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From the Chairman

The Board begins its new year inthe wake of events that have
shaken the municipal securities market. We all have been
affected profoundly by the 1986 tax legislation, higher interest
rates, reduced profitability, and the contraction of the dealer
community. In addition, the controversy surrounding
escrowed-to-maturity bonds has disrupted an important seg-
ment of the industry. We also await the results of the SEC's
investigations into the WPPSS default and certain alleged
arbitrage bonds.

The Board isfully aware of these issues and has beenworking
to resolve problems in the structure of the municipal securities
industry. These problems share a common factor: the timing
and flow of information to market participants. Obvious ex-
amples of flaws in the market are the failure of Board rule G-32
to effect the dissemination of official statements and the recent
escrowed-to-maturity controversy.

Resolving these problems will not be easy. Simply amending
oradding MSRB rules may not ensure that the right information
reaches the market at the time it is most useful. The Board will
be exploring various solutions and is committed to taking
whatever actions are necessary. Towardthese ends, the Board
will be working closely with the SEC as well as the Public
Securities Association, the Government Finance Officers Asso-
ciation and other industry trade groups.

Devising efficient and effective solutions, however, is impos-
sible without your thoughtful participation. Asthe Board puts
its suggestions forward, | urge you to examine their impact on
all market participants and to convey your views to the Board or
to any one of its members listed in this issue of MSRB Reports.

James B.G. Hearty
MSRB Chairman, 1987-1988
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Delivery of Interchangeable
Securities: Rules G-12 and G-15

Amendments Filed
The amendments would

e permit interchangeable securities to be delivered in
either bearer or registered form, unless the parties
agree to a specific form of delivery;

@ eliminate the one-day reclamation provision for inter-
changeablesecurities delivered in registeredform; and

e eliminate the requirement to designate a security as
being In registered form on inter-dealer and customer
confirmations.

On October 6, 1987, the Board filed with the Securities and
Exchange Commission proposed amendments to rule G-12 on
uniform practice and rule G-15 on confirmation, clearance and
settlement of transactions with customers.! The proposed
amendments would permit deliveries of securities issuable in
either bearer or registered form (interchangeable securities) to
be in either form, unless the parties agree to a specific form of
delivery. The proposed amendments also would eliminate the
one-day reclamation provision in rule G-12(g)(iii) (A) (4) for se-
curities delivered in registered form, and the requirement in
rules G-12(c)(vi)(B) and G-15(a) (iii)(B) to designate a security
as being in registered form on confirmations. The Board has
requested thatthe SEC delay the effectiveness of the proposed
amendments for a period of six months following the date of
SEC approval to give dealers a chance to make necessary
computer changes and to educate personnel.

Background

Many issues of municipal securities issued prior to the effec-
tive date of the Tax Equity and Fiscal Responsibility Act of 1982

(TEFRA) permit holders to choose registered or bearer certifi-
cates. Atthattime, the municipal securities market primarily was
composed of bearerissues, andthe Board's good delivery rule,
rule G-12(e), reflected the expectation that inter-dealer deliver-
ies of municipal securities would be in bearer form. Specifically,
rule G-12(e)(vi) (A), on inter-dealer deliveries, provides:
Delivery of securities which are issuable in both bearer
andregistered form shall be in bearer form unless oth-
erwise agreed by the parties; provided, however, that
delivery of securities which are required to be in
registered form in order for interest thereon to be
exempt from Federal income taxation shall be in reg-
istered form.
In addition, rule G-12(g)(iii)(A)(4), on reclamation, permits a
dealer to reclaim interchangeable securities within one busi-
ness day of their delivery if they are delivered in registered form
and were not identified as such at the time of trade.

In March 1987, the Public Securities Association requested
that the Board reconsider the presumption in favor of bearer
certificates contained in rule G-12(e) and permit deliveries of
securities of interchangeable issues to be made in either bearer
or registered form, unless the parties specifically agree other-
wise. InJune 1987, the Board published forcomment proposed
amendments to rules G-12 and G-15.2

Summary of Comments

The Board received 18 comments on the proposed amend-
ments, with a majority of commentators supporting the pro-
posed amendments.? Most commentators stated that the pre-
sumption in favor of bearer certificates in the Board's rules,
which was adopted prior to the TEFRA requirement for regis-
tered securities, is inconsistent with today's registered environ-
ment and the use of automated clearance and settlement
systems.

The commentators in favor of the proposed amendments

Questions about this notice may be directed to
Harold L. Johnson, Assistant General Counsel.

1SEC File No. SR-MSRB-87-12. Comments on the amendments should be filed directly with the Commission and should refer to the filing number.

2 MSRB Reports, vol. 7, no. 3 (June 1987) at 9.

3Thirteen ofthe commentators supported the draft amendments, while five opposed them. The comments are available for inspection at the Board's

offices.
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stated that the amendments would result in cost savings for the
industry.4 Some commentators noted that the amendments
would allow depositories to convert interchangeable securities
on deposit from bearer to registered form and thereby minimize
the costs and risks of housing certificates, clipping coupons,
monitoring calls and other details of processing bearer certifi-
cates. A number ofthe commentators stated that the proposed
amendments would reduce failed transactions and permit
additional transactions to be settled by book-entry rather than
by more expensive physical delivery. The majority of the
commentators argued that customers would benefit from the
proposed amendments because of the better call notification,
prompt interest payments and the relative safety from theft or
loss offered by registered certificates.

The commentators opposing the proposed amendments
noted that some customers continue to request delivery of
bearer certificates and expressed concern that the proposed
amendments would make it more difficult to provide bearer cer-
tificatestothese customers.5 The Board believes, however, that
investors generally have become more comfortable with regis-
tered securities as nearly all new issue activity since July 1,
1983, TEFRA's effective date, has been in registered form. The
Board urges dealers to educate their customers about the
benefits of registration over the next six months.

Summary of Amendments

The proposed amendments would eliminate the presump-
tion in favor of bearer securities in rules G-12(e)(vi)(A) and
G-15(c)(iv) (A) and would permit deliveries of interchangeable
securities to be in either bearer or registered form, unless there
is an agreement between parties on a specific form of delivery.
The proposed amendments also would eliminate the one-day
reclamation provision in rule G-12(g)(iii) (A) (4) for interchange-
able securities delivered in registered form. Finally, since
deliveries could be made in either registered or bearer form and
since a dealer may not know the form of the security prior to
delivery, theamendments would eliminate the requirement
in rules G-12(c)(vi) (B) and G-15(a) (iii) (B) to designate a secu-
rity as being in registered form on confirmations.

October 6, 1987

Text of Proposed Amendments”

Rule G-12. Uniform Practice
(a) through (b) No change.
(c) Dealer Confirmations.
(i) through (v) No change.
(vi) In addition to the information required by paragraph (v)

above, each confirmation shall contain the following informa-
tion, if applicable:

(A) No change.

(B) if the securities are “$ullyregistered “registered-asie

prineipatonly;er available only in book-entry form, a designa-
tion to such effect;

(C) through () No change.
(d) No change.
(e) Delivery of Securities. Thefollowing provisions shall, unless
otherwise agreed by the parties, govern the delivery of securi-
ties:

(i) through (v) No change.

(vi) Form of Securities.

(A) Bearer and Registered Form. Delivery of securities
which are issuable in both bearer and registered form shalt may
be in bearer form unless otherwise agreed by the parties;
provided, however, that delivery of securities which are required
to beinregistered formin order for interest thereon to be exempt
from Federal income taxation shall be in registered form.

(B) No change.

(vii) through (xvi) No change.

() Nochange.
(9) Rejections and Reclamations.

(i) through (i) No change.

(i) Basis for Reclamation and Time Limits. A reclamation
may be made by the receiving party or a demand for reclama-
tion may be made by the delivering party if, subsequent to
delivery, information is discovered which, ifknown atthe time of
the delivery, would have caused the delivery not to constitute
good delivery, provided such reclamation or demand for recla-
mation is made within the following time limits:

(A) Reclamation or demand for reclamation by reason of
the following shall be made within one business day following
the date of delivery:

(1) through (3) No change

(8) through (D) No change.
(iv) through (vi) No change.
(h) through (l) No change.

Rule G-15. Confirmation, Clearance and Settlement of
Transactions with Customers

(@) Customer Confirmations.

(i) through (i) No change.

(iii) In addition to the information required by paragraphs (i)
and (ii) above, each confirmationto a customer shall containthe
following information, if applicable:

(A) No change.
(B) if the securities are “fuly-registered:“registeredasto
prineipatenly;"-of available only in book-entry form, a designa-

4 Even some of the commentators opposing the proposed amendments acknowledged the cost savings that the proposed amendments would
provide.

5 Delays in the transfer of registered securities, the possibility of transfer fees and relative ease of transferring bearer securities are cited by the
commentators as reasons for the investor preference for bearer certificates.

* Underlining indicates new language; strike-through indicates deletions.
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tion to such effect;
(C) through (J) No change.

(iv) through (ix) No change.
(b) No change.
(c) Deliveries to Customers. Except as provided in section (d)
below, a delivery of securities by a broker, dealer, or municipal
securities dealer to a customer or to another person acting as
agent for the customer shall, unless otherwise agreed by the
parties or otherwise specified by the customer, be made in
accordance with the following provisions:

(i) through (jii) No change.

(iv) Form of Securities.

(A) Bearer and Registered Form. Delivery of securities
which are issuable in both bearer andregistered form shalt may
be in bearer form unless otherwise agreed by the parties;
provided, however, that delivery of securities which are required
tobeinregistered formin orderfor interest thereon to be exempt
from Federal income taxation shall be in registered form.

(B) No change.

(v) through (xii) No change.
(d) through (e) No change.
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Confirmation Disclosure of Book-
Entry-Only Securities: Rules G-12
and G-15

Comments Requested

The Board requests comments on draft amendments
deleting the requirement in the rules that dealers designate
on confirmations securities that are available only in book-
entry form.

Rules G-12(c) and G-15(a) set forth the information that must
appear on inter-dealer and customer confirmations, respec-
tively. The Board is considering deleting the requirement in the
rules to designate on confirmations securities that are available
only in book-entry form.

In recent years, a number of issuers have begun to issue
municipal securities in book-entry-only form. In these issues,
the issuer deposits one "global" certificate for each maturity of
theissue at a securities depository registered with the Securities
and Exchange Commission. Physical certificates are not avail-
able to investors. Ownership positions and transactions in the
issue among the depository's members are recorded in the
depository's records. Investors that are not depository partici-
pants maintain ownership positions through securities firms,
banks or clearing agents that are depository members.? In
addition to these issues, some municipal securities are avail-
able only by book-entry on the books of a custodian other than
a registered securities depository.

Rules G-12(c) (vi) (B) and G-15(a)(iii) (B) currently state that, if

the securities in a transaction are fully registered, registered as
to principal only or available only in book-entry form, the
confirmation must designate this fact. On October 6, 1987, the
Board filed with the Securities and Exchange Commission
amendmentstotherules that, among otherthings, would delete
the requirement to designate securities as fully registered or
registered as to principal only.2

Summary of Draft Amendments

The Board is seeking comments on draft amendments to
rules G-12(c)(vi) and G-15(a) (iii) that would delete the require-
ment to designate securities as book-entry-only on confirma-
tions.3 The Board questions whether the book-entry form of
securities is a major factor in investment decisions, requiring
disclosure on customer confirmations.4 With regard to inter-
dealer transactions, the Board notes that securities profession-
als are assumed to know the securities which they are trading,
including the book-entry-only nature of certain issues.5 Since a
designation of book-entry-only form on an inter-dealer confir-
mation does not assist in identifying the particular security that
is the subject of the transaction, the Board believes that it may
be unnecesary to continue to require this information on inter-
dealer confirmations.®

The Board requests comment from interested persons on the
draft amendments. The Board would welcome comment on

Comments on the matters discussed in this notice
should be submitted not later than January 10, 1988,
and may be directed to Harold L. Johnson, Assistant
General Counsel. Written comments will be available
for public inspection.

1The Depository Trust Company (DTC) estimates that approximately 23 percent of the principal amount of long-term municipal securities issued in
the first six months of 1987 was issued in book-entry-only form at DTC.

2These amendments also would allow securities issuable in both registered and bearer form to be delivered in either form. See this issue of MSRB
Reports at 5-7.

3The draft amendments would delete this requirement both for issues that are book-entry-only through registered securities depositories and those
that are book-entry-only through other custodians.

4 Book-entry-only form does not affectthe credit risk or interest paymentfeatures of asecurity andtends to reduce the risk of loss, theftand inadequate
call notification for individual investors. Dealers nevertheless should alert customers who may be unfamiliar with such issues or who may expect
physical delivery that an issue is book-entry-only.

5Forinter-dealertransactions, the items of information that must be exchanged by securities professionals atthe time of trade are governed by contract
law and essentially are those items necessary adequately to identify the security thatis the subject ofthe contract. Delivery of book-entry-only securities
does not provide a right of reclamation unless the availability of physical certificates was a specific condition of the trade.

8 The Board is unaware of any issue for which the book-entry-only feature is necessary to distinguish the issue from other similar issues.

7
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whether there is a need for confirmation disclosure of book-
entry-only form and the purpose, if any, which such disclosure
serves.

October 30, 1987

Text of Draft Amendments®

Rule G-12. Uniform Practice
(a) through (b) No change.
(c) Dealer Confirmations

(i) through (v) No change.

(vi) In addition to the information required by paragraph (v)
above, each confirmation shall contain the following informa-
tion, if applicable:

(A) No change.
(B)-#4 H Habt ey form:

* Strike-through indicates deletions.

(C) through (1) Renumbered (B) thorugh (H).
(d) through (/) No change.

Rule G-I5. Confirmation, Clearance and Settlement of
Transactions with Customers

(a) Customer Confirmations

(i) through (i) No change.

(i) In addition to the information required by paragraphs (i)
and (i) above, each confirmation to acustomer shall containthe
following informaton, if applicable:

(A) No change.

ol h-offeet-
(C) through (J) Renumbered (B) through (I).
(iv) through (ix) No change.
(b) through (e) No change.
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Disclosure of Uncertain Tax Status
of Market Discount Securities:
Rule G-17

Interpretation

The Board advises dealers to disclose to customers, at or
before the time of trade, the current uncertain tax conse-
quences of purchases of municipal securities at a market
discount.

Rule G-17. Disclosure of Uncertain Tax Status of Market
Discount Securities

The Municipal Securities Rulemaking Board has received
inquiries concerning the application of Board rules to
transactions in municipal securities sold at a market discount.
H.R. 3545, recently passed by the House of Representatives, if
enacted into law, would require purchasers of discounted
securities to realize yearly taxable income.

The pending legislation would apply to "market discount"
securities purchased after October 13, 1987. The bill has not

1 Rule G-17 provides:

been acted on by the Senate and is notthe law. The proposed
retroactive effective date of the provision, however, has created
some uncertainity concerning the tax consequences to cus-
tomers who are purchasing market discount securities.

The Board is of the view that while this bill is pending, under
rule G-17, onfair dealing, dealers should disclose to customers,
at or before the time of trade, that the tax consequences of
purchases, made on or after October 13, 1987, of municipal se-
curities at a market discount are uncertain.! The uncertain tax
status and the duty to disclose it apply to "tax swaps" involving
market discount securities as well as to other sales of market
discount securities to customers. Customers also should be
alerted to the potential effect on the market value of such
securities if the proposed provision is enacted into law.

With respect to confirmation disclosure, Board rule G-15(a)
contains no specific requirement for dealers to disclose on
confirmations the uncertain tax consequences of a transaction.
The Board notes that a dealer has the discretionto include such
information in the description area of the confirmation if the
dealer deems this advisable. Confirmation disclosure, how-
ever, does not excuse the duty of a dealer to explain material
facts about a transaction to a customer at or before the time of
trade.

MSRB Interpretation of November 11, 1987, by Angela
Desmond, General Counsel.

Inthe conduct of its municpal securities business, each broker, dealer and municipal securities dealer shall deal fairly with all persons and shall

not engage in any deceptive, dishonest or unfair practice.
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Sole Underwriting Period: Rule G-32

Amendment Filed

The proposed amendment would define the underwriting
period for sole underwriters.

On October 5, 1987, the Board filed with the Securities and
Exchange Commission a proposed amendmentto rule G-32on
disclosures on connection with new issues. The amendment
would define the "underwriting period" in new issue distributions
made by sole underwriters (sole underwritings) and thus would
identify the transactions that are subject to the requirements of
rule G-32. The amendment will become effective upon approval
by the Commission. Persons wishing to comment on the
amendment should comment directly to the Commission.!

Background

Rule G-32 requires all dealers selling new issue municipal
securities during the underwriting period to delivera copy of the
official statement for the issue, if one will be prepared, to each
customer no later than settlement with the customer2 The
underwriting period is defined to begin with the first submission
to a syndicate of an order for the purchase of the securities or
the purchase of such securities from the issuer, whichever first
occurs. The underwriting period ends when the issuer delivers
the securities to the syndicate or the syndicate no longer retains
anunsold balance of the securities, whichever lastoccurs. This
definition is designed to ensure that a sufficient number of
investors receive new issue disclosures.?

The Board has interpreted rule G-32 to apply to sole

underwritings notwithstanding the use of the term "syndicate" in
the definition of underwriting period and has stated that the
number of underwriters is irrelevant to the purposes of the rule.4
The definition of underwriting period for syndicated under-
writings, however, is not appropriate for sole underwritings
because a sole underwriter may retain portions of an issueinits
inventory long after the delivery of the issue by the issuer and
completion of the initial reoffering.

Summary of Amendment

The amendment would define the underwriting period for
sole underwritings to begin upon the first submission of an
order for the issue or the purchase of the issue from the issuer
by the underwriter, whichever first occurs. It would define the
underwriting period to end when both of the following two
conditions are met: (1) the issuer delivers the securities to the
underwriter; and (2) the underwriter no longer retains an unsold
balance of the securities or 21 calendar days elapse after the
first submission of an order to the underwriter, whichever first
occurs.

Summary of Comments

In March 1987, the Board solicited comments on the
proposed amendment and received three comment letters.s
The two commentators who addressed the substance of the
proposed rule change generally supported it.6 One commen-
tator suggested the underwriting period for sole and syndicated
underwritings end five business days following the "initial street
settlement date' to make it easier for dealers that are not

Questions about this notice may be directed to
Harold L. Johnson, Assistant General Counsel.

1SEC File No. SR-MSRB-87-13. Comments filed with the Commission should refer to the file number.

2 For negotiated issues, certain underwriting information also must be provided in writing. Hf an official statement in final form is not prepared by or
on behalf of the issuer, an official statement in preliminary form, if any, must be sent to the customer with a notice that no final official statement is
being prepared. The rule also makes certain disclosure delivery requirements for inter-dealer transactions to facilitate the availability of official
statements on new issues.

3 All dealers selling new issue securities during the underwriting period, including those dealers that are not underwriters for the issue, are subject
to the requirement of rule G-32 to deliver new issue disclosures to customers.

4 MSRB Interpretation of April 18, 1979, by Mark K. Sisitsky, MSRB Manual (CCH) para. 3656.15 at 5253.

5 MSRB Reports Vol. 7, No.2 at 17-18 (March 1987). The comment letters are available for inspection at the Board's Offices.

8 One commentator apparently misunderstood the term "underwriting period" to relate to a deadline for delivery of official statements to customers
ratherthan adetermination of the transactions subject to rule G-32. The proposed amendmentdoes not alter the requirement that newissue disclosure
documents be delivered to a customer no later than settlement of the transaction.

1
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underwriters to determine when the underwriting period ends.
The Board believes that the proposed rule change and the
definition of underwriting period for syndicated underwritings
provide adequate objective criteriafor dealersto determine their
obligations under rule G-32. Another commentator suggested
replacing the 21-day period in the proposed rule change with a
30-day period. The Board, however, concluded thatthe 21-day
period provides the appropriate balance between the disclo-
sure objectives of rule G-32 and the burdens on dealers to
comply with the rule.

October 6, 1987

Text of Proposed Amendment’

Rule G-32. Disclosure in Connection with New Issues

(a) through (b) No change.

(c) Definition of New Issue Municipal Securities and Official
Statement.

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

* Underlining indicates new language; strike-through indicates deletions.

(i) £The term "new issue municipal securities" shall mean
securities of an issue that are sold by a broker, dealer, or
municipal securities dealer during the underwriting period,
defineeHinrule-G-H-of theBeard-but shall not include issues of
tax-exempt commercial paper.-and

(ii)_The term "underwriting period" shall mean:

(A) _for securities purchased from an issuer by a
syndicate, the period defined in paragraph (a)(ix) of rule G-11
on sales of new issue municipal securities during the underwrit-
ing period; and

(B) for securities purchased from an issuer by one
broker, dealer or municipal securities dealer, the period com-

mencing with the first submission to the broker, dealer or
municipal securities dealer of an order for the purchase of the

securities or the purchase of such securities from the issuer,
whichever first occurs, and ending at suchtime as the following

two conditions both are met: (1) the issuer delivers the securi-
ties to the broker, dealer or municipal securities dealer, and (2)
the broker, dealer or municipal securities dealer no longer

retains an unsold balance of the securities purchased from the
issuer or 21 calendar days elapse after the date of the first

submission of an order for the securities, whichever first occurs.
£} renumbered (iii) No change.
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CUSIP Numbers for Secondary
Market Securities: Rule G-34

Amendments Approved

The amendments require dealers to apply for new CUSIP
numbers for secondary market securities that have one
CUSIP number but are no longer a single, fully fungible
group of securities.

On October 14, 1987, the Securities and Exchange Commis-
sion approved amendments to rule G-34 on CUSIP numbers
and the dissemination of initial trade date information.? The
amendments require dealers to apply for new CUSIP numbers
for secondary market securities that are assigned a CUSIP
number which no longer designates a single, fully fungible
group of securities. The amendments became effective upon
approval by the Commission.

Background

Rule G-34 requires dealers to apply to the Board or its
designee for new CUSIP numbers in certain specified
circumstances.2 Section (a) of the rule requires any dealer that
acquires a new issue of municipal securities, as a principal or
agent, to apply for the assignment of CUSIP numbers to the
new issue.? If the naw issue will be used to refund an outstand-
ing issue of municipal securities in such a manner that securi-
ties previously assigned one CUSIP number are refunded to
more than one date or price, the dealer also must apply for new
CUSIP numbers for the outstanding issue. Section (b) of rule
G-34 requires any dealer that acquires or arranges for a
transferable instrument altering the security or source of pay-
ment for part of a maturity of an outstanding issue to apply for
new CUSIP numbers for the securities that are subject to the
transferable instrument when traded with the instrument at-
tached.4

Dealers and the automated clearance and settlement sys-

1 SEC Release No. 34-25020.

tems depend upon CUSIP numbers to identify municipal secu-
rities and the usefulness of the CUSIP numbering system to
identify securities is diminished if the same CUSIP number is
assigned to two or more types of securities having different
features. Several circumstances not specifically addressed by
rule G-34, however, such as secondary market insurance ob-
tained by customers or remarketed securities, may cause sec-
ondary market securities previously having identical features no
longer to be fungible.

Summary of Amendments

The amendments require a dealer to apply for new CUSIP
numbers in connection with the sale or offering of any secondary
market municipal securities that are assigned a CUSIP number
that no longer designates securities that are identical with
respectto certain specified features. These features, whichalso
are used to determine CUSIP number assignment for new
issues, are listed in rule G-34(a)(i)(A). They are:

(1) complete name of issue and series designation, if
any;

(2) interest(s) rates and maturity date(s);

(3) dated date;

(4) type of issue (e.g., general obligation, limited tax or
revenue);

(5) type of revenue, if the issue is a revenue issue;
(6) details of all redemption provisions;

(7) name of any company or other person in addition
to the issuer obligated, directly or indirectly, with
respect to the debt service on all or part of the issue,
and

(8) any distinction(s) in the security or source of
payment of the debt service on the issue.

The amendments require a dealer applying for new CUSIP
numbers for secondary market securities to provide the CUSIP

Questions about the amendments may be directed to
Harold L. Johnson, Assistant General Counsel.

2The Board has designated the CUSIP Service Bureau to receive these applications.

3The CUSIP numbers must be obtained on or prior to the date of sale of the issue. The rule also requires any dealer serving as afinancial advisor
to the issuer of a competitive issue to be responsible for ensuring that CUSIP numbers are assigned to the issue.

4Suchinstrumentsinclude insurance with respectto debtservice ontheissue, putortender options, letters of credit orguarantee orany similardevices.
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number previously assigned to the securities and other infor-
mation necessary to ensure the appropriate CUSIP number
assignmenttothe securities. The amendments apply only ifthe
secondary market securities are eligible for CUSIP number
assignment. The CUSIP Service Bureau is expandingthe types
of municipal securities eligible for CUSIP number assignment
and the Board urges dealers to contact the Service Bureau to
determine the CUSIP eligibility of secondary market securities.

October 14, 1987

Text of Amendments”

Rule G-34. CUSIP Numbers and Dissemination of Initial
Trade Date Information

(a) No change.
(b) Secondary Market Securities.

(i) Exeeptas-otherwiseprovided-inthisseetien{b}eEach
funicipal-seeurities broker,_dealer or municipal securities

dealer whe that, in connection with a sale or an offering for sale
of par—but-Ret-ait-of an-eutstanding maturity of an issue of
municipal securities, acquires or arranges for the acquisition of
a transferable instrument applicable to such part which alters
the security or source of payment of such part shall apply in
writing to the Board or its designee for the assignment of a
CUSIP number whieh-wilHse-wsed to designate the part of the
eutstanding maturity of the issue which is the subject of the
instrument when traded with the instrument attached. Such
instruments shall include (A) insurance with respect to the
payment of debt service on such portion, (B) a put option or
tender option, (C) aletter of credit or guarantee, or (D) any other
similar device. This paragraph (i) shall not apply with respectto
any part of an outstanding maturity of an issue of municipal
securities with respect to which a CUSIP number that is appli-

cable to such part when traded with an instrument which alters
the security or source of payment of such part has already been

assigned.
(i) Each broker, dealer or municipal securities dealer, in

* Underlining indicates new language; strike-through indicates deletions.

connectionwith a sale or an offering for sale of part of a maturity
of an issue of municpal securities which is assigned a CUSIP
number that no longer designates securities identical with
resoect to all features of the issue listed in items (1) thorugh (8)

of subparagraph (a) (i) (A) of this rule, shall apply in writing to the
Board or its designee for a new CUSIP_number or numbers to

designate the part or parts of the maturity which are identical
with respect to items (1) through (8) of subparagraph (a)(i) (A).
{ix(iii) The munieipal-seeurities broker, dealer or municpal
securities dealer shall make the application required under this
section (b) as promptly as possible, and shall provide to the
Board or its designee: infermation-sufficient-te-identify
(A) the previously assigned CUSIP number;
(B) all information on the features of the maturity of the
issue listed in items (1) thorugh (8) of subparagraph (a) (i) (A) of

this rule and documentation of the features of such maturity

sufficient to evidence the basis for CUSIP number assignment;
and,

(C)ifthe application is based on an instrument affectingthe
source of payment or security for a part of a maturity of anissue,

information on are-te-deseribe the nature of the instrument
aequired, including the name of any party obligated with re-
spect to debt ser\nce under the terms of such mstrument#he

shaﬂ—pfewde and docurnantatlon sufflcmnt to ewdence the
basawfer—numbeHae&gnmem—eﬁd nature of the instrument

(c) No change.

(d) Eligibility. The provisions of this rule shall not apply to an
issue of municipal securities (or for the purpose of section (b)
%he gﬂy part of an outstandmg matunty of an issue when-t-radad

mem-ef-euah-paﬁ) which does not meet the et|g|b|I|ty criteria for
CUSIP number assignment.

14



Volume 7, Number 5

REP

RB

RTS
November 1987

Notice of Approval

Route to:

%] Manager, Muni. Dept.
Underwriting
Trading

Sales

Operations

Public Finance
Compliance

Training

Other

S

I I I P P

Miscellaneous Technical
Amendments: Rules G-8, G-12
and G-15, and G-19

Amendments Approved
The technical amendments to

e rule G-8 require dealers to maintain records of all de-
liveries of disclosure documents required under rule
G-32;

e rules G-12 and G-15 correct certain cross-references
regarding confirmation disclosure requirements; and

e rule G-19 prohibits a dealer from effecting a transac-
tion for a discretionary account unless the dealer de-
termines that it is suitable.

On October 13, 1987, the Securities and Exchange Commis-
sion approved miscellaneous technical amendements to rules
G-12 and G-15 on good delivery,! and on October 14, 1987, the
Commission approved miscellaneous technical amendments
to rule G-8 on books and records2 and rule G-19 on suitability.2
The amendments became effective upon approval by the
Commission.

Rule G-8(a)(xiii) requires dealers to make and keep records
of all deliveries of disclosure documents required under rule
G-32. The technical amendments to rule G-8(f) require dealers
complying with SEC rule 17a-3, which does not incorporate the
rule G-8(a) (xiii) recordkeeping requirements, to make and keep
records of deliveries of official statements as required by rule
G-8(a) (xiii).

Rules G-12(e) and G-15(c) specify the requirements for
physical deliveries of securities on inter-dealer and customer
transactions, respectively. In 1986, the Board amended rules
G-12(c)(vi) and G-15(a)(iii) to require a disclosure on the con-
firmation if securities are subject to federaltaxation or the federal

1SEC Release No. 34-25017.
2 SEC Release No. 34-25002,
3 SEC Release No. 34-25021.

* Underlining indicates new language; strike-through indicates deletions.

alternative minimum tax. The amendments revise the good
delivery rules, correcting the cross-references in rules G-12(e)
and G-15(c) to these confirmation provisions, and conform the
securities description required on the delivery ticket by rules
G-12(e) and G-15(c) wtih the descriptions required on confir-
mations.

Rule G-19 was amended in 1985 to prohibit a professional
from recommending a transaction in municipal securities un-
less the professional has reasonable grounds to believe, and
does believe, that the recommendation is suitable for the
customer in light of information available from the issuer of the
security. Rule G-19(d)(ji) on discretionary accounts was not,
however, cross-referenced to this requirement. The amend-
ment to rule G-19(d) (ii) prohibits dealers from effecting a trans-
action in municipal securities for a discretionary account unless
the dealer first determines that the transaction is suitable in
terms of both customer and issuer information. Inaddition, rule
G-19(d) (i) references subparagraph (c)(ii) (B), which permits a
dealer to recommend a transaction in municipal securities
wheninformation aboutthe customer is notknown or furnished.
In keeping with past Board interpretations, the amendment to
rule G-19 prohibits a dealer from effecting a transaction with or
for a discretionary account unless the professional first makes
an affirmative determination of the suitability of the transaction
for a customer.

October 14, 1987

Texts of Amendments®

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

(a) through (e) No change.

() Compliance with Rule 17a-3. Municipal securities brokers
and municipal securities dealers other than bank dealers which

Questions about these amendments may be directed
to Diane G. Klinke, Deputy General Counsel or Harold
L. Johnson, Assistant General Counsel.

15



VIS

REP

Volume 7, Number 5

PSP =]

o

RTS
November 1987

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); and
paragraph (a)(xii); and paragraph (a)(xiii), shall in any event be
maintained.

(g) No change.

Rule G-12. Uniform Practice

(a) thorugh (d) No change.

(e) Delivery of Securities. The following provisions shall, unless
otherwise agreed by the parties, govern the delivery of securi-
ties:

(i) No change.

(i) Securities Delivered.

(A) All securities delivered on a transaction shall be identi-
cal as to the information set forth in subparagraph (E) of
paragraph (c)(v) and, to the extent applicable, the information
set forth in subparagraphs (A) and {&} (E) of paragraph (c) (vi).
All securities delivered shall also be identical as to the call pro-
visions and the dated date of such securities.

(B) No change.

(iii) Delivery Ticket. A delivery ticket shall accompany the
delivery of securities. Such ticket shall contain the information
set forth in subparagraphs (A), (B), (D) (except in the case of
transactions in zero coupon, compound interest and multiplier
securities, in which case the maturity value shall be shown), (E)
through (H), (M) and (N) of paragraph (c)(v) and, to the extent
applicable, the information set forth in subparagraphs (A)
through £G3 (1) pf paragraph (c)(vi) and shall have attached to it
an extra copy of the ticket which may be used to acknowledge
receipt of the securities.

(iv) through (xvi) No change.

(f) through (I) No change.

Rule G-15. Confirmation, Clearance and Settlement of
Transactions with Customers

(a) through (b) No change.

(c) Deliveries to Customers. Except as provided in section (d)
below, a delivery of securities by a broker, dealer, or municipal

securities dealer to a customer shall, unless otherwise agreed
by the parties or otherwise specified by the customer, be made
in accordance with the following provisions:

(i) Securities Delivered.

(A) All securities delivered on a transaction shall be identi-
cal as to the information set forth in subparagraph (E) of
paragraph (a)(i) and, to the extent applicable, the information
set forth in subparagraphs (A) and {&} (E) of paragraph (a)(ii).
All securities delivered shall also be identical as to the call
provisions and the dated date of such securities.

(B) No change.

(i Delivery Ticket. A delivery ticket shall accompany the
delivery of the securities. Such ticket shall contain the informa-
tion set forht in subparagraphs (A), (B), (D) (except in the case
of transactions in zero coupon, compound interest and multi-
plier securities, in which case the maturity value shall be
shown), (E) through (H), (L) and (N) of paragraph (a)(i) and, to
the extent applicable, theinformation set forth in subparagraphs
(A)B){S)and through (E) threugh and (G) through £H} (J) of
paragraph (a) (iii).

(iii) thorugh (xii) No change.

(d) through (e) No change.

Rule G-19. Suitability of Recommendations and Transac-
tions; Discretionary Accounts
(a) through (c) No change.
(d) Discretionary Accounts. No broker, dealer or municipal
securities dealer shall effect a transaction in municipal securi-
ties with or for a discretionary account

(i) except to the extent clearly permitted by the prior written
authorization of the customer and accepted in writing by a
municipal securities principal or municipal securities sales
principal on behalf of the broker, dealer or municipal securities
dealer; and

(i) unless the broker, dealer or municipal securities dealer
first determines that the transaction is suitable for the customer
as set forth in paragraphs (c)(i) and (c)(ii)(A) of this rule or
unless the transaction is specifically authorized by the cus-
tomer.
(e) No change.
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New Issue of MSRB
Manual

The updated soft-cover edition of the MSRB Manual , dated
October 1, 1987, now is available.

The MSRB Manual, published by Commerce Clearing
House, includes the Securities Exchange Act of 1934, the
Securities Investor Protection Act of 1970, Board rules and
interpretations, pertinent regulations of other agencies and
samples of forms.

Copies of the updated Manual may be obtained from the
Board's offices by submitting a completed order form along
with paymentin fullforthe amount due. Anorderformis located
on page 19 of this issue. The cost of the Manual is $5.00.

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 Securities
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.
OEIODBI 18T i v vrw w5 aveats somsan Moiaiems $5.00
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.

1985

Professional Qualification Handbook

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

July1986 ......... 5 copies per year
Each additional copy

no charge
$1.50

Manual on Close-Out Procedures

A discussion of the close-out procedures of rule G-12(h)(j) ina
guestion 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
Pamphlet reprinting SICA's Arbitration Procedures and How to
Proceed with the Arbitration of a Small Claim, the text of rules

G-35 and A-16, a glossary of terms and list of sponsoring
organizations.

no charge

Instructions for Beginning an Arbitration

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

1986 no charge

Reporter and Newsletter

MSRB Reports

The MSRB's reporter and newsletter to the municipal securities
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.

Biftri-monthly 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 ques-
tions.

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

NovemBer 1987 il e s v o e o e no charge
Study Outline: Municipal Securities Principal
Qualification Examination

Outline for Test Series 53.

BPHITOBT .o chmsvmet v s s s smes as sssiviess oo no charge

Study Outline: Municipal Securities Financial and
Operations Principal Qualification Examination
Qutline for Test Series 54.

1987 no charge

Brochures

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.

110 500 copies
Over 500 copies

................................ no charge
........................... $.01 per copy

MSRB Information

Brochure describing Board structure and responsibility, the

rulemaking process, and communications with the industry.

1to500copies ...........coviiiiiiiiiantn no charge

Over 500 COPIBE! wy can vas 5 uims gos 055 ¢ mon 25 $.05 per copy
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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 year no charge
Each additional copy $1.50

Manual on Close-Out Procedures $3.00
Arbitration Information and Rules no charge
Instructions for Beginning an Arbitration |no charge

Study Outline: Municipal Securities
Representative Qualification Examination|no charge

Study Outline: Municipal Securities

Principal Qualification Examination no charge

Study Outline: Municipal Securities

Financial and Operations Principal no charge

MSRB Information for Municipal Securi- |1 to 500 copies no charge

ties Investors (Investor Brochure) Over 500 copies $.01 per copy

MSRB Information 1 to 500 copies no charge
Over 500 copies $.05 per copy

Total Amount Due

[(JCheck here if you want to receive MSRB Reports.
[CICheck 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: Date:

Ship to:

Attention:

Address:

Al 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."
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