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Reminder

Effective July 1, 1994, the amendment to rule G-15(d)(ii) will
require that all DVP/RVP customer transactions that are eli-
gible for confirmation/acknowledgement in a system oper-
ated by a registered clearing agency be processed in such a
system. A notice explaining the amendment was published in
MSRB Reports, Vol. 14, No. 2 (March 1994) at 21-22.

Securities and Exchange Commis-
sion's Proposed Amendments to
Rule 15¢2-12

Comments to the SEC on proposed amendments to SEC
Rule 15¢2-12 must be received by the SEC on or before July
15, 1994. The proposed amendments would make it unlawful
for a broker, dealer or municipal securities dealer to act as an
underwriter of an issue of municipal securities unless the
broker, dealer or municipal securities dealer has reasonably
determined that the issuer or its designated agent has under-
taken in a written agreement or contract for the benefit of the
holders of such municipal securities to provide certain infor-
mation to a nationally recognized municipal securities infor-
mation repository; or to recommend the purchase or sale of a
municipal security, without having reviewed the information
the issuer of the municipal security has undertaken to provide.
All comment letters should refer to File No. S7-5-94. A copy of
the SEC release seeking comment on the proposed amend-
ments was published in MSRB Reports, Vol. 14, No. 2 (March
1994) at 37-46.
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relating to gifts and gratuities
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Political Contributions and Prohibi-
tions on Municipal Securities Busi-
ness: Rule G-37

Rule G-37 and Rule G-37 Filing Procedures Approved

The Securities and Exchange Commission approved
rule G-37 on political contributions and prohibitions on
municipal securities business, as well as amendments to
rules G-8 and G-9, on recordkeeping and record retention,
respectively. In addition, rule G-37 filing procedures have
been approved.

On April 7, 1994, the Securities and Exchange Commission
(Commission) approved rule G-37 on political contributions
and prohibitions on municipal securities business.’ Rule
G-37 prohibits dealers from engaging in municipal securities
business with an issuer within two years after any contribution
to an official of such issuer made by: (i) the dealer; (i) any
municipal finance professional associated with such dealer; or
(iii) any political action committee controlled by the dealer or
any municipal finance professional. One exception to this
prohibition is discussed below. Rule G-37 also includes a
requirement for quarterly reporting by dealers of certain infor-
mation regarding political contributions made and municipal
securities business engaged in to the Board, which will make
such information publicly available. In addition, amendments
to rules G-8 and G-9, on recordkeeping and record retention,
respectively, also were approved. The prohibition on engaging
in municipal securities business will arise from contributions
made on or after April 25, 1994. In addition, the recordkeeping
and disclosure requirements apply only to contributions made
or municipal securities business engaged in on or after April
25, 1994.

General Prohibition on Engaging in Municipal Securities
Business

Rule G-37 prohibits any dealer from engaging in municipal

securities business with an issuer within two years after any
contribution to an official of such issuer made by: (i) the dealer;
(if) any municipal finance professional associated with such
dealer; or (iii) any political action committee (PAC) controlled
by the dealer or any municipal finance professional. One
exception to this prohibition is discussed below.

Rule G-37 is not a ban on political contributions—it is a ban
on engaging in municipal securities business with an issuer
after certain contributions are made to officials of such issuer.
The term "municipal securities business" is defined in the rule
to encompass certain activities of dealers, such as acting as
negotiated underwriters (as managing underwriter or as syn-
dicate member), financial advisors and consultants, place-
ment agents, and negotiated remarketing agents.2 Thus, a
dealer cannot provide any of these services to an issuer within
two years after the dealer, any dealer-controlled PAC or any
municipal finance professional made contributions to an offi-
cial of such issuer. This prohibition on business also would
result if a municipal finance professional associated with a
dealer made such a contribution prior to becoming associated
with the dealer (i.e., the two-year ban on business applies to
both the current and prior employer of the municipal finance
professional). This is intended to prohibit the new employer
from obtaining municipal securities business based on prior
contributions by its municipal finance professionals. The
prohibitions on business under the rule arise from contribu-
tions made on or after April 25, 19943

An "official of an issuer" is defined as any incumbent,
candidate or successful candidate for elective office of the
issuer, which office is directly or indirectly responsible for, or
can influence the outcome of, the hiring of a dealer for
municipal securities business. The definition includes any
issuer official or candidate (or successful candidate) who has
influence over the awarding of municipal securities business

Questions about rule G-37 may be directed to Diane
G. Klinke, General Counsel, Jill C. Finder, Assistant
General Counsel, or Ronald W. Smith, Legal Associ-
ate.

"SEC Release No. 34-33868. Pursuant to the Commission's order of approval, the effective date of rule G-37 is April 25, 1994.

#The proposed rule would not prohibit dealers from acting as competitive underwriters or competitive remarketing agents. See the notice on pages 17-20
of this issue concerning recent amendments to rule G-37, in particular the discussion of the definition of "municipal securities business."

* See the notice on pages 17-20 of this issue concerning recent amendments to rule G-37, in particular the discussion of a new section (i) to establish a
procedure whereby the National Association of Securities Dealers and the three federal bank regulatory agencies, upon application, may exempt,
conditionally or unconditionally, adealer whois prohibited from engaging in municipal securities business from such prohibition.
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so that contributions to certain state-wide executive or legisla-
tive officials (e.g., governors) are included within the rule's
prohibition on engaging in municipal securities business.*

"Contributions" which invoke application of the prohibition
include any gift, subscription, loan, advance, or deposit of
money or anything of value made: (i) for the purpose of
influencing any election for federal, state® or local office; (ii) for
payment or reduction of debt incurred in connection with any
such election; or (iii) for transition or inaugural expenses
incurred by the successful candidate for state or local office.
The Board decided to include all such payments within the
parameters of rule G-37 because of concern that such types of
payments, in the past, have or may have been connected to the
awarding of municipal securities business. The Board believes
that the rule's definition of contribution will cover all circum-
stances in which political contributions are made to state and
local issuer officials and candidates who can influence the
awarding of municipal securities business, both before and
after election to state and local office. The Board wishes to
sever any connection between contributions and municipal
securities business. Any other payments to issuer officials are
addressed in other Board rules, such as rule G-20 on gifts and
gratuities.

Finally, the Board does not seek, through its definition of
contribution, to restrict the personal volunteer work of munici-
pal finance professionals in political campaigns other than
soliciting or coordinating contributions.® However, if resources
of the dealer are used (e.g., a political position paper is
prepared by dealer personnel) or expenses are incurred by the
municipal finance professional in such personal volunteer
work, the value of such resources or expenses are included
within the definition of contribution.

Exception for Certain Contributions

The only exception to rule G-37's absolute prohibition on
business is for certain contributions made to issuer officials by
municipal finance professionals. Contributions by such per-
sons to officials of issuers would not invoke application of the
prohibition on business, but only if the municipal finance
professional is entitled to vote for such official and provided
any contributions by such municipal finance professional do
not exceed, in total, $250 to each official, per election.” The
Board believes that this exception is appropriate because

contributions of this nature present less opportunity for a
conflict of interest or the appearance of a conflict of interest on
the part of an issuer official in the awarding of municipal
securities business.

The term "municipal finance professional" means: (i) any
associated person primarily engaged in municipal securities
representative activities, as defined in rule G-3(a)(i),® (ii) any
associated person who solicits municipal securities business;
(iii) any direct supervisor of such persons up through and
including, in the case of a dealer other than a bank dealer, the
Chief Executive Officer or similarly situated official and, in the
case of a bank dealer, the officer 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, as
required pursuant to rule G-1(a); or (iv) any member of the
dealer executive or management committee or similarly situ-
ated officials, if any (or, in the case of a bank dealer, similarly
situated officials in the separately identifiable department or
division of the bank, as defined in rule G-1).°

Included within the definition of municipal finance profes-
sional is any associated person of the dealer involved in the
solicitation of municipal securities business or bringing to
market new issue municipal securities. The definition also
includes those individuals who have an economic interest in
seeing that the dealer is awarded municipal securities busi-
ness and who thus may be in a position to make political
contributions for the purpose of influencing the awarding of
such business by issuer officials. Such persons would include
those inthe public finance department, as well as underwriters,
traders and institutional and retail sales persons primarily
engaged in municipal securities activities. The Board is not
including within the definition of municipal finance profes-
sional retail sales persons who primarily sell other products or
associated persons employed in departments other than the
municipal securities department.

Direct and Indirect Contributions

In addition to the prohibition on business described above,
rule G-37 also prohibits a dealer and any municipal finance
professional from doing any act indirectly which would result
in a violation of the rule if done directly by the dealer or
municipal finance professional. This proscription was mod-
eled after Section 20(b) of the Securities Exchange Act'® and

4 Seethe notice on pages 17-20 ofthis issue concerning recentamendments to rule G-37, in particular the discussion of the definition of "official of an issuer.”
5Theterm"state"is defined in Section 3(a)(16) ofthe Securities Exchange Act (Act) to mean any state of the United States, the District of Columbia, Puerto
Rico, the Virgin Islands, or any other possession of the United States. Rule D-1 provides that, unless the context otherwise requires, the terms usedinthe
Board's rules shall have the same meanings set forth in the Act.
8 Restrictions on soliciting or coordinating contributions are described below.
"Thus, ifanissuer official (i.e., incumbents and/or candidates) for whom the municipal finance professional is entitled to vote is involved in a primary prior
to the general election, the municipal finance professional could contribute up to $500 for each such official (i.e., $250 per election).
€Rule G-3(a)(i) defines the term "municipal securities representative' as a person associated with adealer, otherthan a person whose functions are solely
clerical or ministerial, whose activities include one or more ofthe 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 communication, directly orindirectly, with public investors in municipal securities; provided, however,
thatthe activities enumerated in subparagraphs (C) and (D) are limited to such activities as they relate to the activities enumerated in subparagraphs (A)
and (B).
Seethe notice on pages 17-20 of this issue concermning recent amendments to rule G-37, in particular the discussion of the definition of "municipal finance
professional."
10 Section 20(b) provides that:

It shall be unlawful for any person, directly or indirectly, to do any act or thing which it would be unlawful for such person to do under the provisions

of this title or any rule or regulation thereunder through or by means of any other person.

4
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is intended to prohibit those parties subject to the rule from
using other persons or entities as conduits in order to circum-
vent the rule. A dealer would violate rule G-37 by engaging in
municipal securities business with an issuer after directing a
person to make a contribution to an official of such issuer. For
example, a violation would result if a dealer does business with
an issuer after directing contributions by associated persons,
family members of associated persons, consultants, lobby-
ists, attorneys, other dealer affiliates, their employees or
PACs, or other persons or entities as a means to circumvent
the rule. Finally, the dealer would violate the rule by doing
business with an issuer after providing money to any person or
entity when the dealer knows that such money will be given to
an official of an issuer who could not receive such a contribu-
tion directly from the dealer without triggering the rule's
prohibition on business. For example, in certain instances, a
local political party may be soliciting contributions for the
purpose of supporting one issuer official. If this is the case,
contributions made to the political party would result in the
same prohibition on municipal securities business as would a
contribution made directly to the issuer official.

Solicitation and Bundling Prohibition

Rule G-37 also would prohibit a dealer and any municipal
finance professional from soliciting the parties described
above, as well as any other person or entity, to make contribu-
tions to an official of an issuer with which the dealer engages
or is seeking to engage in municipal securities business or to
coordinate (i.e., bundle) contributions.”” Dealers may not
engage in municipal securities business with issuers if they or
their municipal finance professionals engage in any kind of
fund-raising activities for officials of such issuers. As noted
previously, municipal finance professionals may volunteer
their personal services in other ways to political campaigns.

Recordkeeping Requirements

To facilitate compliance with, and enforcement of, rule
G-37, the Board also amended rules G-8 and G-9, concerning
recordkeeping and record retention, respectively. The amend-
ment to rule G-8 is designed to assist dealers in determining
whether or not they may engage in business with a particular
issuer. These amendments require a dealer to maintain a list
of: (i) names, titles, city/county and state of residence of every
municipal finance professional; (i) names, titles, city/county
and state of residence of all executive officers;"? (iii) the states
in which the dealer is engaging or is seeking to engage in
municipal securities business; (iv) every issuer with which
municipal securities business has been conducted during the
current year, as well as the previous two years and, where
applicable, the name, company, role and compensation ar-
rangement of any person employed by the dealer to obtain or
retain municipal securities business with such issuer; and (v)
all contributions, direct or indirect, to officials of issuers and to

political parties of states and political subdivisions made by the
dealer, any dealer-controlled PAC, any municipal finance
professional or executive officer. The dealer is not, however,
required to maintain a list of contributions by its municipal
finance professionals or executive officers that are made: (i) to
officials for whom the person is entitled to vote, provided such
contributions do not exceed $250 to each issuer official, per
election; and (i) to political parties for the state and political
subdivision in which the person is entitied to vote, provided
such contributions do not exceed $250 per party, per year. In
addition, dealers would not be required to maintain a list of
contributions by any other employees, affiliate companies and
their employees, spouses of covered employees, or any other
person or entity unless the contributions were directed by
persons or entities subject to the proposed rule.

The Board determined to add a recordkeeping requirement
for contributions made by executive officers and contributions
made to political parties to help ensure that dealers, dealer-
controlled PACs and municipal finance professionals do not
circumvent the prohibition on business in the rule by indirect
contributions to issuer officials through executive officers or to
state or local political parties. Upon review by the enforcement
agencies of such information, the Board may determine that
further revisions in this area would be appropriate.

Rule G-8 also requires dealers to record every issuer with
which municipal securities business has been conducted, the
type of business, and, where applicable, the name, company,
role and compensation arrangement of any person employed
by the dealer to obtain or retain municipal securities business
with the issuers listed.

The records do not have to be maintained for contributions
made or business engaged in prior to April 25, 1994. The
amendment to rule G-9 requires dealers to maintain these
records, required pursuant to the amendments to rule G-8, for
a six-year period.'

Disclosure Requirements

Rule G-37 requires dealers to report to the Board certain
summary information concerning contributions in order to
allow for public access to such information. Contributions to be
reported include those to officials of issuers and political
parties of states and political subdivisions made by: (i) the
dealer; (i) any municipal finance professional; (iii) any execu-
tive officer; and (iv) any PAC controlled by the dealer or by any
municipal finance professional. Only such contributions over
a de minimis amount, i.e., those required to be recorded under
rule G-8, would be disclosed.

The information on Form G-37 must include, by state: (i) the
name, title (including any city/county/state or other political
subdivision) of each official of an issuer and political party
receiving contributions; (ii) total number and dollar amount of
contributions made by the persons and entities described
above; and (iii) such other identifying information as required
by Form G-37. The names of individual municipal finance

" By the term "seeking to engage in municipal securities business" the Board means dealer activities including responding to Requests for Proposals,
making presentations of public finance capabilities, and other soliciting of business with issuer officials.

'2 An executive officer is defined in the rule as any associated person in charge of a principal business unit, division or function or any other person who
performs similar policy making functions for the dealer, but does not include any municipal finance professional.

'* See the notice on pages 17-20 of this issue concerning recent amendments to rules G-37 and G-8, in particular the discussion of the amendment to
rule G-8(f) to clarify that dealers complying with SEC Rule 17a-3 are still required to maintain the information and records required by Board rule G-37.
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professionals and executive officer contributors would not be provided should assist state and federal officials in detecting
disclosed. Such reports also would include a list of issuers with and correcting such situations.
which the dealer has engaged in municipal securities business Finally, the Board understands that a number of dealers
during the reporting period, along with the type of municipal have offered voluntarily to submit additional information on
securities business and the name, company, role and com- contributions to a repository for public access and dissemina-
pensation arrangement of any person employed by the dealer tion. So too, certain non-dealer municipal market participants
to obtain or retain municipal securities business with such also may wish voluntarily to provide a central repository with
issuers.™ contribution information. Rule G-37 notes that the Board will
The Board believes that it is important to provide certain accept additional information related to contributions voluntar-
summary information on contributions to the public to help ily submitted by dealers or others as long as such information
assure investors in the municipal securities market that deal- is submitted in accordance with Board filing procedures. The
ers are not engaging in municipal securities business with Board is considering whether it may have to charge a filing fee
issuers to whom contributions have been made by the dealer, to cover expenses associated with certain of this voluntarily
dealer-controlled PACs and municipal finance principals. In submitted information. It is also reviewing what kinds of
addition, the Board is concerned that, with the prohibition on access fees to the forms filed, if any, would be appropriate.
business in effect, dealers may seek to continue making
contributions to obtain business through contributions by Dealer Compliance Procedures
executive officers or to political parties. Thus, rule G-37 Pursuant to rule G-27, on supervision, each dealer must
requires disclosure of such contributions. Finally, to reduce the adopt, maintain and enforce written supervisory procedures
opportunity for dealers to circumvent the rule's requirements reasonably designed to ensure compliance with Board rules.
through the use of consultants and other persons, disclosure In regard to rule G-37, effective compliance procedures are
of the dealer's municipal securities business activities and essential because the rule requires dealers to have information
information about persons hired to obtain or retain such regarding each contribution made by the dealer, dealer-
business is required. controlled PACs and municipal finance professionals so that
n it can determine where and with whom it may or may not
Filing Procedures engage in municipal securities business. In addition, it must
Rule G-37 filing procedures®™ require dealers to file two have information on executive officer and political party con-
copies of Form G-37, and to submit such forms within thirty tributions and consultant hiring practices for disclosure pur-
(30) calendar days after the end of each calendar quarter.® poses. Moreover, because of the "directly and indirectly"
These dates correspond to January 31, April 30, July 31, and provision in section (d) of rule G-37, as well as the no
October 31. The Board will maintain one copy of each Form solicitation and no bundling provisions in section (c), dealers
G-37 off-site for back-up purposes, and will maintain the would have to take measures to ensure that those persons and
second copy of each Form G-37 at its Public Access Facility entities subject to the rule are not causing the dealer to be in
in Virginia, where it will be available to the public for review and violation. Furthermore, the dealer must ensure that other
photocopying.’” The Board also will maintain a database of people and entities hired to assist in municipal securities
reports filed by each dealer (as well as any other party activities (e.g., consultants) are not being directed to make
voluntarily submitting information on political contributions), contributions that might result in a violation of the rule.
so that any member of the public may telephone the Board's In addition, the Board wishes to note that rule G-37 sets forth
offices to inquire whether a particular dealer (or other party) a minimum standard of conduct for dealers involved in munici-
has submitted a report pursuant to rule G-37." In order to pal securities business. The Board has sought to target the
further enhance public access to this information, the Board rule's requirements to the areas of abuse to which it has been
will provide a list of companies that offer document retrieval alerted, while reducing potentially burdensome requirements
and mailing services. As the Board gains experience with rule where appropriate. Dealers are urged, where possible, to do
G-37 submission procedures, and as the informational needs even more to sever any possible connection between political
of the municipal market change with regard to political contri- contributions and the awarding of municipal securities busi-
butions, the Board will seek to expand the access and services ness.

available to the public.
The Board believes that public access to this information will

% g ok Kk

help to assure investors in the municipal securities market that The Board adopted rule G-37 as a first step toward eliminat-
dealers are awarded business based on merit, not political ing the problems associated with political contributions in
contributions. Where this is not the case, the information connection with the awarding of municipal securities business.

4 See the notice on pages 17-20 of this issue concerning recent amendments to rule G-37, in particular the clarification that dealers are not required to
disclose the name of any municipal finance professional hired by the dealerto obtain or retain municipal securities business.

s The SEC approved the filing procedures on May 9, 1994. SEC Release No. 34-34027.

16 See the notice on pages 17-20 of this issue concerning recent amendments to rule G-37, in particular the requirement that dealers send Forms G-37
to the Board by certified or registered mail or by some other means that provides a record of sending.

" The Board will charge 20 cents per page plus sales tax, if applicable, for photocopying.

'8|n addition tothe dealer's name, the information available through the database also willinclude, among other things, the quarterly period covered by the
report and summary information on political contributions. Although rule G-37 requires dealers to report certain summary information concerning
contributions, it does not require disclosure of the names of individual municipal finance professionals or executive officer contributors.

6
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It believes the rule is targeted to the reported major problem municipal finance professional shall, directly or indirectly
areas and should be an effective deterrent to activities which through or by any other person or means, do any act which
have called into question the integrity of the market. The Board would result in a violation of sections (b) or (c) of this rule.
will closely monitor rule G-37's effectiveness. If it determines (e)(i) Each broker, dealer or municipal securities dealer shall
that compliance problems exist, or if dealers seek to circum- submit to the B r li
vent the rule's requirements, the Board will not hesitate to reports on contributi icials of i litical
amend the rule to make its prohibitions applicable to a broader parties of states and political subdivisions that are re-
range of entities and individuals or to include other prohibitions ir r le G- iv). h
or disclosure requirements. reports shall include information concerning the amount
~ of contributions made by: (A)1 ker nici-
April 25, 1994 pal securities dealer; (B) all municipal finance profession-
als; (C) all executive officers; and (D) all political action
Text of Rule G-37, Amendments and Form mmi ntrolled by the broker, dealer or municipal
G-37* ' riti r .' ipal fi_n : -

(a) Purpose. The purpose and intent of this rule are to ensure Board from time to time i i rd_rul
high rds and i ity of unicipal securities G-37 filing procedures.
industry are maintained, to prevent fraudulent and manipula- (i) Reports referred to in paragraph (i) of this section (e)
tive acts and practices, to promote just and equitable prin- must be submitted to the Board on Form G-37, in accor-
ciples of trade, to perfect a free and open market and to protect n rd r fili
investors and the public interest by: (i) prohibiting brokers, with due_damjﬂmumms
dealers an nici riti I f ngaging i incl h r
munici riti in n information on contributions made and municipal securi-
contributions have been made to officials of such issuers; and ties business engaged in during the reporting period: (A)
(ii iri r r nici ri I n itle (i i ity/ or_political
to disclose certain politi well subdivision) of iti
information, to allow public scrutiny of political contributions r ntri
N ici iti r other identifying information required by Form G-37.
engage in municipal securities business with an issuer within Such reports also must include a list of issuers with which
two years after any contribution to an official of such issuer roker r
(i r ler ici iti engaged in municipal securities business, along with the
ii muni | fi rofi with f_munici riti i
broker, dealer or municipal securities dealer; or (iii) any IT: i

i I i ggntrlbutans_dummL&ubmﬂteihLbjkgtngalM
contributions made by th itl v municipal securities dealers or others provided that such
f wi wer information is submitted in accordance with Board rule G-37
m inan i h filin
i r_wh ni n r werl (@)D rm " n"
v which ion re not in ipfi \Yi
excess of $250 b n n h anything of value made: (A) for the purpose of influenc-
r T lecti fi r | office;

| rsh r | action incurred by the successful candidate for state or local
- I ; i
MMMMMLWMMM " r Y

*Underlining indicates new language; strikethrough denotes deletions.
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in_municipal securities busi-
ness, as described in section (b) of this rule, arises only from

contributions made on or after April 25, 1994.

Rule G-8. Books and Records to be Made by Municipat
Seecurities Brokers, Dealers and Municipal Securities Deal-

ers

(a) Description of Books and Records Required to be Made.
Except as otherwise specifically indicated in this rule, every
murieipal-seeurities 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
mumieipal—seeurities broker,_dealer or municipal securities
dealer:
(i) through (xv) No change.
(xvi ) ecords quaecmngﬁqﬁaaaﬁmmbuﬂgns and Pro-
rities B rsuan
&uLe_G_lZ_B&QQLdS_LeIEﬂlﬂg
(A) alisting 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 executive officers;
(Q)jhe_stalesin_nm_tlle_hmmﬁgawﬁnm
in kin
ij s : = -

(D) a listing of issuers with which the broker, dealer
or municipal securities dealer has engaged in munici-
23 . . iol-
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the recipients of such contributions, and (jii) the a state or political subdivision in which such persons

amounts and dates of such contributions; provided are entitled to vote if the contributions by such
Vi r refl person, in total, are not in ¢ ‘cess of $250 per political
ntributi ici i - party, per year.
sional or executive officer to officials of an issuer for H in thi Vi
m ni i if th ibu- meaning as in rule G-37,
tions by such person, in total, are not in excess of (1) No record is required by this paragraph (a)(xvi) of
- . on: . = - : " -
MMW: ibuti i 8.5 itical AR} m”“f. is_hus.umﬁ_dmle_m‘_cgnmmi 1994,

- . T bdivisions made by (b) through (f) No change.

each of the previous two calendar years, which Rule G-9. Preservation of Records
records shall include: (i) the names, titles, city/county (a) Records to be Preserved for Six Years. Every munieipal
. it

‘ i f.r : I nam seetfities broker, dealer and municipal securities dealer shall
fitles (including any city/county/state or other political preserve the following records for a period of not less than six
Mwemmﬂgmm years:
and_ltuﬂihiamoﬂnls_am_dales_qisgghgqnmmnml_ng (i) through (vii) No change.

ibuti nici inan - i
rofessi ' i iti y of (b) through (g) No change.

Form G-37 is contained on the next page




FORM G-37

NAME OF DEALER:

REPORT PERIOD:

CONTRIBUTIONS MADE: (LIST BY STATE)

STATE

COMPLETE NAME,

TITLE (INCLUDING ANY
CITY/COUNTY/STATE

OR OTHER POLITICAL
SUBDIVISION) OF
OFFICIAL/POLITICAL PARTY

TOTAL NUMBER AND DOLLAR AMOUNT OF
CONTRIBUTIONS;

BY DEALER:

BY PAC:

BY (ENTER NUMBER OF) MUNICIPAL
FINANCE PROFESSIONALS AND EXECUTIVE
OFFICERS:

ISSUERS WITH WHICH DEALER HAS ENGAGED IN MUNICIPAL SECURITIES BUSINESS AND, WHERE
APPLICABLE, ANY OTHER PERSON EMPLOYED BY DEALER TO OBTAIN OR RETAIN SUCH MUNICIPAL
SECURITIES BUSINESS: (LIST BY STATE)

STATE

SIGNATURE:

NAME:

COMPLETE NAME TYPE OF MUNICIPAL NAME, COMPANY, ROLE
OF ISSUER AND SECURITIES BUSINESS AND COMPENSATION
CITY/COUNTY ARRANGEMENT OF ANY

PERSON EMPLOYED BY
DEALER TO OBTAIN OR
RETAIN SUCH MUNICIPAL
SECURITIES BUSINESS

DATE:

(MUST BE OFFICER OF DEALER)

ADDRESS:

PHONE:

SUBMIT COMPLETED FORM QUARTERLY BY DUE DATE (SPECIFIED BY THE MSRB) TO MUNICIPAL
SECURITIES RULEMAKING BOARD, 1640 KING STREET, SUITE 300, ALEXANDRIA, VIRGINIA 22314
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Route to:

| Manager, Muni Dept.
Underwriting
Trading

Sales

Operations

Public Finance
Compliance
Training

Other
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Political Contributions and Prohibi-
tions on Municipal Securities Busi-
ness: Rule G-37

Questions and Answers

Answers to frequently asked questions concerning rule
G-37, on political contributions and prohibitions on mu-
nicipal securities business.

This notice outlines the provisions of rule G-37 concerning
political contributions and prohibitions on municipal securities
business. It also responds to a number of questions that have
been raised by market participants regarding the rule's pro-
visions. The Board is providing this information to assist
dealers in complying with the rule. Rule G-37 applies to con-
tributions made and municipal securities business engaged in
on and after April 25, 1994.1

. Overview of Rule G-37

In general, rule G-37 (i) prohibits brokers, dealers and mu-
nicipal securities dealers (dealers) from engaging in munic-
ipal securities business with issuers if certain political con-
tributions have been made to officials of such issuers; and (ii)
requires dealers to record and disclose certain political
contributions, as well as other information, to allow public
scrutiny of political contributions and the municipal securities
business of a dealer. The rule is divided into eight sections,
which are lettered (a) - (h).

Section (a) sets forth the general purpose and intent of the
rule.

Section (b) is the business prohibition section which pro-
hibits dealers from engaging in municipal securities business
with an issuer within two years after any contribution to an
official of such issuer made by the dealer, any municipal
finance professional and any political action committee (PAC)
controlled by the dealer or any municipal finance professional.
This paragraph also sets forth a de minimis exemption such
that a dealer would not be subject to the prohibition on
business if the only contributions made were by municipal
finance professionals who were entitled to vote for the officials

to whom they. contributed, provided that such contributions by
each municipal finance professional did not exceed $250 per
official per election.

Section (c) is the anti-solicitation provision which prohibits
dealers and municipal finance professionals from soliciting
any person or PAC to make contributions, or to coordinate (or
bundle) contributions to an official of an issuer with which the
dealer is engaging or seeking to engage in municipal secu-
rities business.

Section (d) prohibits dealers and municipal finance profes-
sionals from doing indirectly any act which the dealer or
municipal finance professional is prohibited from doing
directly, pursuant to sections (b) and (c) of the rule.

Section (e) is the reporting provision which requires dealers
to submit to the Board certain summary information on their
municipal securities business and contributions to issuer
officials and political parties, by the dealer, municipal finance
professionals, PACs controlled by dealers and municipal
finance professionals, and executive officers. Section (e) also
provides that the reports must be submitted in accordance
with rule G-37 filing procedures. These procedures require
dealers to file two copies of Form G-37 within thirty (30)
calendar days after the end of each calendar quarter (which
filing dates correspond to January 31, April 30, July 31, and
October 31).

Section (f) states that the Board will accept additional
information that is voluntarily provided by dealers or others,
so long as such information is submitted pursuant to the rule
G-37 filing procedures.

Section (g) is the definitional section which defines the
following terms: (i) contribution; (ii) issuer; (iii) broker, dealer
and municipal securities dealer; (iv) municipal finance pro-
fessional; (v) executive officer; (vi) official of an issuer; and
(vii) municipal securities business.

Section (h) provides that a prohibition on municipal secu-
rities business under section (b) arises only from contributions
made on or after April 25, 1994.

In addition, Board rule G-8(a)(xvi) sets forth the specific
recordkeeping requirements for rule G-37 which begin with
contributions made and municipal securities business en-
gaged in as of April 25, 1994. These requirements are design-
ed to assist dealers in determining whether or not they may
engage in business with a particular issuer. In addition to
recording contributions to officials of issuers made by dealers,
municipal finance professionals and PACs controlled by

' The Securities and Exchange Commission (SEC) approved rule G-37 on April 7, 1994. See Securities Exchange Act Release No. 33868 (April 7, 1994);

59 FR 17621 (April 13, 1994),
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dealers and municipal finance professionals, rule G-8 re-
quires dealers to record contributions made by executive
officers and contributions made to political parties of states
and political subdivisions. Dealers also are required to record
the name, company, role and compensation arrangement of
any person employed by the dealer to obtain or retain
municipal business. Rule G-9(a)(viii), on record retention,
requires dealers to retain the records made pursuant to rule
G-8(a)(xvi) for at least six years.

Finally, the Board recently filed with the SEC amendments
to rule G-37, which are described in the rule filing.2

Il. Questions and Answers?®
Persons/Entities Subject to the Rule

1.
Q: To whom does rule G-37 apply?

A: In general, rule G-37 applies to brokers, dealers and
municipal securities dealers (collectively referred to as deal-
ers), municipal finance professionals, and PACs controlled by
the dealer or any municipal finance professional. In addition,
the recordkeeping and disclosure provisions apply to execu-
tive officers of the dealer.

2.
Q: Who is considered a municipal finance professional?

A: To determine if a particular person is a municipal finance
professional, first determine whether the person is an
"associated person" of a dealer (other than a bank dealer)
under Section 3(a)(18) of the Securities Exchange Act of 1934
(Act), or an associated person of a bank dealer under Section
3(a)(32) of the Act. Then determine whether the associated
person fits within one of the four categories listed in the
definition of municipal finance professional under rule G-37.

Under Section 3(a)(18) of the Act, "associated person of a
broker or dealer" is defined as:

e Any partner, officer, director, or branch manager (or any
person occupying a similar status or performing similar
functions);

e Any person directly or indirectly controlling, controlled by,
or under common control with the dealer;

e Or any employee of such broker or dealer, except those
whose functions are solely clerical or ministerial.

Under Section 3(a)(32) of the Act, "person associated with
a municipal securities dealer" when used with respect to a mu-
nicipal securities dealer which is a bank or a division or depart-
ment of a bank means:

e Any person directly engaged in the management,
direction, supervision, or performance of any of the municipal
securities dealer's activities with respect to municipal secu-
rities; and

e Any person directly or indirectly controlling such activities
or controlled by the municipal securities dealer in connection
with such activities.

“SR-MSRB-94-5.

Under rule G-37(g)(iv), a municipal finance professional is
defined as:

1. Any associated person primarily engaged in municipal
representative activities pursuant to rule G-3(a)(i) (such activ-
ities include underwriting, trading, sales, financial advisory
and consultant services, research or investment advice on
municipal securities, or any other activities which involve
communication, directly or indirectly, with public investors
relating to the activities listed in this paragraph);

2. Any associated person who salicits "municipal securities
business" as defined in rule G-37 (which includes negotiated
underwriting activities, private placement activities, negoti-
ated remarketing services, financial advisory and consultant
services);

3. Direct supervisors of the associated persons described
above, including: (1) for dealers that are not bank dealers, the
CEO or similarly situated official; and (2) for bank dealers, the
officer or officers designated by the bank's board of directors
as responsible for the day-to-day conduct of the bank's dealer
activities.

4. For dealers other than bank dealers: any member of the
executive or management committee, or similarly situated of-
ficials, if any. For bank dealers: any member of the executive
or management committee of the separately identifiable de-
partment or division of the bank, as defined in rule G-1, if any.

Each person listed by the dealer as a municipal finance
professional is deemed to be such for purposes of rule G-37.
Remember that the prohibition on business applies to con-
tributions made within the previous two years, beginning with
contributions made on April 25, 1994.

3.
Q: Does the definition of municipal finance professional
include all registered representatives?

A: No. The definition of municipal finance professional in-
cludes, among others, any associated person primarily en-
gaged in municipal representative activities pursuant to rule
G-3(a)(i). These activities include underwriting, trading, sales,
financial advisory and consultant services, research or invest-
ment advice on municipal securities, or any other activities
which involve communication, directly or indirectly, with pub-
lic investors relating to the activities listed in this paragraph.

4.
Q: Does the definition of municipal finance professional
include any associated person who solicits municipal
securities business, even if this solicitation activity is a
very small portion of the associated person's work?

A: Yes. Even if an associated person is not "primarily en-
gaged in municipal representative activities," that associated
person can be considered a municipal finance professional if
he or she solicits municipal securities business, as defined in
rule G-37 (such business includes negotiated underwriting
activities, private placement activities, negotiated remarketing
services, financial advisory and consultant services).

*These questions and answers are divided into the following four general categories: Persons/Entities Subject to the Rule; Prohibition on Engaging in

Municipal Securities Business; Recordkeeping; and Reporting.
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5.
Q: Does the definition of municipal finance professional
include anyone other than an associated person of the
dealer, for example, consultants, lawyers or spouses of
municipal finance professionals?

A: No. Municipal finance professionals must be associated
persons of the dealer. Of course, if a dealer or a municipal
finance professional seeks indirectly to make contributions to
issuer officials through consultants, lawyers or spouses, such
contributions would result in the dealer being prohibited from
engaging in municipal securities business with the issuer for
two years from the date of such contributions.

6.
Q: What is a "dealer-controlled” PAC?

A: Each dealer must determine whether a PAC is dealer
controlled. For dealers, other than bank dealers, one may
assume that any PAC of the dealer would be considered a
dealer-controlled PAC for purposes of rule G-37. For bank
dealers, it will depend upon whether the dealer or anyone from
the dealer department has the ability to direct or cause the
direction of the management or the policies of the PAC.

7
Q: Who is an "executive officer?”

A: Pursuant to rule G-37(g)(v), an executive officer is defin-
ed as any associated person in charge of a principal business
unit, division or function, or any other person who performs
similar policy making functions for the dealer (or, in the case
of a bank dealer, the separately identifiable department or
division of the bank, as defined in rule G-1), but does not
include any municipal finance professional.

Prohibition on Engaging in Municipal
Securities Business

8.
Q: What actions would cause a dealer fo be prohibited
from engaging in municipal securities business with an
issuer?

A: Rule G-37(b) prohibits a dealer from engaging in
municipal securities business with an issuer within two years
after any contribution to an official of such issuer made by: (i)
the dealer, (ii) any municipal finance professional associated
with such dealer; or (iii) any PAC controlled by the dealer or
any municipal finance professional.

9.
Q: Is there an exception to this prohibition on engaging
in municipal securities business?

A: There is one exception to rule G-37(b). The prohibition
does not apply if the only contributions to officials of issuers
are made by municipal finance professionals entitied to vote
for such officials, and provided such contributions, in total, are
not in excess of $250 by each such municipal finance pro-
fessional to each official of such issuer, per election.

10.
Q: If an issuer official is involved in a primary election
prior to the general election, may a municipal finance

professional who is entitled to vote for such official
contribute $250 to the issuer official's primary as well as
general election?

A: Yes, the municipal finance professional could contribute
up to $500 to each such official (i.e., $250 per election).

11.
Q: What is the municipal securities business that a
dealer would be banned from engaging in with an issuer if
certain political contribution are made to officials of such
issuers?

A: The term "municipal securities business" is defined in rule
G-37(g)(vii) to encompass certain activities of dealers, such
as acting as negotiated underwriters (as managing under-
writer or as syndicate member), financial advisors and con-
sultants, placement agents, and negotiated remarketing
agents. The rule does not prohibit a dealer from engaging in
competitive underwritings or competitive remarketing serv-
ices for the issuer.

12.

Q: A dealer may discover that a "disgruntled” municipal
finance professional made a contribution to an issuer
official deliberately to prohibit the dealer from engaging in
municipal securities business with the issuer. Is there a
procedure in place whereby the dealer can seek an
exemption from the prohibition on municipal securities
business in such circumstances?

A: The Board recognizes that there may be limited circum-
stances in which a dealer should be able to request an ex-
emption from the prohibition on business. Thus, the Board
has filed with the SEC an amendment to rule G-37 that allows
the National Association of Securities Dealers and the federal
bank regulatory authorities (the Office of the Comptroller of
the Currency, Federal Reserve Board and Federal Deposit
Insurance Corporation), upon application by a dealer, to grant
such exemption, conditionally or unconditionally, in certain
circumstances. See the rule filing, SR-MSRB-94-5, for more
information about this procedure.

13.

Q: If a municipal finance professional also is an
incumbent or candidate for political office in a munic-
ipality in which the municipal finance professional’'s em-
ployer (i.e., the dealer) conducts municipal securities
business, must the dealer terminate the municipal finance
professional or are there any restrictions on the kind of
business a dealer can engage in with that issuer?

A: No. However, the dealer, any municipal finance profes-
sional and any PAC controlled by the dealer or municipal
finance professional must ensure that the dealer does not
engage in municipal securities business with the issuer if
contributions (other than the de minimis contributions allowed
under section (b)) are made to an official of the issuer. The
municipal finance professional who is an incumbent or
candidate for office is not limited to contributing the de minimis
amount to his or her own campaign in such instances.

14.
Q: A municipal finance professional was associated with

13
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dealer X at the time he made a contribution which resulted
in the dealer being prohibited from engaging in municipal
securities business with the issuer. Then, less than two
years after making the contribution, the municipal finance
professional becomes associated with dealer Y. Is dealer
Y also subject to the prohibition on business?

A: Both dealers are subject to the prohibition for two years
from the date the municipal finance professional made the
contribution. Of course, dealer Y's prohibition on business
only begins when the municipal finance professional becomes
associated with that dealer.

15.

Q: Prior to becoming associated with any dealer, a
person makes a contribution to an issuer official. Less
than two years after making the contribution, that person
becomes a municipal finance professional. Would the
hiring dealer be prohibited from engaging in municipal
securities business with that issuer?

A: Yes. Rule G-37 attempts to sever any connection be-
tween the making of contributions and the awarding of mu-
nicipal securities business by prohibiting the dealer from
engaging in municipal securities business with the issuer for
two years from the date the contribution was made. As noted
above, the dealer's prohibition on business would begin when
the municipal finance professional becomes associated with
that dealer. Thus, if the individual was hired, for example, six
months after making the contribution, then the dealer's
prohibition on business would extend for one and one half
years.

16.
Q: A person is associated with a dealer in a non-
municipal finance professional capacity, and makes a
contribution to an issuer official. Less than two years after
making the contribution, that person becomes a municipal
finance professional. Would the dealer be prohibited from
engaging in a negotiated underwriting with that issuer?

A: Yes, the dealer is subject to the prohibition for two years
from the date the contribution was made.

17.
Q: If an executive officer makes a contribution to an
official of an issuer, is the dealer prohibited from engaging
in municipal securities business with that issuer?

A: No. The prohibition section applies only to contributions
made by the dealer, its municipal finance professionals, or
any PAC controlled by the dealer or any of its municipal
finance professionals. The definition of executive officer does
not include any municipal finance professional. However,
contributions by executive officers are subject to the report-
ing/disclosure provisions of the rule. In addition, pursuant to
section (d), dealers are prohibited from using executive of-
ficers (as well as any other person or entity) as a conduit for
making contributions to officials of issuers.

18.
Q: How is the term "official of an issuer” defined in rule
G-377

A: Rule G-37(g)(vi) defines the term "official of an issuer" as

any incumbent, candidate or successful candidate for elective
office of the issuer, which office is directly or indirectly respon-
sible for, or can influence the outcome of, the hiring of a dealer
for municipal securities business. The definition includes any
issuer official or candidate (or successful candidate) in a
position which has influence over the awarding of municipal
securities business. Thus, contributions to certain state-wide
executive or legislative officials would be included within the
prohibition on engaging in municipal securities business.

19.
Q: Would a dealer be prohibited from engaging in
municipal securities business with a state agency, whose
board members are appointed by the governor, if the
dealer makes contributions to the governor?

A: The Board intended to prohibit a dealer from engaging in
municipal securities business with this state agency in these
circumstances. The Board recently filed with the SEC an
amendment to rule G-37 to clarify the definition of "official of
an issuer." See the rule filing, SR-MSRB-94-5, for more infor-
mation about this amendment.

20.
Q: How can a dealer determine whether an incumbent or
candidate for a particular elective office will be able to
award or influence the awarding of municipal securities
business? For example, in many states, such influence is
found in executive branch elected officials, not legislative
branch officials.

A: The dealer must review the scope of authority of the par-
ticular office at issue, whether executive or legislative branch,
not the individual, to determine whether influence over the
awarding of municipal securities business is present.

21.
Q: How is the term "contribution" defined in rule G-377

A: The term "contribution" is defined in rule G-37(g)(i) to
mean any gift, subscription, loan, advance, or deposit of
money or anything of value made: (i) for the purpose of
influencing any election for federal, state or local office; (ii) for
payment of debt incurred in connection with any such election;
or (iii) for transition or inaugural expenses incurred by the
successful candidate for state or local office.

22.
Q: Does rule G-37 encompass all contributions fto
candidates for federal office?
A: No. Rule G-37 encompasses, for federal offices, only
those contributions to an official of an issuer who is seeking
election to a federal office.

23.
Q: Are contributions to bond election committees sup-
porting ballot measures for bonds and tax levies subject to
the requirements of rule G-377

A: No.

24.
Q: Is a municipal finance professional prohibited from
performing volunteer work on an issuer official’s behalf?

14
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A: Rule G-37 is not intended to prohibit or restrict municipal
finance professionals from engaging in personal volunteer
work. However, soliciting and bundling of contributions would
invoke application of the rule. In addition, if the municipal
finance professional uses the dealer's resources (e.g., a politi-
cal position paper prepared by dealer personnel) or incurs
expenses in the conduct of such volunteer work (e.g., hosting
a reception), then the value of such resources or expenses
would constitute a contribution. Personal expenses incurred
by the municipal finance professional in the conduct of such
volunteer work, which expenses are purely incidental to such
work and unreimbursed by the dealer (e.g., cab fares and
personal meals), would not constitute a contribution.

25.
Q: Are contributions to issuer officials by municipal
finance professionals' spouses and household members
covered by the rule?

A: No, unless these contributions are directed by the munici-
pal finance professional, which is prohibited by section (d) of
the rule.

26.
Q: Are contributions to national, state or local political
parties covered by the rule?

A: Any such contributions would not trigger the prohibition
on business portion of the rule (section (b)) unless such
entities are used as a conduit to indirectly contribute to an
issuer official, which is prohibited by section (d) of the rule.
However, contributions to state or local political parties must
be recorded under rule G-8(a)(xvi) and disclosed in summary
form under rule G-37(e), except for those contributions which
meet the de minimis exemption.

27.
Q: Are any payments made to issuer officials, other than
political contributions, covered by the rule?

A: No. However, any other payments may be subject to rule
G-20 on gifts and gratuities.

28,
Q: Would a charitable donation to an organization made
by a dealer at the request of an issuer official meet the
definition of "contribution" in rule G-37?

A: No. Charitable donations are not considered political
contributions for purposes of rule G-37 and therefore are not
covered hy the rule.

29.
Q: May a dealer continue to engage in municipal
securities business with an issuer if a municipal finance
professional pays for and attends a fund-raising dinner for
a candidate who is seeking election to a position as an
official of such issuer?

A: A municipal finance professional who contributes funds
in this instance would subject the dealer to a prohibition on
municipal securities business with the issuer unless the mu-
nicipal finance professional is entitled to vote for such can-
didate and any contributions do not exceed $250 to such
candidate per election. In addition, any municipal finance

professional who attends the dinner for the purpose of
soliciting contributions by others for the issuer official would
violate rule G-37's prohibition on soliciting contributions.

Recordkeeping

30.
Q: Does a dealer have to collect information on political
contributions for the two years prior to April 25, 1994?

A: No. Records do not have to be maintained for contri-
butions made or municipal securities business engaged in
prior to April 25, 1994.

31.
Q: If a dealer has instituted an internal voluntary ban on
political contributions, is the dealer still subject to the
recordkeeping requirements?

A: Yes. The Board amended rules G-8 and G-9, on record-
keeping and record retention, respectively, to require each
dealer to maintain records of certain information. This record-
keeping is designed to assist dealers in determining whether
or not they may engage in business with a particular issuer, as
well as to facilitate compliance with, and enforcement of, rule
G-37.

32.

Q: Rule G-8 requires dealers to record all issuers with
which the dealer has engaged in municipal securities
business. The term "issuer" includes the issuer of a
separate security as defined in SEC Rule 3b-5(a) under the
Act. In the context of industrial revenue bond issues, for
example, the issuer of a separate security is a private
corporation, not a government entity. Must we record
these "issuers"?

A: No, such private corporations, which are not an agency or
instrumentality of a state or any political subdivision, need not
be recorded.

Reporting

33.
Q: What are the reporting requirements under rule G-37?

A: Each dealer is required to file two copies of Form G-37
within 30 calendar days after the end of each calendar quarter
(i.e., by January 31, April 30, July 31 and October 31). The
Board recently filed an amendment to rule G-37 with the SEC
to require that the forms be submitted by certified or registered
mail or some other equally prompt means that provides a
record of sending. See the rule filing, SR-MSRB-94-5, for
more information about this amendment.

34.
Q: Under what circumstances must Form G-37 be filed
with the Board?

A: Form G-37 must be filed with the Board if, during the
reporting period, (i) political contributions were made by those
entities and/or persons subject to rule G-37, and/or (i) the
dealer engaged in municipal securities business with an
issuer, as defined in rule G-37(g)(vii). Rule G-37 attempts to
sever any connection between the making of contributions
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and the awarding of municipal securities business. However,
the making of contributions and the resulting awarding of mu-
nicipal securities business may not come within a single
reporting period. Thus, it is important that information on polit-
ical contributions be disclosed even if no municipal securities
business was engaged in during the reporting period. So too,
it is important to disclose municipal securities business even
if no political contributions were made during the reporting
period. However, a dealer is not required to file Form G-37 if
no political contributions were made and the dealer did not
engage in municipal securities business during the reporting
period.

35.
Q: Does a dealer have fo complete the section of Form
G-37 concerning issuers with whom the dealer has en-
gaged in municipal securities business if the only munic-
ipal securities related business engaged in during the
reporting period was as a selling group member?

A: No. Rule G-37 does not define "municipal securities busi-
ness" to include selling group member activities.

36.
Q: Which contributions to officials of issuers and
political parties of states and political subdivisions must
be disclosed to the Board on Form G-37?

A: Those contributions which are required to be recorded
pursuant to rule G-8(a)(xvi). These include (i) the contribu-
tions, direct or indirect, to officials of an issuer and to political
parties of states and political subdivisions made by the dealer
and each PAC controlled by the dealer (or controlled by any
municipal finance professional of such dealer); (i) the
contributions, direct or indirect, to officials of an issuer made
by each municipal finance professional and executive officer,
however, such records need not reflect any contribution made
by a municipal finance professional or executive officer to
officials of an issuer for whom such person is entitled to vote
if the contributions by each such person, in total, are not in
excess of $250 to any official of an issuer, per election; and (iii)
the contributions, direct or indirect, to political parties of states
and political subdivisions made by all municipal finance pro-
fessionals and executive officers, however, such records need
not reflect those contributions made by any municipal finance

professional or executive officer to a political party of a state or
political subdivision in which such persons are entitled to vote
if the contributions by each such person, in total, are not in
excess of $250 per political party, per year.

37.
Q: The disclosure of the compensation arrangement of
any person employed by the dealer to obtain or retain
municipal securities business must be included on Form
G-37. Does this include disclosure of the compensation
arrangements of municipal finance professionals?

A: No. The Board recently filed with the SEC an amendment
to the rule to clarify this point. See the rule filing, SR-MSRB-
94-5, for more information about this provision.

38.
Q: May non-dealers (e.g., attorneys, independent fi-
nancial advisors) voluntarily submit information on polit-
ical contributions and other activities to the Board?

A: Yes, as long as the filing procedures are followed.

39.
Q: Will the Forms G-37 submitted to the Board be
available for public review?

A: Yes. One copy of each Form G-37 will be maintained at
the Board's Public Access Facility in Alexandria, Virginia.
These forms will be available to the public for review and
photocopying. The Board will charge 20 cents per page plus
sales tax, if applicable, for photocopying.

40.
Q: Will the Board answer telephone inquiries as to
whether a report has been filed?

A: Yes. The Board will maintain a database of reports filed
by each dealer (as well as any other party voluntarily submit-
ting information on political contributions), so that any mem-
ber of the public may telephone the Board's offices to inquire
whether a certain dealer (or other party) has submitted a
report pursuant to rule G-37. In order to further enhance public
access to this information, the Board will provide a list of
companies that offer document retrieval and mailing services.

May 24, 1994
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Political Contributions and Prohibi-
tion on Municipal Securities Busi-
ness: Rule G-37

Amendments Filed

The Board has proposed amendments to rule G-37 on
political contributions and prohibitions on municipal se-
curities business, and rule G-8 on recordkeeping.

On May 24, 1994, the Board filed with the Securities and
Exchange Commission (Commission) proposed amend-
ments to rule G-37 on political contributions and prohibitions
on municipal securities business, and rule G-8 on record-
keeping: (i) to establish a procedure whereby dealers may
seek relief from the rule G-37 prohibition on business, in
limited circumstances; and (ii) to clarify certain definitions in
rule G-37." The Board has requested accelerated approval by
the Commission of the proposed amendments to assist
dealers in complying with rule G-37.

Background

Since rule G-37 on political contributions and prohibitions
on municipal securities business was first proposed by the
Board and submitted to the SEC for approval,? the Board has
received a number of comments regarding whether the Board
might consider providing, in limited instances, a "good faith
exception" to the rule's prohibition on municipal securities
business.?® In light of these comments, as well as others
received by the Board, the Board determined to adopt the
proposed amendments.*

Summary of Filing
A registered securities association or appropriate reg-
ulatory agency may exempt a dealer who is prohibited
from engaging in municipal securities business with an
issuer from such prohibition.

A number of commentators on rule G-37 have expressed

concern that imposing a prohibition on municipal securities
business may be unfair in certain limited situations when
political contributions have been made. For example, a dis-
gruntled municipal finance professional may make a con-

* tribution purposely to injure the dealer, its management or

employees. Also, a municipal finance professional eligible to
vote for an issuer official may make a number of small con-
tributions during an election cycle (e.g., over four years)
which, when consolidated, amount to slightly over the $250 de
minimis exemption (e.g., $255). In both examples, the con-
tributions would trigger the prohibition on business under rule
G-37(b), thereby prohibiting the dealer from engaging in mun-
icipal securities business with the issuer for two years.

The Board recognizes that in certain circumstances, such
as those discussed above, the rule's prohibition on business
may be foo harsh a consequence for truly inadvertent con-
tributions or the contributions of disgruntled employees. Thus,
the Board has determined to add new paragraph (i) to rule
G-37 to establish a procedure whereby the National Asso-
ciation of Securities Dealers (NASD) and the federal bank
regulatory agencies (i.e., the Office of Comptroller of the
Currency, Federal Reserve Board, and Federal Deposit
Insurance Corporation), upon application by a dealer subject
to such association's or agency's inspection and enforcement
authority, may exempt, conditionally or unconditionally, a
dealer who is prohibited from engaging in municipal securities
business from such prohibition.® In determining whether to
grant such an exemption, the proposed amendments would
require that the NASD and bank regulatory agencies consider,
among other factors, whether:

(i) such exemption is consistent with the public interest,
the protection of investors and the purposes of this rule;
and

(i) such dealer (A) prior to the time the contribution(s)

Comments about the proposed amendments may be
directed to Diane G.”Klinke, General Counsel, Jill C.
Finder, Assistant General Counsel, or Ronald W.
Smith, Legal Associate.

' File No. SR-MSRB-24-5. Comments submitted to the Commission should refer to this file number.
?The Commission approved rule G-37 in Securities Exchange Act Release No. 33868 (April 7, 1994); 59 FR 17621 (April 13, 1994). Pursuant to the

Commission's order of approval, the rule became effective on April 25, 1994.

®The Board previously considered and rejected the inclusion of a good-faith exception to the rule. See File No. SR-MSRB-94-2 at 34
* For more information regarding rule G-37, see the notice on pages 3-10 of this issue.
®The NASD and the bank regulatory agencies are statutorily authorized to inspect for compliance with, and enforce, Board rules.
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which resulted in such prohibition was made, had devel-
oped and instituted procedures reasonably designed to
ensure compliance with this rule; (B) prior to or at the time
the contribution(s) which resulted in such prohibition was
made, had no actual knowledge of the contribution(s); (C)
has taken all available steps to cause the person or
persons involved in making the contribution(s) which
resulted in such prohibition to obtain a return of the con-
tribution(s); and (D) has taken such other remedial or pre-
ventive measures as may be appropriate under the
circumstances.

The Board believes that a dealer that is subject to the
prohibition on business should have to make a substantial
effort to be exempted from that prohibition. The proposed
amendments would require the dealer to petition the NASD or
appropriate bank regulatory agency to seek such an exemp-
tion and to provide sufficient evidence to justify an exemption.
In making a determination concerning an exemption, the
NASD or appropriate bank regulatory agency would then
review the facts and circumstances presented by the dealer,
as well as the factors set forth in the proposed amendments.
The Board would expect that this prohibition exemption not be
routinely requested by dealers and be granted by the NASD
and the federal bank regulatory agencies only in limited
circumstances. The Board believes that the proposed amend-
ments will offer relief from the prohibition on business in
appropriate circumstances without sacrificing the rule's pur-
pose and intent, i.e., to ensure that the high standards and
integrity of the municipal securities industry are maintained, to
prevent fraudulent and manipulative acts and practices, to
promote just and equitable principles of trade, to perfect a free
and open market and to protect investors and the public
interest. The Board will seek information from the NASD and
bank regulatory agencies regarding the granting of any
exemptions in order to monitor the implementation of this
provision, and to determine if any changes are necessary.

Definition of "official of an issuer”

An "official of an issuer" is defined in rule G-37(g)(vi) as any
incumbent, candidate or successful candidate for elective
office of the issuer, which office is directly or indirectly respon-
sible for, or can influence the outcome of, the hiring of a dealer
for municipal securities business. The definition is intended to
include any state or local official or candidate (or successful
candidate) who has influence over the awarding of municipal
securities business, including certain state-wide executive or
legislative officials. The Board, however, was concerned that
because the definition focuses on "an elective office of the
issuer," it did not clearly include certain other officials. For
example, a state may have certain issuing authorities whose
boards of directors are appointed by the governor. Although
the governor is an official with influence over the awarding of
municipal securities business, the governor, in this illus-
tration, is not an incumbent or candidate for "elective office of
the issuer" (i.e., the state authority). Thus, a contribution to the

5File No. SR-MSRB-94-2 at 9, note 2.

governor would not prohibit a dealer from engaging in
business with the state authority. The Board intended to
include the governor as an official of the issuer in such
circumstances and, therefore, has determined to amend the
definition to clarify its intent. The amended definition of official
of an issuer includes any incumbent or candidate “for any
elective office of a state or of any political subdivision, which
office has authority to appoint any official(s) of an issuer, as
defined in [paragraph (g)(vii)(A) of rule G-37]."

Definition of "municipal securities business" does not
include competitive financial advisory activities.

The definition of "municipal securities business" in rule
G-37(g)(vii) includes certain dealer activities, such as acting
as negotiated underwriters, financial advisors and consult-
ants, placement agents, and negotiated remarketing agents.
In its rule G-37 filing with the Commission, the Board noted
that the rule would not prohibit dealers from acting as
competitive underwriters or competitive remarketing agents.®
The Board is amending this definition to clarify that the rule
also would not prohibit dealers from engaging in competitive
financial advisory activities.

Only associated persons come under definition of
"municipal finance professional.”

The Board determined to amend the definition of "municipal
finance professional," as set forth in rule G-37(g)(iv), to clarify
that only associated persons would fall within the rule's four
categories of municipal finance professional.

Dealers shall send G-37 Reports to the Board by certi-
fied or registered mail or by some other means that pro-
vides a record of sending.

Rule G-37(e)(i) currently requires dealers to submit quar-
terly reports to the Board on Form G-37 concerning political
contributions and municipal securities business. The Board is
concerned, however, that some confusion could arise over
whether particular reports were actually sent and/or lost in the
mail. To obviate any such problem, the Board is amending
this paragraph to require that dealers send such reports to the
Board "by certified or registered mail, or some other equally
prompt means that provides a record of sending." This will
ensure that dealers have a record of all reports submitted to
the Board.”

The Board also is amending this paragraph to correct an
erroneous cross-reference to rule G-8, which requires dealers
to submit to the Board reports on contributions that are
required to be recorded pursuant to rule G-8(a)(xvi).

The rule requires, among other things, that dealers dis-
close the name, company, role and compensation ar-
rangement of any person, other than a municipal fi-
nance professional, employed by the dealer to obtain
or retain business.

Paragraph (e)(ii) of rule G-37 requires that the reports re-

"The Board previously addressed this issue in connection with rule G-36, concerning submission of official statements and advance refunding documents
to the Board. That rule also requires dealers to send information to the Board via certified or registered mail, or some other equally prompt means that

provides a record of sending.
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ferred to in paragraph (e)(i) must include, among other things,
a list of issuers with which the dealer has engaged in
municipal securities business, along with the type of munici-
pal securities business and the name, company, role and
compensation arrangement of any person employed by the
dealer to obtain or retain municipal securities business with
such issuers. The Board intended that this provision apply to
persons such as outside consultants, not municipal finance
professionals. Thus, the amendment clarifies that this re-
quirement does not require the dealer to disclose the name of
any municipal finance professional hired by the dealer to
obtain or retain municipal securities business.

Dealers complying with SEC Rule 17a-3 must maintain
the information and records required by Board rule
G-37.

Board rule G-8(f) allows dealers, other than bank dealers,
who are in compliance with SEC Rule 17a-3, on record-
keeping, to be deemed in compliance with Board rule G-8, on
recordkeeping. However, the rule provides that specific infor-
mation required by rule G-8 must be maintained, even though
such information is not required by SEC Rule 17a-3. The
Board is amending rule G-8(f) to clarify that dealers com-
plying with SEC Rule 17a-3 are still required to maintain the
information and records required by Board rule G-37.8

May 24, 1994

Text of Proposed Amendments*

Rule G-37. Political Contributions and Prohibitions on
Municipal Securities Business

(a) - (d) No change.

(e)(i) Each broker, dealer or municipal securities dealer shall

submit to the Board fi istered mail, or
some other equally prompt means that provides a record

of sending, and the Board shall make public, reports on
contributions to officials of issuers and political parties of
states and political subdivisions that are required to be
recorded pursuant to rule G-8(a)txiv)(xvi). Such reports
shall include information concerning the amount of
contributions made by: (A) the broker, dealer or
municipal securities dealer; (B) all municipal finance
professionals; (C) all executive officers; and (D) all
political action committees controlled by the broker,
dealer or municipal securities dealer or by any municipal
finance professional. Such reports also shall include
information on municipal securities business engaged in
and certain other information specified in this section (e),
as well as other identifying information as may be
determined by the Board from time to time in accordance
with Board rule G-37 filing procedures.

(i) Reports referred to in paragraph (i) of this section (g)
must be submitted to the Board on Form G-37, in

accordance with Board rule G-37 filing procedures,
quarterly with due dates determined by the Board, and
must include, in the prescribed format, by state, the
following information on contributions made and munici-
pal securities business engaged in during the reporting
period: (A) name, title (including any city/county/state or
political subdivision) of each official of an issuer and
political party receiving contributions; (B) total number
and dollar amount of contributions made by the persons
and entities described in paragraph (i) of this section (e);
and (C) such other identifying information required by
Form G-37. Such reports also must include a list of
issuers with which the broker, dealer or municipal
securities dealer has engaged in municipal securities
business, along with the type of municipal securities
business and the name, company, role and compensa-
tion arrangement of any person, other than a municipal
inan rofessional, employed by the broker, dealer or
municipal securities dealer to obtain or retain municipal
securities business with such issuers.

(f) No change.

(g) Definitions.
(i) - (iii) No change.
(iv) The term "municipal finance professional" means: (A)
any associated person primarily engaged in municipal
securities representative activities, as defined in rule
G-3(a)(i); (B) any associated person who solicits
municipal securities business, as defined in paragraph
(vii); (C) any associated person who is a direct supervisor
of such persons up through and including, in the case of
a broker, dealer or municipal securities dealer other than
a bank dealer, the Chief Executive Officer or similarly
situated official and, in the case of a bank dealer, the
officer 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, as required
pursuant to rule G-1(a); or (D) any associated person
who is a member of the broker, dealer or municipal
securities dealer (or, in the case of a bank dealer, the
separately identifiable department or division of the bank,
as defined in rule G-1) executive or management
committee or similarly situated officials, if any.
(v) No change.
(vi) The term "official of such issuer" or "official of an
issuer" means any person (including any election
committee for such person) who was, at the time of the

contribution, an incumbent, candidate or successful
candidate: (A) for elective office of the issuer firetuding
any-eleetion-cemmittee—for-sueh—persen} which office is
directly or indirectly responsible for, or can influence the
outcome of, the hiring of a broker, dealer or municipal
securities dealer for municipal securities business by the
issuer; or (B) for any elective office of a state or of any
political subdivision, which office has authority to appoint

¢In addition, the Board is amending rule G-8(f) to include appropriate cross-references to rules G-27 on supervision, and G-36 on delivery to the Board of
official statements and advance refunding documents. This amendment, like the proposed rule change, clarifies that dealers complying with SEC Rule 17a-
3 must still maintain the information and records required by rules G-27 and G-36. These cross-references were inadvertently omitted when the Board
previously amended these rules.

*Underlining indicates additions; strikethrough denotes deletions.
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ny offici f
(A), above.
(vii) The term "municipal securities business" means:
(A) - (B) No change.
(C) the provision of financial advisory or consultant
services to or on behalf of an issuer with respect to a
primary offering of municipal securities on other than
a competitive bid basis; or
(D) No change.
(h) No change.

n i r

procedures reasonably designed to ensure compliance
with this rule: (B) prior to ot at the % 1 bi _Jlmajhmntuhuim@l

(i) A registered securities association with respect to a broker, stances.

h ropri r

ii h broker icipal riti r

prior to the time the contribution(s) which resulted in such

Rule G-8. Books and Records to be Made by Brokers,
Dealers and Municipal Securities Dealers

(a) - (e) No change.

(f) Compliance with Rule 17a-3.

bBrokers, dealers and municipal 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), paragraph (a)(xi); paragraph (a)(xii); and paragraph
(a)(xiii);; paragraph (a)(xiv), paragraph (a)(xv), and paragraph
(a)(xvi) shall in any event be maintained.
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Recordkeeping and Record Reten-
tion Requirements Relating to Gifts
and Gratuities: Rules G-20, G-8
and G-9

Amendments Filed

The amendments require dealers to keep and retain
specific records on gifts and gratuities to others in rela-
tion to municipal securities activities.

On May 26, 1994, the Board filed with the Securities and
Exchange Commission (Commission) amendments to rules
G-8 and G-8, on recordkeeping and record retention, that
relate to rule G-20, on gifts and gratuities. The amendments
require dealers to keep and retain specific records on gifts and
gratuities given to others in relation to municipal securities
activities. The amendments will become effective 30 days
after approval by the Commission. Persons wishing to com-
ment on the amendments should comment directly to the
Commission.’

Background

In 1993, the municipal securities market came under
increased scrutiny because of concerns that municipal secu-
rities dealers were influencing municipal securities issuers to
hire such dealers for municipal securities business through
the payment of political contributions and other monies to
persons with influence over the dealer selection process.
While the Board addressed the issue of political contributions
through rule G-37, the Board was concerned that other activi-
ties, such as excessive gifts, also might be viewed as in-
fluencing the dealer selection process. In January, the Board
proposed for comment draft amendments to rules G-8 and
G-9, on recordkeeping and record retention, that relate to rule
G-20, on gifts and gratuities, which would require dealers to
keep records of gifts and gratuities given to others, including
issuer officials and employees, in relation to municipal
securities activities. These amendments have been filed with

the Commission for approval.

In general, rule G-20, on gifts and gratuities, was intended
to prevent commercial bribery. The rule has three basic parts.
First, rule G-20(a) prohibits dealers from, directly or indirectly,
giving or permitting to be given any thing or service of value in
excess of $100 per year to any person, other than to an
employee or partner of the dealer, in relation to municipal
securities activities of the person's employer.2 All gifts given
by a dealer and its associated persons are used to compute
the $100 limitation. The $100 limitation applies to gifts and
gratuities to customers, individuals associated with issuers,
and employees of other dealers. In addition, based on the
rule’s "directly or indirectly" language, if a third party (e.g., a
consultant hired by a dealer) gives a gift to any such person at
the request of the dealer, the value of the gift would be
included in the $100 limitation.

Second, rule G-20(b) exempts certain payments from the
$100 annual limit set forth in paragraph (a). These payments
are termed "normal business dealings" and are defined as
occasional gifts of meals or tickets to theatrical, sporting, and
other entertainments, as well as the sponsoring of legitimate
business functions that are recognized by the IRS as
deductible business expenses, and gifts of reminder adver-
tising. However, the rule also provides that such gifts can not
be so frequent or so expensive as to raise a suggestion of
unethical conduct.

Finally, rule G-20(c) provides that contracts of employment
with or compensation for services rendered are not con-
sidered gifts or gratuities subject to the $100 limitation. Such
arrangements, however, must be in writing and must include
the nature of the proposed services, the amount of the
proposed compensation, and the written consent of such
person's employer.

The amendments require dealers to keep and retain specific
records of all gifts and gratuities subject to paragraph (a) of
the rule.® The amendments also require dealers to keep and
retain records of all contracts of employment or agreements

Questions about the amendments may be directed to
Mark McNair, Assistant General Counsel.

' Comments sent to the Commission should refer to SEC File No. SR-MSRB-94-7.
2"Person" has been interpreted by the Board in the context of rule G-20 to apply only to natural persons because the intent of the rule is to discourage dealers
from inducing individual employees to act in a manner inconsistent with their obligations to, or contrary to the interests of, their employers. MSRB

Interpretation of March 19, 1980. MSRB Manual (CCH) para. 3571.24.

® Dealers, however, would not be required to keep and retain specific records of "normal business dealings" covered by paragraph (b) of the rule.
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for compensation for services and all compensation paid as a
result of those agreements.® These amendments are con-
sistent with the rules of other self-regulatory organizations
(SROs).

Dealings with Issuer Officials and Employees

In January 1994, when the Board published the draft
amendments for comment, the Board also indicated that it
was considering additional rulemaking regarding dealings
with issuer officials, but prior to acting in this area, requested
additional information and comments.®

The Board indicated two areas of specific concern. First, the
Board noted that, unlike other SRO rules on gift and gratuities,
rule G-20 must take into consideration that municipal
securities dealers interact with public officials who occupy a
special position of public trust. Although many aspects of the
dealer/issuer relationship are addressed in other rules, the
Board sought comments as to whether it is necessary or
appropriate to place additional requirements in rule G-20
designed to deal with situations in which there may be an
appearance of improper influence of issuer officials. Second,
the Board indicated that it had received information that some
issuer officials solicit charitable and other contributions from
dealers. Although recognizing the benefits of charitable con-
tributions, the Board noted that certain contributions made as
a result of a solicitation by a public official may be viewed as
influencing the selection of the dealer in connection with
municipal securities business. To assist the Board's review of
these issues, the Board requested information and comment
on a number of specific questions.

Summary of Comments and Discussion

The Board received one comment letter in response to its
notice requesting comment.® The commentator supported the
proposed amendments to rules G-8 and G-9 to strengthen the
Board's recordkeeping and record retention requirements
relating to gifts and gratuities. With regard to the other issues
raised by the Board, the commentator acknowledged that
business entertainment practices present opportunities for
abuse, but believed that "existing law and regulation, properly
enforced, provides sufficient protection against abuse in the
area of business entertainment and gift-giving in the munici-
pal securities industry." Because of the importance of gifts
and gratuity issues to the integrity of the municipal securities
market, the Board is disappointed that more comments were
not received from dealers.

The Board is firmly committed to taking appropriate
measures to ensure that municipal securities business is
awarded on the basis of merit and not awarded based on
inappropriate factors, such as the payment of political
contributions and other monies to persons with influence over
the dealer selection process. The Board believes that the
amendments to the recordkeeping and record retention
requirements related to gifts and gratuities will facilitate dealer
compliance with rule G-20, and assist enforcement agencies

in monitoring for compliance with the rule.

The absence of data indicating specific abusive practices
coupled with the absence of dealer views makes it difficult for
the Board to pursue further rulemaking at this time. While the
Board has determined not to propose any additional amend-
ments to rule G-20 at this time, it will continue to monitor
relationships between dealers and municipal officials that
may inappropriately impact the awarding of municipal
securities business. The Board urges dealers to review their
policies regarding gifts and gratuities to ensure strict ad-
herence to the limitation in rule G-20(a). Finally, the Board will
continue to accept comments on these issues and is prepared
to propose additional amendments, if warranted.

May 26, 1994

Text of Proposed Amendments*

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.

(i) through (xvi) (proposed) No change.

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

Each broker, dealer, and municipal securities dealer shall

maintain: (i) a separate record of any gift or gratuity

referred to in rule G-20(a); and (ii) all agreements referred

to in rule G-20(c) and all compensation paid as a result of

those agreements.
(b) through (e) No change.
(f) Compliance with Rule 17a-3. Municipat-seeurities Brokers,
dealers and municipal 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); paragraph (a)(xi); paragraph (a)(xii); [and] paragraph
(a)(xii), and paragraph (a)(xvi) shall in any event be

maintained.

Rule G-9. Preservation of Records

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

(|) through (viii) (proposed) No change

(b) through (g) No change

“The proposed rule change also clarifies that dealers complying with SEC Rule 17a-3 are required to maintain this information.

® MSRB Reports, Vol. 14, No. 1 (January 1994) at 11-12.
5 The comment letter is available for inspection at the Board's offices.
*Underlining indicates new language; strikethrough denotes deletions.
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Suitability of Recommendations
and Related Recordkeeping
Requirements: Rules G-19 and G-8

Amendments Approved

The amendments: (1) clarify and strengthen the existing
language of rule G-19 that requires suitability determina-
tions to be made when recommending transactions to
customers; (2) clarify the obligation of dealers to make
reasonable efforts to obtain specific types of customer
suitability information for all accounts that are not "insti-
tutional accounts” (i.e., retail accounts); and (3) clarify the
definition of "institutional account.”

On April 7, 1994, the Securities and Exchange Commission
(SEC) approved amendments to rules G-19 and G-8 relating
to the suitability of recommendations to customers.” The
amendments: (1) clarify and strengthen the existing language
of rule G-19 that requires suitability determinations to be
made when recommending transactions to customers; (2)
clarify the obligation of dealers to make reasonable efforts to
obtain specific types of customer suitability information for all
accounts that are not "institutional accounts" (ie., retail
accounts); and (3) clarify the definition of "“institutional
account." The amendments became effective upon approval
by the Commission.

Summary of Amendments

Rule G-19 generally requires that, before making any
recommendation to a customer, a dealer must first determine
that the proposed transaction is suitable for the customer. To
strengthen rule G-19, the amendments eliminate ftwo
provisions from the rule which, in effect, are exceptions to this
general requirement. The first such provision permits a dealer
to make a recommendation when a customer refuses to
provide sufficient information about himself for the dealer to
determine that the recommendation is suitable for the
customer. The provision states that a recommendation can go
forward in this case as long as the dealer has no reasonable
grounds to believe and does not believe that the rec-

' Securities Exchange Act Release No. 33869 (April 7, 1994).

ommendation is unsuitable (the "not unsuitable" provision).
Although the Board did not conclude that this provision was
the cause of customer protection problems (i.e., there was no
evidence that dealers relied on this provision to make un-
suitable recommendations), the Board believed that the pro-
vision should be deleted to avoid any ambiguities regarding a
dealer's obligation to make a suitability determination.
Eliminating the provision also will prevent any future use of the
provision as an excuse for unsuitable recommendations.
The second provision of rule G-19 that is removed by the
amendments provides that a dealer, notwithstanding its
determination that a transaction is not suitable for a customer,
may, after so informing the customer of this, nevertheless
respond to the customer's requests for investment advice and
execute transactions at the direction of the customer. This
"notwithstanding" provision allows dealers to recommend
specific municipal securities to investors who want to invest in
municipal securities even after being informed by the dealer
that, based on their financial circumstances, investments in
municipal securities would not be suitable. While there have
been no reported problems associated with this provision, the
Board, nevertheless, believed that this exemptive provision
also should be deleted to strengthen the suitability rule.
While re-examining the standard for customer suitability
determinations, the Board also decided to review and clarify
the customer data inquiries that are necessary for non-
institutional and institutional accounts. For non-institutional
(retail) accounts, the amendments clarify that dealers must
make reasonable efforts to obtain the following information:
the customer's financial status, tax status, investment
objectives and such other information used or considered to
be reasonable and necessary by the dealer in making
recommendations to the customer. For some institutional
customers, however, these specific information requests may
not be appropriate. For example, the "tax status" of a tax-
exempt bond fund generally is not relevant to a suitability
determination. Therefore, the amendment to rule G-19 does
not provide a specific list of items that must be obtained from
institutional accounts, but rather states that dealers must

Questions about the amendments may be directed to
Mark McNair, Assistant General Counsel.
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obtain appropriate and sufficient data from each institutional
customer to make a suitability determination for each
transaction that is recommended.

Finally, the amendments revise the definition of "in-
stitutional account" contained in rule G-8. This definition is
used in rule G-19, by cross-reference. This amendment
makes the Board's definition of institutional account the same
as the NASD's definition for purposes of suitability deter-
minations.? Accounts that do not qualify as “institutional
accounts" (i.e., retail accounts) would be subject to the
specific information inquiries described above.

April 7, 1994

Text of Amendments*

Rule G-19. Suitability of Recommendations and Transac-
tions; Discretionary Accounts

(a) No change

municipal r shall k on-

abieﬁansjp_emmaﬂm_cgmm

(i) the customer's financial status;

i th — ment objectives;

(iv) such other information used or considered to be

[_Q [hﬁ customer.
_e_tgrm_msiliumnaLacpguJﬁoLthgpumm_oﬁms_sgcmn
shall have the same meaning as in rule G-8(a)(xi).

(c) Surtabmty of Recommendatfons Nﬁ—bf&k&Hbﬁﬁ—ﬁr

mer any munici

MW@MM

have reasonable grounds:

(i) based upon information available from the issuer of the
ri r_otherwi n

(ii) based upon the facts disclosed by such customer or

otherwise known about such customer

for believing that the recommendation is suitable
(d) through (e) No change.

Rule G-8. Books and Records to be Made by Municipal
Securities Brokers and Municipal Securities Dealers

(a) Description of Books and Records Required to be Made.
Except as otherwise specifically indicated in this rule, every
municipal securities broker and municipal securities dealer
shall make and keep current the following books and records,
to the extent applicable to the business of such municipal
securities broker or municipal securities dealer:
(i) through (x) No change
(}i) 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) through (E) No change
(F) information about the customer ebtained used
pursuant to rule &-19b) G-19(c)(ii) steh—as—the
custemers—financial-background —tax—status—and

[l 1

orconsideredto-bereasenable in making recommen-
dations to the customer. For non-institutional ac-
Il in rsuan | -

shall be recorded.

(G) through (K) No change
For purposes of this subparagraph, the terms "general
securities representative” and "general securities princi-
pal" shall mean such persons as so defined by the rules
of a national securities exchange or registered securities
association. For purposes of this subparagraph, the term
"institutional account" shall mean the—seeeunt—of=an

Insur: i investmen

? See NASD Manual, Rules of Fair Practice, Article Il, Secs. 2 and 21. In the order approving the amendments, the SEC noted that the NASD and the
MSRB should reconsider specifying information collection requirements for dealers when recommending securities to “institutional accounts.”

*Underlining indicates new language; strikethrough denotes deletions.
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(ii) an investment adviser registered under Section 203 of
th g Investment Ady sers Act of 9 0; Qum)_anLol_e_r
whether rati
tﬂm._o_ojnemsg)Mh_tQtaLaasﬂiLaL@asjﬁﬁﬂmmmlp_.

Anything in this subparagraph to the contrary notwith-
standing, every municipal securities broker and municipal

securities dealer shall maintain a record of the information
required by items (A), (C), (F), (H), () and (K) of this
subparagraph with respect to each customer which is an
institutional account.
(xii) through (xv) No change

(b) through (f) No change
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Request For
Comments

Route to:

Manager, Muni Dept.
Underwriting
Trading

Sales

Operations

Public Finance
Compliance
Training

Other

OOROONMOO M

Customer Confirmations:
Rule G-15(a)

Comments Requested

The Board is requesting comment on a draft amend-
ment to rule G-15(a), on customer confirmations. The
draft amendment would clarify the current customer
confirmation requirements by reorganizing the rule and
incorporating previous Board interpretations into the
language of the rule. The draft amendment also would
revise certain requirements in areas where the Board
believes more disclosure is necessary. In addition, minor
modifications to the current confirmation disclosure re-
quirements are being proposed. Finally, the Board is
seeking comment on broader issues associated with
disclosure and the role of the customer confirmation.

As part of the Board's ongoing customer protection review,
the Board has reviewed rule G-15(a), regarding customer
confirmations. In response to market developments and
regulatory concerns, the rule has been subject to numerous
amendments and Board interpretive notices since it was
adopted in 1977. The draft amendment to rule G-15(a) would
clarify the current customer confirmation requirements by re-
organizing the rule and incorporating previous Board in-
terpretations into the language of the rule. The draft amend-
ment also would revise certain requirements in areas where
the Board believes that more disclosure is necessary. In
addition, minor modifications to the rule's requirements are
being proposed. The Board requests comment on this draft
amendment.

Additionally, the Board believes that this is an opportune
time for the industry to review confirmation and disclosure
issues for securities transactions in general. The Securities
and Exchange Commission (SEC) recently initiated a review
of Rule 10b-10, the confirmation rule applicable to trans-
actions in securities other than municipal securities, and also
has proposed Rule 15¢2-13 that would require certain dis-
closures to be made on confirmations for transactions in
municipal securities. As a result, in addition to proposing the
draft amendment, the Board is requesting comment on

broader issues associated with disclosure to customers and
the role of the customer confirmation in providing such dis-
closure. The deadline for written comments is September 15,
1994,

Reorganization of Current Rule Including Codification of
Interpretations

The draft amendment would clarify rule G-15(a) by
reorganizing the rule and incorporating Board interpretations
into the rule. The draft amendment has been subdivided by
subject matter into three broad categories—securities ident-
ification, securities description (listing the various features of
the security), and terms of the transaction. Under each
category, Board rules and interpretations are organized by
subject matter.

For example, under the securities description section of the
draft amendment, all existing rules and Board interpretive
notices specifying how the interest rate should be expressed
on the confirmation for various categories of municipal
securities transactions have been codified.” Thus, if a dealer is
uncertain how the interest rate should be expressed on the
confirmation for different types of municipal securities, the
dealer could simply examine the interest rate subparagraph
rather than review all previous interpretive notices which
might bear upon the subject.

Proposed Changes in the Customer Confirmation

The draft amendment includes a number of changes that
the Board feels will strengthen the disclosure and customer
protection objectives of the rule while updating the require-
ments of the customer confirmation.

Call provisions — Appropriate, meaningful, and under-
standable disclosure of call features on the customer con-
firmation has long been a Board concern and numerous in-
terpretive releases have been issued in this regard. Currently,
for many bonds only a designation of "callable" is required by

Comments on the draft amendment should be sub-
mitted no later than September 15, 1994, and may be
directed to Mark McNair, Assistant General Counsel.
Written comments will be available for public inspec-
tion after Board review. ’

' Categories include zero coupon securities, variable rate securities, securities with adjustable tender fees, stepped coupon securities, and stripped coupon

securities.
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rule G-15(a)(i)(E), along with the following legend provided by
rule G-15(a)(iii)(F) which can be indicated in a footnote: "Call
features may exist which could affect yield; complete in-
formation will be provided upon request." Rule G-15(a)(i)(l)
provides that disclosure of the first in-whole call is required to
be noted on the confirmation only if the security is priced to the
call.

The Board believes that the effectiveness of confirmation
disclosure of call features to customers can be improved. For
example, the existing legend draws little notice from cus-
tomers because it is generally pre-printed on the back of
confirmation forms. Another longstanding Board concern has
been confusion that may arise when specific call features are
noted on the confirmation without adequate descriptive
information of what is being described and without mention
that other call features also exist. The Board addressed this
issue in 1986 through an interpretive notice indicating that, if
confirmations include specific call information that is not
otherwise required by rule G-15(a), the confirmation must
include "a notation that other call features exist and must
provide clarifying information about the noted call."? Never-
theless, problems still arise because of misunderstandings
created when incomplete call information is displayed on
confirmations.

The draft amendment would alter call disclosure on
customer confirmations in several ways. It would require that
the date and price of the first refunding call always be
disclosed. The draft amendment also would delete the legend
that generally is preprinted on the back of the confirmation.
Instead, the draft amendment would require that, if there are
any call features in addition to the first refunding call, dis-
closure must be made on the front of the confirmation that
"special call features exist". The draft amendment also utilizes
the same approach to advance refunded securities that are
callable.

Revenue bonds — Currently, with regard to revenue bonds,
rule G-15(a)(i)(E) provides that disclosure of the type of
revenue is required "if necessary for a materially complete
description of the securities." The draft amendment would
require that the revenue source for revenue bonds always be
disclosed.

Limited tax — Currently, rule G-15(a)(i)(E) provides that
the description of the bonds should specify if they are "limited
tax." Traditionally, a limited tax bond is a general obligation
bond secured by the pledge of a specified tax (usually the
property tax) or category of taxes which is limited as to rate or
amount. The draft amendment would delete the “limited tax”
designation because its meaning has become ambiguous as
various states have implemented a variety of tax limitation
measures. The deletion of this provision, however, does not
affect a dealer's obligation to disclose all material facts at the
time of the transaction. If a general obligation bond has a

limitation on taxes that is material to the investment decision,
dealers must ensure that their customers are aware of the
relevant facts, at or before the time of the transaction.

Book-entry only — Currently, rule G-15(a)(iii)(B) provides
that confirmation disclosure is required if the securities are
available only in book-entry form. The draft amendment would
delete this requirement. The Board questions whether the
book-entry-only form of securities is a factor in investment
decisions requiring specific disclosure on all confirmations.?

Dealers acting as agent and receiving "other re-
muneration” — Currently, rule G-15(a)(ii) provides that, in
agency transactions, remuneration paid by the customer
always must be disclosed, but if the dealer receives "other"
remuneration (i.e., remuneration from the other participant in
the transaction), it is sufficient for the dealer to indicate that
other remuneration was received and details will be furnished
to the customer upon written request. In 1991, because of
difficulties faced by dealers in some instances in calculating
the amount of remuneration that should be allocated to a
particular transaction (i.e., when a dealer acts as remarketing
agent for the issuer), the Board provided dealers with the
above-mentioned alternative for disclosing "other" remunera-
tion.*

The draft amendment would clarify this provision by per-
mitting written notification of "other remuneration" only in
limited situations, like remarketing programs, that were
originally contemplated by the Board. For example, if a dealer
acquires a bond from another dealer at a discount (e.g., "net"
price less concession) and the customer pays the "net" price,
the inter-dealer discount or concession received by the dealer
cannot be considered "other remuneration," but rather should
be considered remuneration received from the customer.
Thus, the amount of the "discount" or concession must be
disclosed on the confirmation of agency transactions.

"Ex legal” delivery designation — Currently, rule
G-15(a)(iii)(1)(1) requires that the confirmation must note
whether a transaction is "ex-legal". "Ex-legal" is a term which
refers to the absence of a legal opinion. As currently
interpreted, this term refers to the physical delivery of a bond
without a written copy of the legal opinion. Given the move-
ment away from the use of certificates, this requirement would
be deleted in the draft amendment. However, the Board
believes that it is important for a customer to know if a security
did not receive a written opinion from counsel at the time of
issuance. Thus, the draft amendment would require that the
customer confirmation disclose the fact that a security was
issued without a legal opinion.

Zero coupon bonds — Currently, rule G-15(a)(v) provides
a number of specific confirmation requirements for zero
coupon bonds, including a disclosure that the interest rate is
"0%" and the following legend: "No periodic payments—

* See Notice Concerning Confirmation Disclosure Requirements for Callable Municipal Securities (February 20, 1986) MSRB Manual (CCH) para. 3571.
*Previously, the Board considered deleting this requirement. Specifically, in 1987, the Board requested comment on the deletion of the book-entry-only
designation from the confirmation requirements of rules G-12 and G-15. The Board subsequently withdrew the proposal after receiving industry opposition
tothe amendments. The Board noted that as the industry continued to become familiar with book-entry-only issues, it would review whether it continues
to be appropriate to require confirmation disclosure of book-entry-only securities. See Confirmation Disclosure of Book-Entry-Only Securities:

Rules G-12 and G-15, MSRB Reports Vol. 8, No. 2 (March 1988) at 7.

* See Notice of Approval - Disclosure of Remuneration to Customers: Rule G-15, MSRB Reports Vol. 12, No. 1 (April 1992) at 23-24.
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callable below maturity value without notice by mail to holder
unless registered.”

The draft amendment would retain these existing require-
ments and, in addition, would require the disclosure of any
premium paid over accreted value for zero coupon bonds. The
accreted value for a zero coupon bond reflects the increase in
the security's value as it approaches the redemption date.
Requiring dealers to disclose any premium over the accreted
value should provide customers with important information
regarding the terms of the transaction.

Miscellaneous

The draft amendment also would include a number of minor
modifications and clarifications that the Board believes reflect
current practices of most municipal securities dealers. These
changes include:

Dated date — Currently, rule G-15(a)(iii)(A) requires the
dated date on the confirmation only if needed for calculations,
but the draft amendment would require that the dated date
always be included on the confirmation as part of the
securities identification.

Additional obligors — Currently, rule G-15(a)(i)(E) pro-
vides that additional obligors are required to be disclosed on
the confirmation only "if necessary for a materially complete
description of the security." The draft amendment would
require that the confirmation must indicate 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 and, if a letter of credit is used, the identity of
the bank issuing the letter of credit must be noted.

First interest payment date (including if not semi-
annual) — Currently, rule G-15(a)(iii)(I) is ambiguous as to
whether the first interest payment date must be included on
the confirmation in all instances in which it is not a regular
semi-annual interest payment, or only if it is necessary for
calculation purposes. The draft amendment would clarify that
the first interest payment date is required on the confirmation
only in those cases in which it is necessary for the calculation
of final money, including those cases in which the first interest
payment is not semi-annual.

Yield information for defaulted bonds, bonds that
prepay principal and variable rate securities that are not
sold on basis of yield to put — Currently, there is not a
specific exemption for statement of vyield on such
transactions, but the draft amendment would include specific
exemptions.

Multi-transaction data should not be aggregated on one
confirmation. The draft amendment would clarify that a
separate confirmation should be provided for each municipal
securities transaction when several transactions are done at
one time (e.g., several maturities of a serial issue are
purchased).

New sections to clarify confirmation format. The draft
amendment would specify that all requirements, except the
zero coupon disclosure legend, should be clearly and
specifically indicated on the front of the confirmation.

Disclosure and the Role of the Customer Confirmation

While the draft amendment will help dealers and customers
better understand rule G-15(a) requirements and address
certain disclosure issues, the Board believes it is appropriate
for dealers to consider some of the basic dis-closure issues
that arise out the dealer-customer relationship. As previously
noted, the SEC is reviewing its customer con-firmation rule as
well as considering a rule that would impose certain con-
firmation disclosure requirements in municipal securities
transactions.

For customer transactions, rule G-17 requires that dealers
disclose to customers, at or before the time of trade, all
material facts with respect to a proposed transaction, in-
cluding a complete description of the security and must not
omit any material facts which would render other statements
misleading. Confirmation disclosure supports the dealer's
duty of disclosure to the customer, but does not completely
satisfy the dealer's disclosure responsibility because
confirmation disclosures are not intended to encompass all
material information. Nevertheless, in the past, the customer
confirmation, for both municipal securities transactions and
non-municipal securities transactions, has been used as a
vehicle to provide customers with important information.

As part of the Board's customer protection review, the
Board has been reviewing the proliferation of new municipal
securities products and the need to ensure that appropriate
customer protection standards are being observed in a
changing market. Clearly, the terms and features of municipal
securities have evolved over time to meet a multitude of
borrowing and investment needs. In view of the changing
market and regulatory environment, the Board believes that
this is an appropriate time to review the Board's requirements
regarding disclosure of information to customers. Accord-
ingly, the Board is seeking comment on broader issues
associated with disclosure to customers and the role of the
customer confirmation, including the possible need for more
comprehensive disclosure information to be sent to investors
regarding their municipal securities transactions, either on the
confirmation or in supplemental documents.

Request for Comments
The Board specifically requests comment on the following:

Content of Information to Customers

1. In a recent letter to the Board regarding the projected
movement to three day settlement (T+3), the SEC sug-
gested that the Board consider developing a customer bro-
chure describing typical trade terms and security features
that dealers would be required to deliver to customers.®
The Board requests comment on whether such a brochure
would be helpful. If so, what particular information should be
included? The SEC noted that such a brochure could highlight
the importance of T+3 settlement and the implications for
individual investors. Would this be helpful? If such a brochure
is developed, when should it be sent to customers?

2. Should dealers be required to deliver Preliminary Of-
ficial Statements as well as final Official Statements to cus-

*Letter from Arthur Levitt, Chairman, SEC to David Clapp, Chairman, MSRE, April 1, 1994,
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tomers in new issue transactions, if such documents are
prepared?

3. Should dealers be required to deliver Official State-
ments to customers in secondary market transactions?

4. Should dealers provide customers with a summary
sheet of the features of municipal securities? If so, what items
should be included and when should this document be
provided to customers?

5. The draft amendment includes a number of changes
regarding the content of the customer confirmation. Please
indicate if there are any other items that would be beneficial to
include on the customer confirmation? Are there any existing
confirmation requirements that should be eliminated? If so,
why?

6. The SEC's proposal to amend Rule 10b-10 includes
certain requirements regarding the disclosure of collateralized
mortgage obligations (CMOs). Specifically, for CMO trans-
actions, dealers would be required to disclose: (1) estimated
yield, (2) weighted average life, and (3) prepayment as-
sumptions underlying the yield. Should rule G-15(a) be
amended to require similar disclosure for CMOs that are
municipal securities?

7. The draft amendment includes a provision that the
confirmation must indicate if a municipal security was issued
without a legal opinion. In this regard, should any legal opinion
suffice? Should this requirement be limited to a legal opinion
regarding the validity of issuance or also indicate the absence
of a legal opinion regarding tax status?

Timing and Form of Information to Customer

1. Currently, many dealers use a standardized, nine-by-
five inch confirmation form. Should the written disclosure pro-
vided to customers continue to be effectively limited by the
size of the standardized, nine-by-five inch confirmation form?

2. Currently, the rule does not specify when the con-
firmation should be mailed, only that it shall be given or sent
to the customer at or before the completion of a transaction.
Should confirmations be required to be mailed no later than
T+17?

3. In the previously referenced SEC letter to the Board
regarding T+3 settlement, the SEC also suggested that the
Board consider requiring dealers to send confirmations to
customers by over-night mail or by facsimile transmission. Do
dealers currently do this? If so, under what circumstances?
Would the benefits of such a requirement exceed its costs?

May 26, 1994

Text of Draft Amendment*

G-15(a). Customer Confirmations
(i) 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 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 transaction as set forth
in this subparagraph (A).

(1) The parties, their capacities, and any remuneration
from other parties. The following information 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 confirmation 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 transaction, whether acting:

(i) as principal for its own account,

(ii) as an agent for the customer,

(iii) as an agent for a person other than the customer,
or

(iv) as an agent for both the customer and another
person;

(e) if 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 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 customer, or (B) a statement that this information
will be furnished upon the written request of the customer; and
(i) 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 dealer in
connection with the transaction from any person other than
the customer, or (B) a statement indicating whether any such
remuneration has been or will be received and that the source
and amount of such ulher remuneralion will be furnished upon
written request of the customer, provided, however, that if a
bond is acquired at a discount (e.g., "net" price less
concession) and sold at a "net" price to a customer, the
discount must be disclosed as remuneration received from
the customer pursuant to G-15(a)(i)(A)(6)(f).

(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 execution 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 following securities:

(a) Zero coupon securities. For zero coupon securities,
the maturity value of the securities must be shown if it differs
from the par value.

(4) Seftlement date. The settlement date as defined in
section (b) of this rule shall be shown.

(5) Yield and doliar price. Yields and dollar prices shall be
computed and shown in the following manner, subject to the
exceptions stated in subparagraph (d):

(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,

*The draft amendment is a complete revision to the current rule language. The current rule language of rule G-15(a) and related interpretations are

contained in the MSRB Manual.
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this shall be noted, along with the date and dollar price of the
call or put.

(i) A dollar price shall be computed and shown in
accordance with the rules in subparagraph (c), and such
dollar price shall be used in computations 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 the rules in subparagraph (c), unless the
transaction was effected at "par”.

(c) 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 (c).

(i) For purposes of computing yield 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.

(iii) Yield computations shall take into account dollar
price concessions granted to the customer, commissions
charged to the customer and adjustable tender fees
applicable to puttable securities, but shall not take into
account incidental transaction fees or miscellaneous charges,
provided, however, that as specified in paragraph (6)(e)
below, such fees or charges must be indicated on the
confirmation.

(iv) With respect to the following specific 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
considered the yield or dollar price to call.

(B) Continuously callable securities. For those
securities that, at the time of trade, are subject to a notice of
a pricing call at any time, the yield or dollar price to call shall
be computed based upon the assumption that a 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 nominal 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
computations in lieu of maturity date and maturity value.

(E) Prerefunded or called securities. For those
securities that are prerefunded or called to a call date prior 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 dollar 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 vyield or dollar price is not based upon
a redemption value of par, the dollar price used in the
computation shall be shown (e.g., 5.00% vyield to call on
1/1/99 at 103).

(vii) If the computed yield 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 noted in sub-
paragraphs (a) through (c), above:

(i) Securities that prepay principal. For securities that
prepay principal periodically, 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.

(i) Municipal Collateralized Mortgage Obligations.
For municipal collateralized 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.

(i) Defaulted securities. For securities that have
defaulted in the payment of interest or principal, a yield shall
not be shown.

(iv) Variable rate securities. For municipal 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.

(6) Final Monies. The following information relating to the
calculation and display of final monies shall be shown:

(a) total dollar amount of transaction;

(b) amount of accrued interest, with special re-
quirements for the following securities:

(i) Zero coupon securities. For zero coupon
securities, accrued interest shall not be shown;

(i) Securities fraded on discounted basis. For
securities traded on a discounted basis (other than discounted
securities traded on a yield-equivalent basis), accrued interest
shall not be shown;

(c) if the securities are traded without interest, a
notation of "flat;"

(d) extended principal amount, with special require-
ments for the following securities: )

(i) Securities {raded on discounted basis. For
securities traded on a discounted basis (other than discounted
securities sold on a yield-equivalent basis) total dollar amount
of discount may be shown in lieu of the resulting dollar price
and extended principal amount;

(e) the nature and amount of miscellaneous fees, such
as special delivery arrangements or a flat transaction fee, or if
agreed to, any fees for converting registered certificates to or
from bearer form;

(f) if the broker, dealer or municipal securities 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 broker, dealer or municipal securities
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dealer from the customer in connection with the transaction
unless remuneration paid by the customer is determined,
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 zero coupon securities, any premium paid over
the accreted value of the securities

(7) Delivery of securities. The following information
regarding the delivery of securities shall be shown:

(a) Securities other than bonds. For securities other
than bonds, denominations to be delivered;

(b) Bond certificates delivered in non-standard
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 value, and

(i) for registered bonds, denominations are other
than multiples of $1,000 par value, or exceed $100,000 par
value;

(c) Delivery instructions. Instructions if available,
regarding receipt or delivery of securities, and form of
payment if other than as usual and customary between the
parties.

(8) Additional information about the transaction. 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 confirmation
shall include a securities identification which includes, at a
minimum:

(1) the name of the issuer, with special requirements for
the following securities:

(a) Stripped coupon securities. For stripped coupon
securities, the trade name and series designation assigned to
the stripped coupon municipal security by the dealer
sponsoring the program;

(2) CUSIP number, if any, assigned to the securities;

(3) maturity date, with special requirements 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 maturity date of the underlying securities;

(4) interest rate, with special requirements for the
following securities:

(a) Zero coupon securities. For zero coupon securities,
the interest rate must be shown as 0%;

(b) Variable rate securities. For securiies with a
variable or floating interest rate, the interest 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 security is affected by an
adjustable "tender fee," 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 being paid must be
shown;

(e) Stripped coupon securities. For stripped coupeon
securities, the interest rate actually paid on the instrument
must be shown in lieu of interest rate on underlying security;

(5) the dated date, 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 confirmation whenever it is necessary
for calculation of price or accrued interest.

(C) Securities descriptive information. The confirmation
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 securities, a
notation of that fact, regardless of whether such designation
appears in the formal title of the security, and a notation of the
source or sources of revenue.

(b) Securities with additional credit backing. 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 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. 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 control of the issuer of the securities. The date and
price of the first pricing call shall be included and so
designated. Other specific call features are not required to be
listed unless required by paragraph (A)(5)(c)(ii) 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 first
pricing call, disclosure must be made on the confirmation that
"special call features exist;"

(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 securities are
available only in book-entry form, a designation to that effect;

(e) Periodic interest payment. With respect to
securities that pay interest on other than a semi-annual basis,
a statement of the basis on which interest is paid,

(f) Issued without legal opinion. If the securities were
issued without a legal opinion regarding the validity of
issuance and/or tax status, a designation to that effect;

(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
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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;

(b) Escrowed to maturity securities. If the securities are
advance refunded to maturity date and no call feature (with
the exception of a sinking fund call) is explicitly reserved by the
issuer, the securities must be described as "escrowed to
maturity” and, if a sinking fund call is operable with respect to
the securities, additionally described as "callable."

(c¢) Advanced refunded/callable securities. If advanced
refunded securities have an explicitly reserved call feature
other than a sinking fund call, the securities shall be described
as "escrowed to [redemption date] — callable."

(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”

(4) Tax information. The following information that may
related to the tax treatment of the security:

(a) Taxable securities. If the securities are identified by
the issuer or sold by the underwriter as subject to federal
taxation, a designation to that effect;

(b) Alternative minimum tax securities. If interest on the
securities is identified by the issuer 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.

(D) Disclosure statements. The confirmation for zero
coupon securities shall include a statement to the effect that
"No periodic payments—callable below maturity value without
notice by mail to holder unless registered.”

(E) Confirmation format. All applicable requirements of
paragraphs (A),(B), and (C) above must be clearly and
specifically indicated on the front of the confirmation. The
disclosure statements required in paragraph (D) may be on
the reverse side of the confirmation provided that its specific
applicability is noted on the front of the confirmation.

(i) Separate confirmation for each transaction. Each broker,
dealer or municipal securities dealer for each transaction in
municipal securities shall give or send to the customer a
separate written confirmation in accordance with the
requirements of (i) above.

(i) "When, as and if issued" transactions. A confirmation
meeting the requirements of this rule shall be sentin 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 prior to determination of
settlement date. If such a confirmation is sent, it shall include
all information required by the rule with the exception of
seftlement date, total monies, accrued interest, extended
principal and delivery instructions.

(iv) Confirmations to customers who tender put option bonds.
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 bonds from a customer is
engaging in a transaction in such municipal securities and
shall send a confirmation under section (i) of this rule.

(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
information 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 following 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 execution
reflected in the records of the broker, dealer or municipal
securities dealer pursuant to rule G-8 of the Board or Rule
17a-3 of the Commission.

(B) Completion of transaction. The term “"completion of
transaction” shall have the same meaning as provided in Rule
15¢1-1 under the Act.

(C) Stepped coupon securities. The term "stepped coupon
securities" shall mean securiies with the interest rate
periodically changing on a pre-established schedule.

(D) Zero coupon securities. The term “zero coupon
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 defined in SEC
staff letter (stripped coupon municipal securities) dated
January 19, 1989.

(F) The term "price 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.

33



Volume 14, Number 3 REP

June 1994

Route to:

Manager, Muni Dept.
Underwriting
Trading

Sales

Operations

Public Finance
Compliance
Training

Other

OO Ok X M

Enforcement Initiative

Notice: Rule G-12

Introducing brokers who fail to submit transaction in-
formation in a timely and accurate manner could subject
either or both parties to enforcement action for violating
rule G-12(f)(i).

The Board believes that comparison rates for inter-dealer
transactions must increase to facilitate the implementation of
T+3 settlement in the municipal securities market." It has
come to the Board's attention that a significant number of
transactions do not compare in the initial comparison cycle
because introducing brokers fail to provide their clearing
brokers with timely and accurate trade information. Rule

G-12(f)(i) requires that introducing brokers achieve com-
parison of their transactions in a registered securities clearing
agency. Accordingly, introducing brokers who compare
through clearing brokers must submit trade information to
their clearing brokers within sufficient time for comparison to
occur in the initial comparison cycle.

Introducing brokers share the responsibility for complying
with rule G-12(f)(i) 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)(i).

May 13, 1994

Questions about this notice may be directed to Judith
A. Somerville, Uniform Practice Specialist.

" See "Report of the Municipal Securities Rulemaking Board on T+3 Settlementfor the Municipal Securities Market," MSRB Reports, Vol. 14, No. 2 (March

1994) at 8.
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Use of the OASYS Global Trade
Confirmation System to Satisfy
Rule G-15(a)

Notice of Interpretation: Rule G-15(a)

The Board has interpreted the requirement in rule
G-15(a) to provide customers with a written confirmation
to be satisfied by a "contract confirmation message" sent
through the OASYS Global system when certain condi-
tions are met. The interpretation is effective immediately.

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 con-
firmation of the transaction" containing specified information.
Securities Exchange Act Rule 10b-10 states similar con-
firmation 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-
tions 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
themselves to use the system's electronic "contract con-
firmation messages" (CCMs) instead of hard-copy confirma-

tions and if certain other requirements are met,' the Com-
mission staff would not recommend enforcement action to the
Commission if broker-dealers rely on CCM's sent through the
OASYS Global system to satisfy the requirements to confirm
a transaction under Rule 10b-10.

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
extent as dealers are allowed to use the system to comply with
Rule 10b-10. The Board believes that the speed and effici-
encies 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 cus-
tomers 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 delivery; (ii) the CCM includes all information
required by rule G-15(a); and (iii) all other applicable require-
ments and conditions concerning the OASYS Global system
expressed in the Commission's October 8, 1993 no-action
letter concerning Securities Exchange Act Rule 10b-10 con-
tinue to be met.2 A copy of the October 8, 1993 no-action letter
is contained on pages 38-39.

June 6, 1994

Questions about this notice may be directed to Judith
A. Somerville, Uniform Practice Specialist.

' The other requirements contained in the Commission's no-action letter are as follows: (i) thatthe CCMs can be printed ordownloaded by the participants,
(ii) that the recipient of a CCM must respond through the system affirming or rejecting the trade, (i) that the CCMs will not be automatically 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 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 confirmation/acknowledgement required under rule G-15(d). Thus, under these
circumstances, use of the OASYS Global system will not constitute compliance with rule G-15(d) on automated confirmation/acknowledgement.
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Securities and Exchange Commission's
October 8, 1993 No-Action Letter

October 8, 1993

Mari-Anne Pisarri, Esq.
Pickard and Djinis

1990 M Street, N.W.
Washington, D.C. 20036

Re: Thomson Financial Services, Inc.
Dear Ms. Pisarri:

In your letters of December 28, 1992 and April 22, 1993, as
supplemented by conversations with the staff, you request on
behalf of Thomson Financial Services (TFS), assurances that
the staff will not recommend enforcement action to the Com-
mission with respect to TFS's electronic trade confirmation
system, known as "OASYS Global". Specifically, TFS is
seeking assurances that OASYS Global's contract confirma-
tion messages can be treated as confirmations in accordance
with Rule 10b-10" under the Securities Exchange Act of 1934
(Exchange Act), and that electronic storage of such con-
firmation messages is consistent with the recordkeeping
requirements of Rules 17a-3 and 17a-4 under the Exchange
Act and Rule 204-2 under the Investment Advisers Act of 1940
(Advisers Act).

We understand the facts to be as follows:

OASYS Global is a post-trade confirmation network whose
subscribers include domestic and foreign broker-dealers and
their institutional clientele. OASYS Global provides broker-
dealers and institutional investors with a means of com-
municating electronically between the time a securities order
is executed and the time the trade is settled. The institutional
trade confirmation takes place during this period. OASYS
Global also may be used for broker-to-broker trade con-
firmations and affirmations.

Access to OASYS Global is obtained through OASYS
Global software resident on a personal computer which
communicates through telephone connections between each
broker-dealer or institutional investor subscriber and OASYS
Global's host computer in Boston. To confirm an institutional
transaction, a broker-dealer first notifies its client of the details
of the purchase or sale that has just been effected for the
client's account. The client then transmits a message either
affirming or rejecting the trade. If the trade is affirmed, the
parties instruct their seftlement agents (e.g., custodian banks,
clearing network organizations, or depcsitories) to transfer
title to the securities and the funds for such securities
according to the terms of the confirmation. If the trade is
rejected, or "DK'd",2 the broker must correct any errors in the
trade details and recommence the confirmation process.

OASYS Global affords broker-dealers and their institutional
clients the ability to transmit three different types of messages
through the system's communications network, using stan-
dardized screen fields. The first kind of message, a "block
level information message", is sent by the broker to the
institution and contains basic information relating to trades
that have been effected for the institution's account. The
second type of message, the "allocation detail message," is
sent by the institution to the broker and contains instructions
regarding the allocation of the trade to the institution's various
sub-accounts.

The third type of message is the "contract confirmation
message" or "CCM," which is sent by the broker to the insti-
tution to confirm the final details of the transaction. Upon
receipt of a contract confirmation message, the institution
responds through the system, either affirming or rejecting the
trade. If the institution rejects a trade, its response also
indicates which portions of the confirmation are in error. The
broker-dealer and the institution continue to communicate
electronically until all appropriate corrections have been made
and the trade is affirmed. An affirmed trade is considered
binding between the parties, and proceeds to settle through
normal channels (i.e., through international depositories and
custodian banks).

Although the broker-dealer does not provide its institutional
customers with a paper copy of the CCM, such customers can
print hard copies of CCMs from their own terminals. Cus-
tomers also can download CCMs onto their own computer or
a disk.

All messages sent via OASYS Global originate at the send-
er's computer terminal and are routed through the system's
host computer before being directed to the recipient's
computer. Although the host computer copies and stores the
data that passes through it, OASYS Global does not match
trades, maintain a balance of open positions between buyers
and sellers, or mark securities to the market.

OASYS Global is currently available in North America and
Europe, and is expected to be available in South America and
Asia by the end of 1993. OASYS Global adheres to Inter-
national Standards Organization (ISO) and Society for World-
wide Interbank Financial Telecommunication (S.W.I.F.T.)
standards for information interchange, and is one of three
commercial electronic trade confirmation systems approved
by the European Industry User Group. In addition, the U.K.
Securities and Futures Authority has approved the use of
OASYS CGlobal trade confirmations as a substitute for the
traditional paper contract used in that country.?

All of the information required by Rule 10b-10 will be
included in the OASYS Global confirmations. OASYS Global
will amend its subscription agreement to provide that CCMs
may be used to satisfy the requirements of Rule 10b-10, and
that institutional investors subscribing to the OASYS Global
service agree to accept such CCMs in lieu of traditional hard-
copy confirmations.

This rule requires broker-dealers to disclose specified information in writing to customers at or before the completion of a transaction. The requirements
under this rule that particularinformation be disclosed is not determinative of a broker-dealer's obligation under the general antifraud provisions of the federal
securities laws to disclose additional information to a customer at the time of the customer's investment decision.

2Atrade is "DK'd" (meaning "don't know"), when the details of a transaction, as recorded by the parties to the transaction, do not match.

3Letterfrom Mr. W. Nixon, Secretary to the Board ofthe U.K. Securities and Futures Authority to Mr. Bob Hayim, General Manager of Thomson Financial

Services, Ltd. (November 5, 1992).
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TFS has represented that the OASYS Global system will
provide sufficient capacity to handle the volume of data
reasonably anticipated to be entered into the OASYS Global
system. OASYS Global has conducted system capacity tests
to ensure that the volume of users on the OASYS Global
system allowed by the current number of dedicated telephone
lines will not cause response time of the host computers to fall
below an acceptable level. OASYS Global has represented
that it intends to review and test the OASYS Global system
periodically to ensure adequate system capacity, identify
potential weak points, and reduce the risk of system failures
and threats to system integrity.*

In addition, TFS has represented that the OASYS Global
system has the capacity to handle at least twice the average
daily trade volume, and thus can handle volume surges. In the
event the system capacity level is exceeded, the OASYS
Global system automatically stores the excess and forwards
it back through the system shortly thereafter.

TFS has represented that the OASYS Global system has a
number of automatic processes designed to ensure the integ-
rity of the system. Among these processes are several back-
up systems of data storage and an independent, back-up
power supply.

TFS has represented that it has in place security procedures
designed to prevent unauthorized access to the OASYS
Global system by employees of TFS and OASYS Global, by
participants in the OASYS Global system, and by persons
who are unrelated to either TFS or OASYS Global. The
OASYS Global data center is physically secure. All messages
are transmitted on the OASYS Global system using a frame-
based proprietary protocol which includes internal error
checking. Moreover, all communications into OASYS Global
are password protected.

Response:

Based on the foregoing facts and representations, and
particularly on the representations that the system partici-
pants will agree between themselves to use CCMs instead of
hard-copy confirmations, that the CCMs can be printed or
downloaded by the participants, that the recipient of a CCM
must respond through the system affirming or rejecting the

trade, that the CCMSs will not be automatically deleted by the
system, and that the use of the system by the participants
ensures that both parties to the transaction have the capacity
to receive the CCMs, the staff would not recommend en-
forcement action to the Commission if broker-dealers rely on
the OASYS Global contract confirmation messages to satisfy
the requirements of a confirmation of Rule 10b-10 under the
Exchange Act.

The staff, however, is unable to assure you that it would not
recommend enforcement action to the Commission if partici-
pants in the OASYS Global system electronically store CCMs
as a method of compliance with the recordkeeping require-
ments of Rules 17a-3 and 17a-4 under the Exchange Act.

The Division of Investment Management has asked us to
inform you that it would not recommend enforcement action to
the Commission under Rule 204-2(a)(7) and Rule 204-
2(b)(3)° under the Investment Advisers Act of 1940 if invest-
ment advisers that participate in OASYS Global treat the CCM
as an original communication, and do not require broker-
dealers to send a separate hard copy confirmation. Further,
the Division of Investment Management would not recom-
mend enforcement action to the Commission under Rules
31a-1(b)(1) and 31a-1(b)(12)® under the Investment Com-
pany Act of 1940 (1940 Act) if registered investment com-
panies treat a CCM as a record of original entry. The Division
of Investment Management's position is based, in particular,
on your representation that the CCMs will contain all the
information required under Rule 10b-10 of the Securities
Exchange Act of 19347

This response is based on the facts and representations in
your letter, any different facts or representations may require
a different conclusion. This response expresses the positions
of the Divisions of Market Regulation and Investment Man-
agement on enforcement action only and does not purport to
express any legal conclusions on the issues presented.

Sincerely,

Catherine McGuire
Chief Counsel

“Results of such reviews will be kept by OASYS Global for a minimum of three years after such results are obtained, and will be made available to the
Commission promptly upon request.

*Rule 204-2(a)(7) provides, in pertinent part, thata registered investment adviser shall keep and maintain true, accurate, and current originals of all written
communications it receives relating to any receipt, disbursement, or delivery of funds or securities, or the placing or execution of any order to purchase or
sell any security.

Rule 204-2(b)(3) requires a registered investment adviser with custody or possession of client funds or securities to make and keep copies of confirmations
of all transactions effected by or for the account of any such client.

Inthe view of the Division of Market Regulation, the advised account (and not the investment adviser) is the customer for purposes of Rule 10b-10 under
the Exchange Act.

SRule 31a-1(b)(1) requires a registered investment company to maintain and keep current, among other things, "journals (or other records of original entry)
containing an itemized daily record in detail of all purchases and sales of securities.” Rule 31a-1 (b)(12) defines "other records" as voucher checks,
confirmations, and similar documents.

7 See Depository Trust Co. (pub. avail. Sept. 4, 1992). Registered investment advisers that participate in OASYS Global must preserve CCMs, whether
received electronically or otherwise, in an accessible form in a mannerthat complies in all respects with rules under the Advisers Act. See, e.g., Rule 204-
2(e) (adviser must maintain and preserve books and records in an easily accessible place); Rule 204-2(g) (adviser may produce or reproduce records in
acomputer storage medium, and may maintain and preserve records created or received on electronic mediain a computer storage medium).
Registered investment companies that treat the CCM as a confirmation must preserve CCMs, whether received electronically or otherwise, in an accessible
form in amanner that complies in all respects with rules under the 1940 Act. See, e.g., Rule 31a-2(a) (registered investment company must maintain and
preserve books and records in an easily accessible place); Rule 31a-2(f) (registered investment company may produce or reproduce records on magnetic
tape, disk, or other computer storage medium, and maintain and preserve records created or received by or on behalf of investment company on electronic
media in a computer storage medium).
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Publications List

Manuals and Rule Texts

MSRB Manual
Soft-cover edition containing the text of MSRB rules, interpre-
tive notices and letters, samples of forms, texts of the Securi-
ties Exchange Act of 1934 and of the Securities Investor
Protection Act of 1970, as amended, and other applicable
rules and regulations affecting the industry. Reprinted semi-
annually.
April1,1994 . . .
Glossary of Municipal Securities Terms

Glossary of terms (adapted from the State of Florida's Glossary
of Municipal Bond Terms) defined according to use in the
municipal securities industry.

TO8E o vuow oo e 05 55 95 55 65 men v s e e et s
Instructions for Filing Forms G-36

This publication is available to assist underwriters in submit-
ting official statements, advance refunding documents and
complete and correct Forms G-36.

1994 no charge
Professional Qualification Handbook

A guide to the requirements for qualification as a municipal
securities representative, principal, sales principal and finan-
cial and operations principal, with questions and answers on
each category. Includes sections on examination procedures,
waivers, disqualification and lapse of qualification, the text of
MSRB qualification rules and a glossary of terms.

1990 ............. 5 copies per order
Each additional copy

no charge
$1.50

Manual on Close-Out Procedures

A discussion of the close-out procedures of rule G-12(h)(i) in
a question and answer format. Includes the text of rule
G-12(h)(i) with each sentence indexed to particular questions,
and a glossary of terms.

January 1, 1985

Arbitration Information and Rules

Based on SICA's Arbitration Procedures and edited to conform
to the Board's arbitration rules, this pamphlet includes the text
of rules G-35 and A-16, a glossary of terms and list of other
sponsoring organizations.

1991 no charge

Instructions for Beginning an Arbitration
Step-by-step instructions and forms necessary for filing an
arbitration claim.

1991 no charge

The MSRB Arbitrator's Manual

The Board's guide for arbitrators. Based on SICA's The Arbi-
trator's Manual, it has been edited to conform to the Board's
arbitration rules. It also contains relevant portions of the Code
of Ethics for Arbitrators in Commercial Disputes.

1991

Reporter and Newsletter

MSRB Reports

The MSRB's reporter and newsletter to the municipal securi-
ties industry. Includes notices of rule amendments filed with
and/or approved by the SEC, notices of interpretations of
MSRB rules, requests for comments from the industry and the
public and news items.

Quarterly ...... ... ... ... no charge

Examination Study Outlines

A series of guides outlining subject matter areas a candidate
seeking professional qualification is expected to know. Each
outline includes a list of reference materials and sample
guestions.

Study Outline: Municipal Securities Representative
Qualification Examination
Outline for Test Series 52

JUIV992 o v v oo e s g e e no charge
Study Outline: Municipal Securities Principal

Qualification Examination

Outline for Test Series 53

January 1993 ... ... no charge

Brochure

MSRB Information for Municipal Securities Investors
Investor brochure describing Board rulemaking authority, the
rules protecting the investor, arbitration and communication
with the industry and investors. Use of this brochure satisfies
the requirements of rule G-10.

1 to 500 copies
Over 500 copies

............................. no charge
.......................... $.01 per copy
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y Publications Order Form

Description Price Quantity Amount Due
MSRB Manual (soft-cover edition) $5.00
Glossary of Municipal Securities Terms | $1.50

Professional Qualification Handbook 5 copies per order no charge
Each additional copy $1.50

Manual on Close-Out Procedures $3.00
Instructions for Filing Forms G-36 no charge
Arbitration Information and Rules no charge

Instructions for Beginning an Arbitration | no charge
The MSRB Arbitrator's Manual $1.00

Study Outline: Municipal Securities Rep-
resentative Qualification Examination no charge

_Study Outline: Municipal Securities
Principal Qualification Examination no charge

| MSRB Information for Municipal Securi- | 1 to 500 cdpies no charge
ties Investors (Investor Brochure) Over 500 copies $.01 per copy

Subtotal

D.C. residents add 7% sales tax; Virginia residents add 4.5% sales tax

Total amount due

__‘) [ ] Check here if you currently do not have a subscription, but want to receive MSRB Reports.

L_ICheck here if you want to have MSRB Reports sent to additional recipients. (Please list names and addresses of any additional
recipients on a separate sheet of paper.)

Requested by: _ _ Telephone: ( ) Date:

Ship to:

Attention:

Address:
(Street address preferred)

All orders for publications that are priced must be submitted by mail along with payment for the full amount due. Requests for priced
publications will not be honored until payment is received. Make checks payable to the "Municipal Securities Rulemaking Board"
or"MSRB."

# Orders should be addressed to the Municipal Securities Rulemaking Board, 1640 King Street, Suite 300, Alexandria, Virginia,
22314-2719, Attention: Publications.
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