the originai
settlement date. The provisions of rule G-12(h){i)(E) cur-
rently specify that a close-out notice cannot be issued on a
transaction after the ninetieth business day following the
settlement date. However, the provisions of rule G-12(g)
permit reclamations to be made for up to eighteen months
after delivery for certain specified reasons, and indefinitely
for other specified reasons. Therefore, the current rule does
not permit a reclaiming dealer to use the close-out proce-
dure to ensure completion of the reopened contract, if the
reclamation gccurs more than ninety business days after the
settlement date.

The Board is aware that, in certain instances in the past,
the availability of the close-out procedure would have pro-
moted more expeditious resolution of reclaimed ransac-

tions. Accordingly, the proposed amendments rmake the close-
out pracedure available, for a short period of time. in the
event that a transaction is reopened due to a reclamation of
securities, for certain specified reasons, after the ninetieth
business day foltawing the settlement date. The proposed
amendments permit the purchaser to initiate a close-out
pracedure with respect to such a transaction, in accordance
with the provisions of the rule, for a period of fiftean business
days following the date of reciamation. The proposed
amendments also pravide that such a procadure would be
an initial procedure for purposes of the timing provisions
specified in subparagraph (h)(i)(A).

This provision of the proposed amendments would apply,
however, only if the delivery had been reclaimed pursuant
to the provisions of subparagraphs (g)(iii)(C) or (g)(iii)(D) of
rule G-12.° If the reclamation has been made for some ather
reason (e.g., securities with mutilated coupons, or missing
the legal opinion, both grounds for reclamation under sub-
paragraph {g)(iii)(A)), the provision of the proposed amend-
ments would nat apply, and a close-out coutd not be initiated
with respect to the reclaimed transaction after the ninatieth
business day foflowing the settlement date. Since the time |
periods for reclamations for otherreasons are relatively brief,
the Board does ngt believe that additional time for initiation
of a close-out procedure is warranted.

Centain commentatars on the Septemier 19582 exposure
draft expressed concern that the time period provided for
initiation of the close-out on a reclaimed transaction was too
short: the Board believes that the time period is adequate,
and that these commentators may not have undersicod that
the time period is expressed in business days. rather than
calendar days. Commentators aisc suggested that addi-
tional time should be providad to permit the deaier receiving
the reclaimed securities to obtain substitute securities. The

Questlons concerning the proposed amendments
may be directed to Donaid F. Donahue, Deputy
Executive Director.

‘Subparagraph (g)(Hi}(C) of rule G-12 provides that rectamation may be made within 18 months of a defivery for any of ihe following reasons:
(1} iwreguiarity sn delivery. including, but not limited to, detivery of Ihe wrong 15sue (i.e.. issuer. coupon rate or marunty date). quoiicate delivery. celivery 1o

the wrong pany or lucation. or over delivery:

(2) refusa: 19 transfer or deregisier by the transfer agent due te a tack of documentation required by paragraph {e)(xiv) of the ruie; or
(3) intormanon pertaining to the descriplion of the securiies was rnaccurate for either of the foilowing reasons:
(1) intormanon required by Ssubparagrapn (c)(vHE) of he ruie was omitteg or efroneousiy notedg on a confirmation, ¢r .
{11) informarnion matenal to the transaction but nor required by subparagrapn (c)vItE} of the rule was arroneously noted on a confiemarian.
Subparagraon 1g)(i){D} provides that rectamanan of a delivery may be mage wihoul amy ume hwitation ior exher of the foltowing reasons.

{1) the securty aetivereq 1s reporiea missiag, slolen. frauguient or counterfeir. or

(2) a nouce of call for tess than the entire 1ssue of secunties was published on or pror to the delivery date and the secunlies were nat idenufied as canea” at

the nme of zage,
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Board believes that this concern is addressed by the pro-
vision in the proposed amendments that a close-out initiated
on a reclaimed transaction is to be considered an initial
close-out. which involves a langer time period between ini-
tiation and execution (ten business days as opposed to five
on a second or subseguent notice). .

¢ The proposed amendments permit the selling dealer
receiving a close-out notice which it does not retransmit
to obtain an extension of time if the securities owed on
the transaction are in transfer. The current close-out rule
provides an extension of time only in the event that a close-
out notice is retransmitted by the seiling dealer first receiv-
ing it, and no extension is provided based specifically on
the reason for the selling dealer's failure to deliver. The
Board has been of the view that, in most instances, the
standard ten-business-day period between the initiation of
a close-out and the commencement of the execution period
should be sufficient to resolve any clearance problem delay-
ing the delivery.

In August of this year the Congress passed, as part of the
Tax Equity and Financial Responsibility Act of 1982, a
requirement that most new issues of municipat securities
issued on or after January 1, 1983 must be made available
solely in registered form; legislation passed on December
21, 1982, delays this effective date to July 1, 1983. As a
result of this requirement an increasing number &f transac-
tions will involve registered securities. and dealers wiil be
required to submit securities for transfer more frequently.
Delays in the transfer pfocess may become a more signifi-
cant factor affecting the municipal clearance process, and
more ¢lgse-out procedures may be initiated on transactions
on which the failure to deliver is caused by the need to
transter the securities. Such delays may be a particular
problem during the initial period following the effectiveness
of the requirement, while the industry is not yet fully accli-
mated to the handling of registered securities, and efficient
transfer mechanisms may not yet be available on all issues
of municipal securities. The Board therefore has concluded
that it would be appropriate to alter the close-out process to
take into account this substantial change in the manner in
which the industry will be clearing securities and to provide
additionai time to permit the transfer process to be accom-
plished.

Accordingly, the proposed amendments provide that, if
the selling dealer receiving an initial notice of close-out from
the originating purchaser has submitted the securities which
it is failing to deliver to be transferred, the selling dealer
may delay the delivery deadline and the execution period
specified on the notice for ten business days by advising
the purchaser of the reason for its failure 10 deliver. The
selling dealer must advise the purchaser of the reason for
its failure to deliver by telephone not later than the close of
business on the business day following its receipt of the
telephone notice of close-out from the purchaser; the selling
dealer must confirm this notice in writing, sent return receipt
requested not later than the following business day, includ-
ing in such notice a statement of the dates of the new delivery
deadline and the new execution period, as extended by the
seiler’s action.

This time extension, however, woulid be available only to
the selling dealer first receiving the notice of close-out from

the ariginating purchaser. If the notice of close-out is retrans-
mitted to another dealer, and this third dealer is the party
which has submitted the securities for transfer, the third
dealer wouid not be able to invoke an additional time exten-
sion attributable to the fact that the securities are being
transferred. The Board notes that the retransmittal of the
ctose-out notice itself causes a five business day extension
of the dates invoived in the procedure, and the Board believes
that providing an additional ten-day extension would unduly
delay the close-out procedure and harm the purchaser's
interests in accomplishing a timely completion of the con-
tract.

The proposed amendments aiso provide that this time
extension for securities in transfer shall be available only on
close-outs initiated prior to January 1, 1985. The Board is of
ihe view that, as more efficient transter mechanisms become
available on a wider range of municipal issues, there will
be less need for additionai time on a close-out pracedure.
The Board believes that a “sunset” date of January 1, 1985
provides sutficient time for municipal market participants to
develop and ensure the adoption of efficient transter mech-
anisms on most municipal issues.

In comenting on a substantiaily simiar provision included
in the September 1982 exposure draft. one industry member
suggested that the proposed ten business day extension for
transfer items should be available only on the initial close-
out notice issued with respect to a transaction. with any
subsequent notice effective in accardance with the timing
provisions of the current rule. The Board believes that this
suggestion is appropriate; inasmuch as the recipient of a
second or subsequent close-out notice has already been
provided with ample time fo resolve any transfer-related
probiems. Accordingly, the Board has incorporated this sug-
gestion in the proposed amendments. )

Other commentators on the September 1982 exposure
draft expressed the view that the extension of time for secu-
rities in transfer should also be available in the event that
the close-out notice was retransmitted. These persons sug-
gesied that parties receiving retransmitted notices might
also be failing to deliver securities due to transfer problems.
While the Board is not unsympathetic to these cammentators’
concerns, the Board believes that making the extension also
available in the event of a retransmittal would significantly
hamper the efficient handiing of a close-out procedurs, Two
major difficulties which municipal securities brokers and
dealers had experienced with the original close-out proce-
dure promulgated by the Board in 1977 were the need to
notify parties in a sequence of transactions on which a close-
out had been retransmitted of extensions of the dates on
which the close-out couid be executed, and the uncertainty
caused by muiltiple time extensions appiied at different times
to the same close-out procedure. These aspects of the close-
out process proved in practice to be cumbersome and highly
confusing, and the industry strongly supported their elimi-
nation in amendments to the close-out rules adopted in May
1881, If the extension for securities in transfer were to be
made available to parties receiving a retransmitted notice.
it would be necessary to reinstate in the close-out rules the
same confusing multiple time extensions and cumbersame
notification procedures. On balance, the Board beligves that
it is necessary to preserve a relatively simple and efficient

18



O

S

: | VLS RIB

Yolume 3, Number 1

January 1983

close-out procedure, and not to complicate the procedure
to provide for an extension for transfer on retransmitted
notices.?

Another commentator on this aspect of the September
1982 exposure drait suggested that the initiation of the close-
out process shouid simpiy be delayed in the event that
securities have been submitted for transfer. The Board
believes that the initiation of a close-out procedure serves
to prompt action on the part of the failing dealer to address
any probiem causing the failure to make delivery; deferring
initiation. of the procedure would remove this incentive to
resolve the transaction. The Board notes aiso that the time
periods provided under the praposed amendments produce
much the same resuit {in terms of additional time for com-
pletion of the transaction) as this commentator's proposal.

¢ The proposed amendments delete the requirement
that a copy of the contra-dealer's confirmation be attached
to close-out notices. The current rule requires that a deater
issuing or retransmitting a close-out notice must attach to
such notice a copy of the contra-confirmation of the trans-
action sent by the dealer who is receiving the close-out
notice. This requirement is intended in part to assist the
dealer receiving the natice in identifying the transaction
which is the subject of the notice.

The Board cantinues to be of the view that this requirement
is no longer necessary. Since the relevant information
regarding the transaction is required to be specified on the
written close-out notice, and since a dealer receiving a tele-
phone notice of close-out must proceed based on such
telephone notice, not awaiting receipt of the written notice,
the reguirement to attach the contra-confirmation to the writ-
ten notice does not appear to provide significant assistance
in identifying the related transactions to the dealer receiving
the notice. Accordingly, the proposed amendments delete
the requirement for attachment of a copy of the contra-con-
firmation.

LI 3

In addition to the three proposed amendments reflected
above. the September 1982 exposure draft also contained
a proposal that would have permitted a selling deaier who
15 unaole to complete a transaction to force the purchasing
dealer 1o ¢lose out the transaction, Although certain of the
commentators supported this proposal, the Board has. on
reconsideration. determined that such a provision would not
be appropriate and should not oe adopted. The Board has
concluded that this proposalt would unfairly restrict the flex-
ibility of the purchasing dealer, wha is the aggrieved party
in a close-out procedure. The Board also concurs with the
view expressed by other commentatars. who painted out
that the proposai might at times impose a requirement on
the purchaser that. through no fault of its awn, it would be
unable to comply with (e.g.. if the purchaser and seller
cannot agree on a substitution of securities that would be
equitable 1o the purchaser's customer). The Board also notes

that the remedy of arbitration continues to be available to a
selling dealer who believes that it has been injured due to
a purchasing dealer's procrastination in executing a close-
out,

LR B )

The text of the proposed amendments follows.
December 22, 1982

Text of Proposed Amendments*

Ruie G-12. Uniform Practice

(a) through (g) No change.

{h) Close-Cut. 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 transaction
which has not been completed by the seiler according to
its terms and the requirements of this rule, the purchaser
may close out the transaction in accordance with the foi-
lowing procedures: .

(A) Notice of Close-Out. If the purchaser elects to
close out a transaction in accordance with this para-
graph (i), the purchaser snail. not eartier 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 unless
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 e
closed out in accardance with this section at any time
during the period of time. which shall not be mare than
five bustiness days. specified by the purchaser for such
purpose. The purchaser shall immediately thereafter
send, return receipt requested. a written notice of close-
out to the seller. Such notice shall contain the infor-
mation specified initem (1) of subparagraph (C) below.
and-shat Be-aecempanied-by a-cepy of the seiters
confirmation of the-ransaetion to be-clesed-eutorother
writterevidence-of the oRtract betweenthe paries.

(B) (1) Retransmittal. [as in current rule—no substan-
tive change. ]

(2) Transfer of Securities. ifa selling dealer receiving
an initial notice of close-out which has not been retrans-
mitted has timely submitted the securities owed on the
transaction to the registrar or transfer agent for transfer.
the selling dealer may, upon natice to the purchaser,
extend the dates for close-out by ten business days.
The seiling deaier must provide such notice by tele-
phane, not later than the first business day fallowing its

“The Boara a.so suspects that much of the concern with respecl {0 the neea lor 2n exiension tor transier on retransmitted clase-ouls may be direcled at lransier
deays resuiing from several Izansiers to obtain smaller gengmmalions from a singie \rge-geneminanen certificate, Thesa transter prablems will be substannatly
remeoiec oy analner amenament ta rute G-12 fileg concurrently with the amenaments 1o Ine crose-oui ruies This amengment woulg eltminale far a periog of fime
the stanoaic yse of large-genominancn cerficates in the clearance ana setllement at iransactions in reqisiered Munctpal securitres.

“Unaerlining inaicates new language: marenal which is inea through would bie deleted.
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receipt of the telephone notice of close-out. and must
immediately thereafter send. return receipt reguested,
a written confirmation of such notice. stating the dates
for close-out as extended due 1o such notice. The pro-
visions of this item {2) of subparagraph (B) shall not
apply t¢ any notice of close-out initiated on or afer
January 1, 1985,

{C) and {D) No change.

(E) Close-Out Not Completed. if a close-out pursuant
to a notice of close-out is not compteted in accordance
with the terms of the notice and the provisions of this
Iule. 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 settiement date
of such transaction. regardless of the number of ciose-
out notices issued. Notwithstanding the faregoing. in
the case of a transaction on which a delivery of securi-
tigs has been reclaimed pursuant to the provisions of
subparagraphs {@)(ii)(C) or (g)(iii}D) of this rule and
which remains uncompleted, the purchaser may initiate
a close-out procedure with respect to such transaction
at any time during a period ot fifteen business days
following the date of reciamation. Such procedure shall
be considered an initiai procedure for purposes of sub-
paragraph (A) above.

(F} and {G) No change.

{i) through {1} No change.
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Rule G-12

Amedments Filed Regarding
Denominations of Registered
Securities |

On December 22, 1982, the Board filed with the Securities
and Exchdnge Commission an amendment to the provisions
of rule G-12(e) regarding denominations of securities certit-
icates. The proposed amendment provides that, with respect
to registered securities issued on or after January 1, 1983,
certificates in denominations of $5.000 shall be considered
standard for delivery purposes until January 1, 1985, The
proposed amendment will not be effective until it is approved
by the Commission; the text of the proposed amendment
fotlows this notice.

Background

Board rule G-12 sets forth certain practices to be followed
by all municipat securities brokers and municipal securities
dealers with respect to the comparison, clearance and set-
tlement of inter-dealer transactions in municipal securities.
Among other matters, the rule specifies the certificate
denomination sizes which are considered to be standard for
delivery purposes. With respect to securities in registered
form, rule G-12{(e}(v}(B) currently specifies certificate
denorminations in multiples of $1.000 notto exceed $100.000
as standard for delivery purposes. Registered certificates in
alternative denominations, such as $500 or $250,000 per
certificate, are not acceptanle for delivery purposes unless
specific agreement to this effect is reached at the time of
trade.

In December 1980 the Congress enacted legislation
requiring that mortgage revenue municipal securities issued
on or after January 1, 1982 be issued solely in registered
form. In mid-1982, as an increasing number of registered
mortgage revenue securities began to be traded in the
municipal market, the Board began to receive comments
from municipal securities brokers and dealers that the use
of registered securities certificates in denominations larger
than the traditional $5.000 denomination was causing a sig-
nificant increase in the number of transactions that failed to
be compieted on settlement date.

The recently-enacted Tax Equity and Fiscal Responsibitity
Actof 1982 (“TEFRA"), as amended by Congress on Decem-

ber 21, 1982, will extend the registration requirement to
substantially all long-term municipal securities (i.e., munic-
ipal securities maturing in more than one year) issued on ar
after July 1, 1983. Members of the municipal securities industry
generally have expressed concern to the Soard that tha
clearance problems resuiting from the use of large-denom-
ination registered certificates will be significantly more bur-
densome far municipal securities brokers and deaiers when
all new issues are exclusively in registered form. Industry
representatives have suggestad that the Board consider rule
changes that wouid resaive these problems.

The clearance problems identified by industry commen-
tators result from the need to obtain certificate denomina-
tions in a size that will permit a municipal securities dealer
to satisfy its delivery obligations. Secondary market trading
in municipal securities often involves a desler purchasing
a single largs block of securities which is subsequently soid
to investors or other dealers in several smailer iots. If the
dealer receives large-denomination registered securities
certificates in settlement of the large-block purchase. the
dealer often must submit the large denomination certificates
for transfer in order to obtain the smailer denomination cer-
tificates necessary to satisfy its delivery obligations. Further,
a secondary market transaction between dealers is often
part of a sequence of such transactions. with the possibility
existing that at several points in the sequence transiers o
obtain alternative denominations will be necessary.

Questions concerning the proposed amendment may
be directed to Donaid F. Denahue, Daputy Execu-
tive Director.

Experience has indicated that the transfer processes for
registered mortgage revenue securities may often be inei-
ficient, with transfer items frequentty taking several weeks
to complete. As a resuit of this inefficiency and the irequent
need o submit securities for transfer in order to obtain alter-
native denominations. many dealers fail to complete sec-
ondary market transactions 11 these registered securities for
some period of time after settlement date. until certificates
of the proper denomination have been obtained from the
transter agent. If several transfers to oibtain aiternative
denominations are necessary in a single sequence of trans-
actions. the clearance delays caused by iransfer inefficien-
cies can become even more extensive.

With the implementation of a registration requirement
applicable to substantially aif long-term municipal securi-
ties the number of clearance problems attributable to inei-
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ficiencies in the process of transferring securities to obtain
alternative denominations may significantly increase. Each
year a large number of small municipal issues are brought
to market: it appears questionable whether organizations
capabfe of providing efficient transfer services will be
employed as transfer agents on such issues during the initial
phase of the registration requirement. Further, several states
have taws requiring that governmental officials serve as the
registrars for municipal issuers: past experience indicates
that such persons may not process transfer items as expe-
ditiously as is necessary to permit efficient clearance. Until
these laws are amended, issuers in these states will be
required by statute to use transter agents which historically
have not proven to be consistently efficient. These consig-
erations clearly suggest that efficient transfer services may
not be available on many municipal issues during the. initial
period following the implementation of the registration
reguirement. Ta the extent that the use of large-denomination
registered securities certificates necessitates the frequent
transfer of securities to obtain alternative, smaller denomi-
nations, any such inefficiencies would produce substantial
delays in the clearance and settlement of transactions.

The Board believes that any such delays in the clearance
of transactions would impose serious burdens on municipal
securities brokers and dealers, both in increased financing
costs on fail transactions and transfer itemns and also in
higher net capital charges for "aged" fails’* and increases
in reservable items under the Commission's customer pro-

tection rule,2 The Board is concerned that these burdens.

may be so severe as to force certain municipal securities
brokers or dealers to curtail or cease their municipal secu-
rities activities. Further, the Board recognizes that the sig-
nificant clearance delays that would resuit from transfer inef-
ficiencies may also have onerous effects on investors in
‘municipal securities, who would be less able to trade invest-

- ment portfolios for short-term gains or otherwise dispose of
assets shortly after their acquisition if clearance delays pre-
vent them from obtaining securities for a significant period
of time. Similarly, the provision of inefficient transfer
arrangement on a new issue may well cause an increase in
the interest costs on the issue; to the extent that municipal
securities brokers and dealers and investors are likely to
experience serious clearance problems as a result of such
inefficiencies, the increase in interest costs would be higher.
Accordingly, the Board has concluded that it is appropriate
to amend rule G-12 in order to minimize these burdens on
the clearance process during the initial implementation period
of the registration requirement.

The Proposed Amendment

The proposed amendment would revise the provisions of
rule G-12(e)(v)(B) regarding standard denominations of reg-
istered securities certificates to specify that, with respect to
registered securities issued on or after January 1, 1983,
certificates of $5,000 denomination must be deiivered on
transactions seftled prior to January 1, 1985 (if the parties
of the transaction do not agree otherwise). By making the

standard denomination for registered securities certificates O ‘

the same as that currently standard for bearer cenificates
{which is also the denomination that has become the stan-
dard multiple -for trading purposes). the proposed amend-
ment will eliminate the need for transfers of securities solety
in order to have a large-denomination certificate “broken
up” into the smaller denominations needed by a dealer to
satisfy its delivery obligations. The elimination of these types
of transfers will, in the Board's view, significantly lessen the
likelthood of substantial delays in the clearance and settle-
ment of transactions.

The proposed amendment is not, by its terms, applicable
to deliveries of securities issued prior to January 1, 1983,
the originally-scheduled sffective date of the registration
provisions of TEFRA. The Board is aware that many persaons
who have purchased registered mortgage revenue securi-
ties currently hoid, these securities in targe denomination
certificates. The Board does not believe that it would be
appropriate now to impose a new delivery standard for these
securities, Accordingly, the proposed amendment would not
apply to registered securities issued prior to January 1,
1983.

The Board has included in the proposed amendment a
provision that, as of a “sunset” date of January 1, 1985, the
designation of $5,000 denarmination certificates as standard
on deliveries of registered securities will lapse, and the
targer denomination certificates permitted under the current
rute will again be acceptable for delivery purposes. As noted

previously, the Board has adopted the proposed amendment ™

due to its concern that transfer arrangements on many issues
may be significantly inefficient during the initial implemen-
tation of the registration requirement, and that the existing
requirements of the rule would, as a result, impose a sericus
burden on the municipal securities industry during this period.
The Board recognizes, however, that, for a variety of reasons,
the use of $5,000 denomination certificates cannot be viewed
as a long-term soiution to the problems caused by transter
agent inefficiency. For exampie, the use of small denomi-
nation certificates necessitates that issuers print, and pay
for, a much larger number of certificates at the time of issu-
ance, to make provision for future transfers of securities.
Similarly, smaller denomination certificates will increase the
costs for transferring securities, and for the handling and
satekeeping of securities, For these reasons, the Board views
the requirement for the use of small denormination centifi-
cates set forth in the proposed amendment as an interim
measure, necessary for the short term, until efficient transfer
mechanisms come into use for most municipal issues, but
undesirable for the long term, given the additional costs it
will cause. Accordingly, the Board has included a specific
“sunset” date in the proposed amendment. The Board believes
that a “sunset"” date of January 1, 1985 provides sufficient
time for municipal market participants to develop and ensure
the adoption of efficient transfer mechanisms on most
municipal issues.

'"Under Commission fule 18¢3-1 a fail-to-deliver transaction in municipal secunnes is considered to be an “aged” fail as of iwenty-one business days after the
setttement dale. A fail-to-receive transaction is considered to be “aged” as of thirty days after the setttement date.
“These jatter increases in net capital and Reserve Formula requirements would, of course. only affect munigipal securities brokers and dealers which are

sacurimes firms,
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" The text of the proposed amendment foliows.
December 22, 1982

Text of Proposed Amendment*

Rule G-12. Uniform Practice

(a) through (d) No change.

(e) Delivery of Securities. The foilowing provisions shall,
unless otherwise agreed by the parties, govern the delivery
of securities:

{i) through (iv) No change.
(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:
provided. however, that registered bonds issued after
January 1, 1983 shall be delivered in denominations of
$5,000 par value until January 1, 1885.

Detivery of other municipal securities shall be made in
the denominations specified on the confirmation as required
pursuant to paragraph (c)(vi) of this rule except that deliv-
eries of notes may be made in denominations smaller than
those specified if the notes delivered can be aggregated
to constitute the denominations specified.
{vi} through (xvi) No change.
{f) through (1) No change.

‘Unaeriming indicates addions. The text reffects another proposed amendment currently on file with the Commission
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Rule G-32

Frequently Asked Questions
Concerning Disclosures in
Connection with New Issues

Official Statement Delivery
Requirements

GENERAL

Q:
A:

Does the Board have any requiraments gaverning
the mailing of afficial statements to customers?
Yes. Municipal securities brokers and dealers are
required to send a copy of the official sitatement, if
ong is voluntarily prepared by the issuer or its rep-
resentative, to any custamer purchasing new issue
municipal securities during the underwriting period.
Further. dealers must provide copies of the official
staternent to other dealers purchasing new issue
securities during that time upon request.

Is there any obligation for a municipai securities
dealer to prepare an offering document if no offi-
cial statement is prepared by the issuer?

Rule G-32 requires that a municipal securities dealer
furnish an offering statement only if one voluntarily is
prepared by an issuer. Accordingly, there is no obli-
gation for a dealer to deliver any document if an
issuer does nat furmsh an official statement.

What should we do if the final official statement is
not ready in time to send with the final contfirma-
tion?

The rule states that in the event a final official state-
ment is not ready by that time. a preliminary official
statement. if any, should be sent and the final promptly
must be sent as soon as it becomes available to the
municipal securities broker or dealer.

Does the rule restrict us from bidding on an issue
it we know in advance that there will not be an
official statement issued?

>
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No, the rule prescribes delivery requirements if the
issuer provides an official statement, but does not
restrict the municipal securities dealer from bidding
on an issue if the dealer knows in advance that the
issuer does not plan to prepare an official statement,

If | am not a member of a new issue underwriting
syndicate, and | seil securities of that new issue
to a customer during the underwriting period, am
I required to send that customer a copy of the finat
official statement?

Yes.

We are putting together an official statement on a
competitive offering we are invoived in, Are we
required to put in both the coupeons and the offer-
ing yields an the front page of the final official
statement?

The Board has no ruies governing the contents of
official statements.

What is a new issue municipal security?

The rule defines new issue municipal securities as
securities of a new issue that are sold by a municipa!
securities broker or dealer to a customer during the
underwriting period {as defined in rule G-11),

Is there any fixed number of days as a cutoff on
the mailing of official statements under the Board's
rules?

No. Official staterments must be provided to any cus-
tomer to whom you sell securities of a new issue
duning the underwriting period. The “underwriting
period” is defined in rule G-11 as ending with the
later of the sale of the iast eacurities out of the syn-
dicate account. or the delivery of the securities to the
syndicate by the issuer. in terms of mailing, you must
mail the official statement no later than the time the
final money confirmation is sent. lf an official state-
ment s not available by that time. you should send
the preliminary official statement, and foliow up with
the final official statement when it becomes avail-
able.

If the syndicate has closed and the syndicate no
longer retains any unsoid securities (bonds paid
tor and delivered), am ! required to furnish an offi-
cial offering statement?

No, '
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APPLICATION TO ALL TYPES OF MUNICIPAL
SECURITIES

Q:

2o rx0 >

Do the disclosure requirements of rule G-32 apply
to new issues of tax-exempt notes as well as bonds?
Yes. Rule G-32 does not make any distinction between
bonds and notes.

Is this requirement the same for G.O. issues and
revenue issues?
Yes.

Does rule G-32 apply to the situation where secu-
rities are privately placed?

Yes. The Board has determined that the rule should
apply in such circumstances, even if there is tech-
nically no syndicate,

DEFINITION OF OFFICIAL STATEMENT, AVAILABILITY
OF QFFICIAL STATEMENT

Q:

A:

> 0

Under rule G-32, will a doecument largely prepared
by an underwriter be considered an official state-
ment?

Rule G-32 defines the term “official statement” to
mean a document prepared by an issuer or its rep-
resentative. Accordingly, if the document were issued
by the issuer or by the underwriter on the issuer's
behalf, the documént would be an officfal statement
far purposes of the rule.

When is an officiai statement needed on sales of
“when issued” securities?

it an official statement is voluntarily provided by the
issuer of the securities, and securities are soild o a
customer during the underwriting period, the official
stafement must be provided to the customer at or
before sending the final money confirmation.

t understand that if an official statement in finai
form is not available at the time the final money
confirmation is sent, | must furnish the customer
with a copy of the official statement in preiiminary
form at that time and a copy of the final official
statement promptly after it becomes available.
When is an official statesnent in final form “avail-
able”?

An official statement in finai form is "available” when
the issuer has provided a copy or copies to the under-
writers. “Availability" does not refer to whether a sut-
ficient number of copies of official statements are
available nor to when they are furnished by the syn-
dicate to others purchasing the securities. Once the
issuer makes the final official statement available,
the requirements of G-32 become applicable.

What if an issuer suppiies a firm with an insuffi-
cient quantity of official statements?

The obligation of a dealer to furnish a copy of the
official statement to each of his customers is not

> 0

relieved by the fatlure of the issuer to supply a suffi-
cient number of copies of an official statement. In
such cases, it is incumbent upon the dealer to see to
the reproduction of the official statement. at his own
expense.

Anissuer prepared a pretiminary official statement
but later, on advice of counsel, decided not to put
out a final official statement. What are our respon-
sibilities?

The underwriter would be respeonsible for advising
his customers of any characteristics of the issue that
are materialiy different from those described in the
preliminary official statement. It might also be useful
to advise customers that no final disclosure state-
ment is being disseminated.

Is there any prohibition against using a summary
of an official statement?

Rule G-32 specifically permits the use of a summary
of an official statement.

Is it permissible to send customers a photocopy
ot the front page of the official statement during
the pre-sale period and subsequently provide the
official statement in its entirety at the time of send-
ing the confirmation?

The onily requirement of the Board's ruie is that you
send a copy of the final official statement at or before
the time of sending the final money confirmation. Rule
G-32 would not prevent you from sending other mate-
rial prior to that time.

If you mail out a letter to a iist of customers solic-
iting interest in the new issue, and a particular
customer inquires as a result of your [etter, but
subsequently does not purchase the securities,
are you required to send him an official statement?
No.

Disclosure to Customers in
Connection with Negotiated
Underwritings

GENERAL

Q:
A:

In a negotiated underwriting, are we required to
furnish any information to customers?

Yes. The dealer must disclose the initial offering prices
on ail of the maturities of the issue and the amount of
any fee received from the issuer in the distribution.

Does the disclosure of underwriting spread on
negotiated new issues have to be in the official
statement?

No. The disciosures can be provided in a separate
document.
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We have purchased an issue at a competitive sale
and soid out part of the issue pre-sale to a bank
customer. We have not disclosed the offering price
of these securities on the official statement which
Is merely stating that they are "“not reoffered.”
Does rule G-32 speak to this?

No; rule G-32 requires disclosure to customers of
underwriting spread and initial offering price for
securities purchased in a negotiated sale only.

DISCLOSURE OF UNDERWRITING SPREAD

Q:
A:

» 02 0

What is “underwriting spread” for purposes of
rule G-327?

Rule G-32 requires that the gross spread be dis-
closed (i.e., the difference between the price paid to
the issuer and the initial reoffering price). A dealer
may alse include information about expenses, if it
wishes to explain to the customer that the gross spread
does not constitute the profit actuaily realized by the
dealer.

It we recaived no fee for acting as an agent to the
issuer in the distribution of securities, must this
tact be stated?

No.

Under rule G-32, do dealers who are not members
of the syndicate have to disciose the underwriting
spread in a negotiated saie to their customers?
Rule G-32 provides that municipal securities dealers
must disclose the information specifiad in the rute to
all customers to whom securities are sold during the
underwriting periad. This applies to both members
and non-member dealers, A non-member dealer is
therefore required to disclose the underwriting spread
to its customers,

Some official statements state the price paid to
the issuer and that the spread is the difference
between that and the offering prices on the front—
is that acceptable?

No—amount of spread must be given, either in gross
dollars or points or in dollars or points per bond.

>
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Is it permissible to describe the underwriting spread
as the “underwriter’s discount”?
Yes, this terminology is acceptabie.

Is the following format acceptable disclosure of
the underwriting spread:

underwriter’s discount $xxx
printing and other
issuance expenses Syyy

No. The underwriting spread must be disclosed on a
gross basis, and not net of any expenses. It wouid
be permissibie to say that the underwriter's discount
is "x plus y" of which "y" is devoted to printing and
other issuance expenses, but the total underwriting
spread must be shown.

Will a staternent to the following effect satisfy the
requirements of rule G-32 relating to the disclo-
sure of the underwriting spread in a negotiated
sale:

*The underwriting spread Is 3.476 points.”
Yes.

Since we have to provide reoffering prices, is it
permissible to provide the price paid to the issuer
and let the customer figure the spread?

No. The spread must be disclosed directly, either in
gross dollars or in doilars or points per bond.

DISCLOSURE OF INITIAL REOFFERING PRICES

Q:
A:

Does G-32 require any other disclosures?

Yes. In connaction with a negotiated saie, the rule
requiras disclosure of the inittal offering price for
each maturity that is offered for sale by the syndicate.

In a negotiated sale, where some maturities are
sold out pre-saie, may the official statement, in
disclosing the initial offering prices, merely indi-
cate that those maturities are not reotfered?

Na. The Board has taken the position that the initial
offering price for each maturity must be disclosed
whether or not a particular maturity is reoffered,
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