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Cooke, Chairman
Bober, Vice Chairman
for 1983—84

Arthur T. Cooke, Jr., senior vice president for Bank of
America NT & SA since 1976, has been elected by the Board
to serve as Chairman for the fiscal year, beginning October
1, 1883. Mr. Cooke heads the administration units respon-
sible for strategic and business pianning, marketing, oper-
ations and personnel in the bank’s Financial Services Divi-
sion.

Bernard R. Bober, cofounder in 1868 of Ehrlich-Bober &
Co., Inc., and its chairman, has been elected to serve as
Vice Chairman. Mr. Bober is also chairman of Ehrlich-Bober
Government Securities, Inc., and cochairman of Ehrlich-Bober
Advisors, Inc,

The Chairman discusses important issues for 1983-84 on
page three. The Board Members for the vear are also listed
on page three.

Important Approval

Rules G-12 and G-15
Confirmations of transactions in book-entry
securities.
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New Handbook on
Professional

Qualification Now
Available

The Board has recently published a handbook explaining
its qualification requirements and procedures for municipal
securities professionals. The entry-level professional seek-
ing a career in the municipal securities industry and the
professional moving from one area of responsibility to another
or assuming additional responsibilities should find this
handbook especially helpful.

The qualification requirements are grouped by chapter
according to the categories of municipal securities profes-
sionals so that, at a glance, the basic steps for qualification
in each category should be clear. Othertopics are discussed
at length in separate chapters: qualification examination
procedures, waivers, and disqualification and lapse of qual-

November—January

i i G-25
__Effective date 01
November 1 guarantees against l0ss
__Comments dueon
O % ?ec!amation of deévr;es
_ Fifective date of -12
December 2 gi(ei G-15 transactions 13
| zero coupon. corpp9un
interest and multiplier
gecurities

. -12
__Eftective date of G-
December 28 if;zce_1 5 confirmation

information jor book-
oS
entry gecuritie ‘
1 —_Effective daté of certain
January (-33 provisions

£S

: —SEC approval of
proce ‘ ' S€ Pending 2mendmem 1o

ification. The appendixes contain atable surmmarizing qual- G-12 and G-15 for
ification requirements, a topical index 1o the Board qualifi- * rornated
cation rules, and the text of the qualification rules. A glossary a mparison,
provides definitions for the special vocabulary used by the C?eafance and
municipal securities industry. o (;ememem

A copy of the Professional Qualification Handbook will be 5 CUSIP

mailed to each securities firm and bank dealer registered o G-t r
with the Board. For additional copies, write to the Municipal numboe
Securities Rulemaking Board, 1150 Connecticut Avenue,

NW, Suite 507, Washington, DC 20036 or call (202) 223-
9347. For each fiscal year, five copies may be obtained at
no charge; each additional copy costs $1.50.

discrepancies

Questions concerning the handbook and profes-
sional qualifications should be directed to Peter H.
Murray, Assistant Executive Birector.
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From the Chairman

The coming year may well mark the beginning of a new
era for the MSRB and perhaps for the municipal securities
industry as well. During the first five years of the MSRB's
existence, the basic set of rules was written while the indus-
try grappled with the task of adjusting to them. More recently
the MSRB has directed its efforts to im proving the way trans-
actions were compared, cleared, and settled.

Our industry has a history of settling transactions by pass-
ing around mountains of paper—a system no one particu-
larly liked or knew how to change. Over the past three years
the MSRB adopted a number of rules and rule amendments
designed to set the stage for automated clearance and set-
tlement of transactions. Amendments were made to the
delivery provisions of the MSRB's uniform practice rule,
G-12,.and rule G-34 relating to CUSIP numbers on new
issues was adopted to set the stage for automation.

During the past year these efforts were given greatimpetus

-by the requirement that all municipal bonds be issued in

registered form. In addition, the MSRB considered and
adopted in July amendments to its rules that will require the
use of automated comparison and settlemant systems in
certain circumstances. There can be no guestion that auto-
mation of the municipal securities industry is uponus. Clearly,
this area of rulemaking is also one where regulation can
produce direct benefits to the industry through a reduction
in costs.

In the coming year the MSRB will continue to have to deal
with problems that may develop as the TEFRA registration
requirement makes itself feit and as the industry prepares
for the implementation of the rule amendments pertaining to
immobilization and book entry. The road to automation will
undoubtedly have its share of bumps, twists, and turns.
Further technological developments may also push the
industry and the MSRB to deal with the automation of other
segments of dealer functions.

Two other issues may be taken up by the MSRB in the
coming year. First, the financial problems encountered by a
number of issuers have raised many of the same questions
that were asked at the time the MSRB was created. The MSRB
will have to be sure that its rules are adequate to deal with
the concerns that have been raised by investors in the after-
math of these situations. The other issue relates to the changes
being wrought in the structure of the financial services indus-
try and possible changes in the Glass-Steagall Act. Various
pieces of legislation have been intraduced in Congress which
could substantially alter the financial services industry. Some
of these changes might well have a significant impact on
the MSRB.

Regard|ess of what specific issue may be before the MSRB
for consideration, | ask that you follow the activities of the
MSRB. It is a self-regulatory organization which means that
your input is a necessary part and vital ingredient of the
rulemaking process. Please feel free to contact me, other
MSRB Board Members, or members of the staff on any matter
that you think should be considered by the MSRB.

Arthur T. Cooke, Jr.
Senior Vice President
Bank of America, NT & SA
MSRB Chairman

1983-84

Board Members
1983-84

Bank Representatives

ARTHUR T. COOKE, JR., Senior Vice President
Bank of America, NT&SA ............ .. San Francisco
(415) 622-2201

JOHN L. GLENN, JR., Senior Vice President
SunBank, NA .............. ... ... . Crlando
(305) 237-4778

RALPH HORN, Senior Vice President and Manager
First Tennessee Bank, N.A. Memphis ... ..., Memphis
{801) 766-8055

STEPHEN C. STONE, Senior Vice President and Manager
CullenlFrost Bank ........................... Dallas
{214) 742-2001

FREDERICK C. WITSELL, JR., Senior Vice President
Morgan Guaranty TrustCo. .................. New York
(212) 483-7492

Public Representatives

ROBERT P. BESHAR, Attorney ................ New York
(212) 344-8410

MARY DES ROCHES, Associate Vice President and
Treasurer, University of Minnesota ... . ..., Minneapolis

(612) 373-2058

PETER J.D. GORDON, Vice President _
T. Rowe Associates, Inc. ................._ . Baltimore
(301) 547-2121

MORRIS C. MATSON, Assistant City Manager
Cityof Fort Worthr .................... ... Fort Worth
(817) 870-6190

DONALD J. ROBINSON, Pariner
Hawkins, Delafield & Wood ................. New York
(212} 820-9300

Securities Firm Representatives

BERNARD R. BOBER, Chairman -
Ehrfich-Bober & Co. Inc. ................... . New York
(212) 480-9335

ROBERT N. DOWNEY, Partner
Goldman, Sachs & Co. .................. ... New York
(212) 802-8407

ARCH W. ROBERTS, President
Arch W. Roberts &Co. .................. .. Gainesville
(904) 372-2517

MICHAEL D. VICK, President

M. B. Vickand Company .................... Chicago
(312) 346-3344

EVERETT D. WILLIAMS, Partner
Stone & Youngberg ..................... San Francisco

(415) 981-1314
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Publications List

Manuals

MSRB Manual
Soft-cover, Commerce Clearing House manual {CCH),

. updated semi-annually or annually, containing rules of the

Board: text of the Securities and Exchange Act of 1934, as
amended; text of Securities Investor Act of 1979; samples of
forms; lists of Board members and staff; and new develop-
ments,

October 1, 1983 .. or it $5.00

Professional Qualification Handbook

Anaiysis of requirements for qualification as a municipal

securities representative, principal, sales principal, and

financial operations principal; text of the rules; and glossary

of terms (1983).

49 pages ..........ooeann 5 copies per year (No charge)
Each additional copy ... $1.50

Manual on Close-Out Procedures

Discussion of the close-out procedures of rule G-12(h}(i) in
question-and-answer format, glossary of terms, and text of
rules {1981).

TOPAYES i $2.00 .

Arbitration Procedures: Rules A-16 and G-35
Text of rules (1981).
12 PAOES «t vt eet e {No charge})

Arbitration Information

Explanation of arbitration and the procedures for initiating
arbitration, fee schedule, and glossary of terms.

T2 PAGES - oot s {No charge)

How to Proceed With the Arbitration of a Small Claim
Explanation of arbitration pracedures for filing an arbitration
claim under $2,500, text of rules, and submission agreement
forrm.

T2 PBYES .. oe v e {No charge)

Reporter and Newsletter

MSRB Reports

MSRE reporter and newsletter to the municipal securities
industry on proposed rule changes, rule changes, notices
requesting comment from the industry and public, and news
items.

Members of the industry and other interested parties listed
on the MSRB Reports mailing list receive issues as pub-
lished; additionat copies are sent on request.

Examination Study Outlines

Study Outline: Municipal Securities Representative
Qualifications Examination

Qutline for Test Series 52 (1983).

RST8] oF: o 1= O (No charge}

Study Outline: Municipal Securities Principal
Qualifications Examination

QOutline for Test Series 53 (1982).

= o= To [T SO G {No charge)

Study Outline: Municipal Securities Financial and
Operations Principal

QOutline for Test Series 54 (1978).

A PAGES . iiiie (No charge)

A series of guides outlining subject matter areas a candidate
seeking professional qualification is expected to know; each
guide includes a list of reference materials and sample
questions.

Reports

Report of the Conference on Registered Municipal o
Securities

Report resulting from the forum organized by the Board’s
Task Force on Registered Municipal Securities to define
problems and to explore solutions to the registration require-
ment.

ABPAGES v vvvi v e (No charge)

Prospects for Automation of Municipal Clearance and
Settlement Procedures: Report to the Securities and
Exchange Commission

Special edition of MSAB Reports publishing the SEC-
requested report on the progress achieved in the develop-
ment of automated clearance and settlernent systems (1983}
L oY= Vo = - S (No charge)

Pamphlets

MSRB Information

A coated-stock, three-fold, single-sheet pamphlet describ-
ing Board authority, structure, responsibility, rulemaking
process, and communication with industry.

1—500 COPIES +v'vvnieinriininieiiianineenss {No charge)
OverS00 ... (.05 per copy)

MSRB Information for Investors

A coated-stock, four-fold, single-sheet pamphlet describing
Board rulemaking authority, the rules protecting the investor,
and communication with the industry and investors.

1=500 COPIES .\iveieeriii i {No charge)
OverB500 ... (.05 per copy)
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Rules G-12 and G-15

Amendments Approved on
Confirmations of Transactions in
Book-Entry Securities

On September 29, 1883 the Securities and Exchange
Commission approved certain amendments to Board rules
G-12 and G-15 concerning confirmations of transactions in
securities which are available only in book-entry form. At the
request of the Board, the Commission has delayed the effec-
tiveness of the amendments for a period of 90 days; the
amendments will therefore be applicable to any confirma-
tions of transactions in such securities mailed on or after
December 28, 1983.

Board rules G-12 and G-15 set forth certain requirements
concerning the information to be provided on inter-dealer
and customer confirmations, respectively, Among other mat-
ters, confirmations are required to include, if the securities
involved in the transaction are in registered form, a desig-
nation of that fact. The amendments would include in rules
G-12 and G-15 a requirement that the transaction confir-
mation indicate that the securities involved in the transaction
are available only in book-entry form, if that is the case.

The Board believes that purchasers of municipal securi-
ties available only in book-entry form should be advised of
this fact on the confirmation, since purchasers of municipal
securities customarily expect to be delivered (or to have
access to) securities certificates. The Board believes that,
in those relatively rare instances where securities are avail-
able only in book-entry form (and where this expectation will
not be met), purchasers should be aware that this is the
case, since their inability to obtain physical securities may
raise concerns which might affect their investment decision,
such as possible restrictions on their ability to hypothecate
or otherwise pledge the securities. Further, purchasers may
need to make special arrangements to take delivery of book-
entry securities, particularly if they are not participants in a
depository.

"Underiining indicates additions; deteted language omitted.

The Board notes also that the fact that securities are avail-
able only in book-entry form generaily would be information
that should be disclosed to the customer at the time of trade,
in accordance with the requirements of Beard rule G-17 on
fair dealing.

October 4, 1983

Questions concerning the amendments should be
directed to Donaid F. Donahue, Deputy Executive
Director.

Text of Amendments*

Rule G-12. Uniform Practice
{a) and (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 cantain the following
information, if applicable:

(A) No change.

(B) if the securities are "fully registered,” “registered
as to principal only,” or available oniy in book-entry
form, a designation to such effect;

{C} through (F) No change.

(d) through {I) No change.

Rule G-15. Customer Confirmations

(a) and (b) No change.

(¢) In addition to the information required by paragraphs
(a) and (b) above, each confirmation to a customer shall
contain the following information, if applicable:

(i) No change.
(i) if the securities are "“fully registered,” 'registered as

to principal only,” or available only in book-entry form, a

designation {0 such effect;

(iii) through (vii} No change.

(d) through (i) no change.
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Rule G-12

Amendments Approved on Interest
Payment Checks

On September 30, 1983 the Securities and Exchange
Cormmission approved amendments to the provisions of rule
G-12 regarding the dating of interest payment checks pro-
vided on inter-dealer deliveries. The amendments were
effective upon approval by the Commission.

Board rule G-12 sets forth certain requirements concern-
ing inter-cealer deliveries of securities. Among other mat-
ters, the rule provides that, with respect to deliveries of
securities-made within a certain period of time prior to the
interest payment date, the delivering dealer may attach a
check in lieu of the next-payable coupon, in the case of a
delivery of bearer securities, or, in the case of a delivery of
registered securities, the delivering dealer must attach a
check for the value of the next interest payment to be received
on the securities. Under the previous provisions of the rule,
checks provided in lieu of the coupons or for the value of
the next interest payment were required to be currently dated—
that is, payable as of the date the delivery is presented—
even if the coupons were not redeemable or the interest
payment made for several weeks after the delivery.

The amendments approved by the Commission revise
these requirements to permit the use of post-dated or due
bili checks {i.e., checks payable on the interest payment
date} on ex-coupon or post-record-date deliveries made
prior to the interest payment date.' The Board adopted the
amendments due to its concern that the costs associated
with the use of currently dated checks (e.g., the cost of the
use of the funds for the period from the delivery date to the
interest payment date) would become excessive, and out-
weigh the benefits associated with the use of currently dated
checks, as a result of the effectiveness of the registration
requirements of the Tax Equity and Fiscal Responsibility Act
of 1882.

October 5, 1883

Questions concerning the amendments may be
directed to Donald F. Donahue, Deputy Executive
Director.

Text of Amendments*

Rute G-12. Uniform Practice

(a) through (d) No change.

(e} Delivery of Securities. The following provisions shall,
uniess otherwise agreed by the parties, govern the delivery
of securities:

(i) through (vii) No change.
{viii) Coupon Securities.

(A) through (B) No change.

(C) If delivery of securities is made on or after the
thirtieth calendar day prior to an interest payment date,
the seller may deliver to the purchaser a draft or bank
check of the seller or its agent, payable not later than
the interest payment date or the delivery date, which-
ever is later, in an amount egual to the interest due in
lieu of the coupon.

(ix) through (xiii) No change.
{xiv) Delivery of Registered Securities.

(A) through (F) No change.

(G) Payment of Interest. f a registered security is
traded "and interest" and transfer of record ownership .
cannot be accomplished on or before the record date
for the determination of registered holders for the pay-
ment of interest, delivery shall be accompanied by a
draft or bank check of the seller or its agent, payable
not later than the interest payment date or the delivery
date, whichever is later, for the amount of the interest,

(H} Registered Securities Traded "Flat.” If a regis-
tered security is traded “flat” {i.e. is in default in the
payment of interest) and transier of record ownership
cannot be accomplished on or before the record date
for the determination of registered holders for the pay-
ment of interest, an interest payment date having been
established on or after the trade date, delivery shall be
accompanied by a draft or bank check of the seller or
its agent, payabie not iater than the interest payment
date or the delivery date, whichever is later, for the
amount of the payment to be made by the issuer, unless
the security is traded "ex-interest.”

(xv) and (xvi) No change.

(f) through (1) No change.

'Interest payment checks attached to deliveries made after the interest payment date would, of course, be required to be dated not later than the delivery date.

*Uncerlining indicates additions; deleted language omitted.
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Rule G-12

Comments Requested on
Reclamation of Deliveries

~ The Board is circulating for public comment certain draft
amendments to the provisions of rule G-12(g) regarding
rectamations of deliveries of municipal securities. The draft
amendments would make two substantive changes to these
provisions of the rule as they reiate to certain reclamations
of securities, and would revise other provisions of the rule
to clarify- the operation of the reclamation procedure gen-
erally.’ The draft amendments are being circulated for the
purpose of eliciting comment prior to further consideration
by the Board and filing with the Securities and Exchange
Commission.

Provisions of Draft Amendments

The draft amendments propose to require that reclama-
tions of securities which have been reported as lost or stolen
be accompanied by evidence of the securities’ status.—
Board rule G-12(g) currently requires that reclamations of
securities be accompanied by a notice of reclamation which
states, among other matters, "the reason for ... reclama-
tion . . .™ the rule does not, however, require that the reclaim-
ing dealer provide evidence substantiating the validity of
the reason cited.

The Board has concluded that the absence of such an
evidentiary requirement may not be appropriate in the case
of a reclamation of securities which have been reported to
be lost or stolen, since such a reclamation may have far
more serious results than other types of reclamations, and
since the delivery problem giving rise to the reclamation is
not easily remedied, and the securities reclaimed may not
have value to the recipient of the reclamation. Further, par-
ties receiving reclamations of securities which have been
reported to be lost or stolen typically attempt to verify the
validity of the reclamation by contacting an agent of the
issuer or other appropriate person to determine that such a
report has been made; in contrast, parties receiving secu-
rities rectaimed for other reasons typically can verify the
validity of the reclamation by inspecting the securities or
checking internal records. Due to the serious nature of a
reclamation of “lost or stolen” securities and the need to rely
on outside verification of the validity of the reciamation, the

Board believes that it may be desirable to reguire that evi-
dence substantiating the fact that the securities are deemed
to be “lost or stolen” securities be provided at the time the
reclamation is made.

The draft amendments, therefore, would require that a
reclamation of “lost or stolen” securities be accompanied
by written evidence substantiating (1) that the securities
have been reported 10 be lost or stolen, and (2) that the loss
or theft which is the basis of the report has occurred on or
before the date of the delivery being reclaimed. In most
instances a single document such as a copy of a “stop
payment” letter would be sufficient for both purposes. in
certain. instances, however, where the loss or theft is not
discovered (and/or the report not made) until after the date
of the delivery being reclaimed, several documents may be
necessary; in these cases, for example, the reclaiming dealer
may need to obtain a letter from the party filing the report
indicating the date on which the loss or theft is believed to
have occurred or the date after which the securities should
have been in its possession.

The provision of such documentation, in the Board's view,
would provide a more definitive basis for the reclamation,
and eliminate the need for duplicative inquiries by each
party receiving the reclamation to verify that a report of loss
or theft has been filed.

The draft amendments propose ta permit partial recla-
mations in the case of fraudulent or counterfeit securities, or
securities which have been reported to be lost or stolen.—
The Board has previously interpreted the provisions of rule
G-12(g) to permit parties making reclamation to return only
those securities which were not in deliverable form at the
time of the original delivery (rather than returning all of the
securities delivered); however, such parties were required,
under this interpretation, to reclaimall of the securities need-
ing to be reclaimed at the same time, rather than making
partial reclamations of such securities with the balance to
be reclaimed at a later date. The Board continues to believe
that such an approach is generally appropriate in order {0
minimize the burdens of processing reclamations, and,

Commenis should be submitted to the Board on or
before November 30, 1983, and should be sent to
the attention of Donald F. Donahue, Deputy Exec-
utive Director. Written comments will be available
for public inspection.

"These revisions would incorporate into the sule text existing Board inerpretations of the reclamation provisions.
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accordingly, has included in the draft amendments lan-
guage incorparating this requirement into the text of the rule.

In the case of reclamations of fraudulent or counterieit
securities or securities which have been reported to be Jost
or stoien, however, the Board believes that this approach
may be unduly burdensome. Such securities typically do
not have value to a party holding them in preparation for a
reclamation, whether due to the disputed nature of such
party's title to the securities or to the securities’ intrinsic lack
of value. As a consequence, the party holding such securi-
ties generally cannot finance the position, and may experi-
ence serious financial difficulties if it is forced to hold the
securities for any length of time {particularly if it has made
payments to parties returning the securities to it) until ali of
the securities needing to be reclaimed are recovered.

The Board believes that the burdens potentially imposed
by the prohibition against partial reclamations of “lost or
stolen,” fraudulent or counterfeit securities are unnecessar-
ily harsh. Accordingly, the draft amendments propose to
permit partial reclamations of securities which are fraudulent
or counterfeit, or which have been reported to be lost or
stolen.

The draft amendments would clarify the operation of the
reclamation procedure and make other technical changes
in the rule.—in addition to the itwo substantive changes
described above, the draft amendments would extensively
revise.the text of the rule to clarify the operation and effect
of the reclamation procedure. The draft amendments would
conform the definition of the term “reclamation” to accepted
industry usage; specify the manner in which a reclamation
is to be settled; clarify the effect of the reclamation; provide
a more detailed procedure for demanding reclamation (in
cases where the party who had previously delivered the
securities needs to have them returned); and make other
technical changes.

September 16, 1983

Text of Draft Amendments*

Rule G-12. Uniform Practice
(a) through (f) No change.
(g) Rejections and Reclamations.

(i) Definitions. For purposes of this section, the terms
“rejection” and “reclamation” shall have the following
meanings:

(A) “Refection” shall mean refusal to accept securi-
ties which have been presented for delivery.

(B) "Reclamation” shall mean return by the receiving
party of securities previously accepted for detivery,

(i) Basis for Rejection. Securities presented for delivery
may be rejected if the contra party fails to make a good
delivery.

(iii) Basis for Reclamation and Time Limits. A recla-
mation may be made by the receiving party or a demand
for reclamation may be made by the delivering party if,
subsequent to delivery, information is discovered which,
if known at the time of the delivery, would have caused
the delivery not to constitute good delivery, provided such

"New {anguage is underscored; deleted language has been omitied.

reclamation or demand for reclamation is made within the
following time limits:

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

{1) not good detivery because a coupon, or an
interest check in lieu thereof, required by this rule to
accompany delivery was missing; or

(2) not good delivery because a certificate or
coupon was mutilated in a manner inconsistent with
the provisions of paragraphs {e)(vii} or {ix} hereof; or

(3) not good delivery because a legal opinion
or other documents referred to in paragraph (e}{xi)
hereof were missing; or

{4) not good delivery because the securities
(which are issuable in both bearer and registered
form) were delivered in registered form and were not
identified as such at the time of trade.

(B) Reclamation or dermand for reclamation because
an interest check accompanying delivery was not hon-
ored shall be made within three business days following
receipt by the purchaser of the notice of dishonor.

(C) Reclamation or demand for reclamation by reason
of the following shall be made within 18 months follow-
ing the date of delivery:

(1) irregularity in delivery, including, but not
limited 1o, delivery of the wrong issue (i.e., issuer,
coupon rate or maturity date}, duplicate delivery,
delivery to the wrong party or location, or over deliv-
ery; or

(2) refusal to transfer or deregister by the trans-
fer agent due to presentation of documentation in
connection with the transfer or deregistration which
the transfer agent deems inadequate; or

(3) information pertaining to the description of
the securities was inaccurate for either of the follow-
ing reasons:

(i) information required by subparagraph

(c)(v){E) of this rule was omitted or erroneously

noted on a confirmation, or

(ii) information material to the transaction but
rot required by subparagraph (c){(v)(E) of this
rule was erroneously noted cn a confirmation.

{D) Reclamation or demand for reclamation by reason
of the following may be made without any time limitation:

(1) the security delivered is reported missing
or stolen, or is frauduient or counterfeit; or

(2) not good delivery because notice of cali for
less than the entire issue of securities was published
on or prior to the delivery date and the securities were
not identified as "called™ at the time of trade.

The running of any of the time periods specified in this
paragraph shall not be deemed to forectose a party’s right
to pursue its claim via other means, including arbitration.

(iv) Procedure for Rejection or Reclamation.

(A) If a party elects to reject ar reclaim securities,
rejection or reclamation shall be effected by returning
the securities to the party who had previously delivered
them. In the case of a reclamation, the reclaiming party

10
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may reclaim all {or, inthe case of a reclamation pursuant
to subparagraph {D)}{1) of paragraph (g){iii} above, any
part) of the securities which were not in "good delivery”
farm on the delivery date in lieu of reclaiming all of the
securities delivered.

(B) The rejecting or reciaiming party shall also pro-
vide a written notice which contains sufficient informa-
tion to identify the delivery to which the notice relates.
The notice shall have attached to it 2 copy of the original
delivery ticket or other proof of.delivery, and shall state,
to the extent not set forth on the attached document, the
following:

(1) the name of the party delivering the securities;

(2) the name of the party receiving the securities;

(3) a description of the securities;

(4) the date the securities were delivered;

{5) the date of rejection or reclamation;

{6) the par value of the securities which are being
rejected or reclaimed,;

{7) in the case of a reclamation, the amount of
money the securities are reclaimed for; ‘

{8) the reason for rejection or reclamation; and

{9) the name and telephone number of the person
to contact concerning the rejection of reclamation.

{C) A party demanding reclamation of securities shall
send to the contra-party a notice demanding reclama-

tion of the securities. Such notice shall have attached
to it a copy of the original delivery ticket or other proof
of delivery, and shall state, to the extent not set forth on

the attached document. the information specified in items
(1) through (8) of subparagraph (B) above.

(D) In the event of a reclamation or a demand for
reclamation of a security reported missing or stolen, the
reclaiming parly or the party demanding reclamation
shall also provide a document or documents made
available by the issuer, an agent of the issuer, or other
authorized person evidencing the report and evidenc-
ing that the loss or theft that is the subject of the report
had occurred on or prior to the original delivery date.
(v} Manner of Settlement of Reciamation. Upon recta-

mation properly made pursuant to this rule. the party
receiving the reclamation shall immediately give the party
making the reclamation either the correct securities in
proper form for delivery in exchange for the securities
originatly delivered, or the money amount (or the appro-
priate portion of the money amount) of the original trans-
action. A party receiving a notice of demand for recla-
mation shall reclaim the securities which are the subject
of such notice as promptly as possible.

(vi) Effect of Rejection or Reclamation. Rejection or rec-
lamation of securities shall not constitute a canceliation
of the transaction. In the event of a reclamation of securi-
ties, unless otherwise agreed, the party to whom the secu-
rities have been reclaimed shall be deemed to be failing
to deliver the securities, as of the original transaction
settlement date, until such time as a proper delivery is
made or the.transaction is closed out in accordance with
section (h) of this rule.

(h} through (1) No change.
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Rule G-12

Amendments Filed on CUSIP
Number Discrepancies

On Qctober 4, 1983 the Board filed with the Securities and
Exchange Commission proposed amendments to the pro-
visions of Rule G-12 concerning CUSIP number discrepan-
cies on deliveries. The proposed amendments would clarify
that certain exceptions, stated in the rule, to the provisions
permitting rejection of a delivery with a CUSIP number dis-
crepancy do not apply to a delivery of a new issue security
by an underwriter. The proposed amendments would also
delete the reference in the rule to the effective date of the
existing provision. The proposed amendments will not become
effective until approved by the Commission.

Board rule G-12(e) sets forth certain requirements con-
cerning inter-dealer deliveries of securities. Subparagraph
(e)ii)(B) of the rule provides that the securities delivered on
a transaction must have the same CUSIP number as that
specified on the confirmation of the transaction in accor-
dance with the requirements of section (¢) of the rule; a
delivery of securities which did not meet this requirement
couid be rejected by the receiving dealer. This subpara-
graph also provides, however, that certain types of discrep-
ancies between the CUSIP number shown on the confirma-
tion and that assigned to the security (i.e., discrepancies
resulting from transcription errors or from the assignment of
a substitute number) do not constitute an adequate basis for
rejection of a delivery.

On July 6, 1983 Board rule G-34 on “CUSIP Numbers”
became effective. Rute G-34 requires, among other matters,
that the underwriter of & new issue municipal security which
is eligible for CUSIP number assignment must have a num-
berassigned to such security and have such number imprinted
on or affixed in some other fashion to the security. Subse-
quent to the effective date of the rule, certain underwriters
of new issue municipal securities questioned the relation-
ship between the provisions of rule G-34 and the provisions
of rule G-12(e}{ii)(B). These persons inquired, for example,
whether a delivery by an underwriter of a new issue munic-
ipal security which had an incorrect CUSIP number imprinted
upon it could be rejected by the receiving dealer. These
persons also asked whether such a delivery could be rejected
it the number was incorrect as a result of a transcription

*Underlining indicates new language; broken line indicates deietion.

error. The Board advised these persons that rule G-34 clearly
requires an underwriter making a delivery of a new issue
municipal security to affix the correct CUSIP number to the
security; failure to do so {(whether by omitting the number
entirely or by affixing an incorrect number) would be a vio-
lation of this requirement of rule G-34. Further, such a deliv-
ery could in many instances be rejected by the recipient,
depending on the nature of the error in the printing of the
number,

The Board is of the view that underwriters delivering new
issue municipal securities should in all cases be delivering
securities with the correct CUSIP number imprinted on them,
and that in no circumstances should underwriters be per-
mitted to deliver new issue municipal securities with incor-
rectly imprinted numbers. Although an underwriter deliver-
ing securities with incorrectly imprinted numbers could be
subject to an enforcement action for violation of Board rule
(G-34, the Board believes that the delivery requirements of
rule G-12(e) should be amended {o permit persons receiving
such deliveries from an underwriter to reject the delivery in
all cases. The Board notes that this would further the objec-
tives of Board rule G-34 by preventing securities with inac-
curate CUSIP numbers from being introduced into the mar-
ket; the Board also believes that this would provide a more
immediate and effective means of ensuring compliance with
the requirements of rule G-34. Accordingly, the proposed
amendments would revise the provisions of rule G-12(e)(ii)(B)
to make clearthat in all cases new issute municipal securities
delivered on inter-dealer transactions must have the correct
CUSIP number imprinted on or otherwise affixed to them.

The proposed amendments also deiete the last sentence
of subparagraph (e){ii)(B), which set forth the now-past
effective date of the subparagraph.

October 4, 1983

Questions concerning the proposed amendments
should be directed to Donald F. Donahue, Deputy
Executive Director.

Text of Proposed Amendments*

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

unless otherwise agreed by the parties, govern the delivery
of securities: ’

(i) No change.
(ii) Securities Delivered.

(A) No change.

(B) The securities delivered on a transaction shall
have the same CUSIP number as that set forth on the
confirmation of such transaction pursuant to the require-
ments of subparagraph (¢)}{v)(F) of this rule; provided,
however, that, for purposes of this subparagraph, a
security (other than a new issue security delivered by

an underwriter) shall be deemed to have the same CUSIP
number as that specified on the confirmation (1) if the
number assigned to the security and the number spec-
ified on the confirmation ditfer only as a result of a
transposition or other transcription error, or {2) if the
number specified on the confirmation has been assigned
as a substitute or alternative number for the number
reflected on the security.The-previsions of-this subpar
agraphH{B) shal-becemecHestive-or-January-23, $983.
{iii} through (xvi} No change.
(f) through (1) No change.
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Rule G-12

Notice of Withdrawal of Draft
Amendment on Partial Deliveries

On May 2, 1983 the Board released for public comment a
draft amendment to the provisions of Board rule G-12 regard-
ing partial deliveries on transactions between municipal
securities brokers and municipal securities dealers. The
draft amendment would have specified that a party receiving
a partial delivery on such a transaction in an amount of
$25,000 par value securities or more would be required to

accept such delivery. The Board has determined notto adopt |

the draft amendment at this time, for the reasons discussed
below.

In response to the May 1983 exposure draft the Board
received 22 letters of comment from members of the munic-
ipal securities industry and others. Certain of these com-
mentators favored adoption of the draft amendment, assert-
ing that it would reduce the total doliar volume of failed
transactions in municipal securities and foster the use of
automated systems for the clearance of transactions. Other
commentators—the substantial majority—opposed adop-
tion of the draft amendment. These persons argued that the
draft amendment would increase dealers’ interest costs,
impase a serious burden on smaller dealers who sold secu-
rities to individual investors and small institutions (since
these dealers would be unable to redeliver securities received
on a partial delivery to such persons), and eliminate incen-
tives for the completion of failed transactions. These persons
also asserted that the relative lack of fungibility of municipal
securities made it impossible to minimize the burdens

impased by the draft amendment through borrowing or pur-
chasing replacement securities, and exposed the recipient
of a partial delivery to significant market risk if the selling
dealer was unable to deliver the balance of the securities
owed on the transaction.

The Board is persuaded that the commentators opposing
adoption of the draft amendment have raised significant
concerns about the effect of the amendment were it to be
adopted at present. Although the Board continues to believe
that the draft amendment may offer benefits to the municipat
securities industry, the Board has concluded that these
potential benefits are currently outweighed by the potential
negative effects cited by the commentators. Accordingly,
the Board has determined to withdraw the draft amendment
at this time.

The Board believes, however, that the potential negative
effects of the adoption of the draft amendment that currently
necessitate its withdrawal may be ameliorated over time as
the industry's clearance systems become more efficient and
a national clearance and seftiement system for municipal
securities transactions develops. The Board intends to con-
tinue to monitor the state of the industry’s clearance systems, .
and, in particular, the impact of the adoption of automated
clearance procedures on such systems. Should future devel-
opments warrant, the Board will revisit the question of the
draft amendments at an appropriate date and may repropose
the amendment for further comment at that time.

October 5, 1983

Questions concerning this notice should be directed
to Donald F. Donahue, Deputy Executive Director.
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Maturity Value of the Securities
Ru Ies G-1 2 and G-1 5 The amendments require that the guantity of securities

shown on confirmations of transactions in zero coupon, com-

Amendments Approved on pound interest and muitiplier securities shall be the maturity
i i : value of the securities.

Transactions in Zero COUPO!’!, . Board rules G-12 and G-15 require that confirmations of

Compound Interest and Multiplier transactions state the “par value of the securities.” The

Securities amendments reflect the fact that zero coupon, compound

interest and multiplier securities are likely to be traded and

On October 12, 1983, the Securities and Exchange Com- sold on the basis of their maturity value.®

mission approved the Board’s amendments to rules G-12on Description of the Interest Rate
uniform practice and G-15 on customer confirmations con- The amendments provide that the interest rate shown on
cerning the information to be set forth on both inter-dealer confirmations of transactions in the subject securities shall
and customer _conﬂrmatlons of transactions in zero coupon, be stated as “0%." .
- compound interest and multiplier securities. . Board rules G-12 and G-15 require that inter-dealer and
Some new issues of municipal securities soid in recent customer confirmations set forth certain descriptive details
years have had several maturities with a stated interest rate about the securities, including the “interest rate.” The con-
¢§ | )of 0% (“zero coupon” securities). Such securities are sold firmation rules require that a confirmation of a transaction in
" at deep discounts, with the investor's return received in the a zero coupon security state the interest rate as “0%.” The
form of an accretion of this discount to par. Otper Issues, Board also concluded that confirmations of transactions in
often described as “"compound interest” or “multiplier compound interest and multiplier securities should identify
securities, have been issued with a stated rate of investment the “interest rate” as "0%." The Board believed that such
return; an investor purchasing such a security would receive information will help to alert purchasers to the fact that they
at maturity a single payment (the "maturity vaiue") repre- will not receive “interest” payments in the same fashion as
senting both return of the initial principal value and payment with more iraditional municipal securities and also may pre-

of an investment return accrued over the life of the instrument
at a stated, compounded rate.

In response to industry inquiries, the Board published a
notice requesting comments and discussing the application

vent customers from mistakenly assuming that the subject
securities pay "interest” in addition to the investment return
included in the maturity value.

of Board rules to transactions in zero coupon, compound Transaction Moneys

interest and multiplier securities.” The notice, in part, rerminded The amendments provide that, with respect to confirma-
dealers that the Board's fair dealing rule, rule G-17, imposes tion disclosure of transaction moneys for transactions involv-
an obligation on persons selling these securities to the pub- ing zero coupen, campound interest and multiplier securi-
lic to disclose their important characteristics adequately. ties, a figure representing accrued interest is not required
For example, it is essential that investors be made aware to be included on the confirmation.

that such securities do not pay interest on a periodic basis. Rules G-12 and G-15 require that confirmations show the
Further, the call features applicable to zero coupon, com- “total dollar amount of [the] transaction,” as well as its com-
pound interest, and muitiplier securities usually permit such ponents—an “extended principal amount” and an “amount
securities to be called at a price substantially below the of accrued interest.” Since zero coupon securities have a
maturity value; the Board concluded that this is material stated interest rate of “0%," they would not have “accrued
information which should be disclosed at or before the time interest.”" A confirmation of a transaction in such securities,

of trade. Additionally, because the tax considerations asso-
ciated with investrnents in these types of securities are com-
plex, investors purchasing such securities should be advised, Questions regarding this notice may be addressed
.=~ at minimum, of the need to consult with tax advisors on the to Angela Desmond, General Counsel.
. '\\ proper treatment of income received from such investments,

The Qctober 1882 notice is set forth in MSRB Reports, vol. 2, no. 2 (October/November 1982), at 13-15 as well as in the "New Developments™ section of the
CCH MSAB Manual, 110,225,

2The Board notes that, in the case of a zero coupon security, the maturity value of the security will be the same as the “par valug,” since such securities are
initizlly sold at a stated (deep discount) percentage of “par value."
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therefore, sets forth an “extended principal amount” and an
{equal) “total dollar amount,” with both the initial principal
and the investment return {accreted discount) included in
this single sum. A similar method of presenting the money
detail on the confirmation of a transaction in a compound
interest or muitiplier security is now permitted. As is the case
with zero coupon securities, the price of a transaction in
these instruments may be based upon the present value of
the single "maturity value™ amount. The Board is of the view
that breaking up this single present value amount into initial
principal and “accrued interest” components would not pro-
vide additional meaningful information to the custorner.
Yield and Dollar Price Calcufation

The amendments clarify the application of the yield dis-
closure requirements of rule G-15 to customer confirmations
of transactions in the subject securities by deleting the
adjective “premium” in the rule’s reference to the compu-
tation of yield "to premium call.”

Rule G-15 requires that customer confirmations must set
forth the yield and the related dollar price. The yield shown
on the confirmation must be the lowest of the yield to pre-
mium call, yield to par option, or yield to maturity. This
requirement is currently applicable to transactions in zero
coupon, compound interest, and multiplier securities and
the Board is firmly of the view that the continued application
of this requirement is appropriate. As is the case with tra-
ditional municipal securities, these types of securities may
have call features providing for the call to commence at a
premium price {above the compounded or the accreted value
of the security as of the call date) which then declines to a
price equal to the value of the security as of the call date,
Since the latter calls are not reaily appropriately described
as "par aptions," the word “premium" has been deleted to
clarify that a dealer seeking to determine the lowest "yield
to call” should take these calls, as well as the premium calls,
into consideration.

The amendments included a similar change in the dollar
price computation provisions of rule G-12(c){v)(l) relating to
inter-dealer confirmations. :

The amendments will become effective on December 12,
1983
October 12, 1983

Text of Amendments*

Rule G-12. Uniform Practice
{a) through (b) No change.
(c) Dealer Confirmations
{i) through (iv) No change.
(v} Each confirmation shail contain the following infor-
mation: :

{A) through (H) No change.

(1) yield at which transaction was effected and result-
ing dollar price, except in the case of securities which
are traded on the basis of dollar price or securities sold
at par, in which event only doilar price need be shown
(in cases in which securities are priced to [premium}
call or to par option, this must be stated and the call or
option date and price used in the caiculation must be
shown, and where a transaction is effected on a yield
basis, the dollar price shall be calculated to the lowest
of price to [premium)] call price to par option, or price
to maturity);

*‘Underlining indicates new language:; brackets indicate deletions.

(J) through {N) No change.

The confirmation for a transaction in securities traded on
a discounted basis (other than discounted securities traded
on a yield-equivalent basis} shall not be required to show
the pricing information specified in subparagraph (1) nor the
accrued interest specified in subparagraph (K). Such infor-
mation shall, however, contain the rate of discount and
resulting dollar price. Such confirmation may, in lieu of the
resulting dollar price and the extended principal amount
specified in subparagraph (L}, show the total dollar amount
of the discount.

The confirmation for a transaction in securities maturing
in more than two years and paying investment return solely
at redemption shall not show the par value of the securities
specified in subparagraph (D) and shall not be required to
show the amount of accrued interest specified in subpara-
graph (K). Such confirmation shall, however, show the matu-
rity value of the securities and specily that the interest rate
on the securities is "0%.”

The initial confirmation for a “when, as and if issued”
transaction shall not be required to contain the information
specified in subparagraphs (H), (K), (L), and {M} of this
paragraph or the resulting doliar price as specified in sub-
paragraph (1}.

(vi) No change.
{d) through () No change.

Rule G-15. Customer Confirmations

(a) At or before the completion of a transaction in munic-
ipal 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 of the transaction
contatning the following information:

(i} through (viii) No change.

{ix) yield and dollar price as follows:

(A) for transactions effected on a yield basis, the yield
at which transaction was effected and the resulting dol-
lar price shall be shown. Such dollar price shall be
calculated to the lowest of price to [premium] call, price
to par option, or price to maturity.

{B) for transactions effected on the basis of dollar
price, the dollar price at which transactionwas effected,
and the lowest of the resulting yield to [premium)] call,
yield to par option, or yield to maturity shafl be shown.

(C) for transactions at par, the dollar price shall be
shown.

In cases in which the resulting dollar price or yield
shown on the confirmation is calculated to [premium] call
or par option, this must be stated, and the cali or option
date and price used in the caiculation must be shown:;
(b} through (d) No change.

{&) The confirmation for a transaction in securities matur-

ing in more than two years and paying investment return
solely at redemption shall not show the par value of the

securities specified in subparagraph (iv) of paragraph (a)
and shall not be required to show the amount of accrued
interest specified in subparagraph (iv} of paragraph (a).
Such confirmation shall, however, show the maturity value

of the securities and specify that the interest rate on the

securities is "0%."
[(e)] through [(i}] renumbered as (f) through (j). No sub-
stantive change.
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Rules G-12 and G-15

Amendments Filed on Use of
Automated Clearance Services

On September 7, 1983, the Board filed with the Securities
and Exchange Commission certain proposed amendments
to rules G-12 and G-15 regarding the use of automated
clearance and settlement systems with respect to certain
inter-dealer and customer transactions.” The proposed
amendments, which are substantially similarto amendments
issued in exposure draft form on March 14, 1883, require (1)
that certain transactions between municipal securities bro-
kers and dealers be compared and, where eligible, settled

~yia book-entry through the facilities of a registered clearing
.__~Agency, and (2} that certain transactions between municipal

securities brokers and dealers and customers be confirmed,
acknowledged, and, where eligible, settled via book-entry
through the facilities of a registered securities depository.
The Board is requesting that the Commission approve the
proposed amendments for a "phased-in" implementation,
with the requirements relating to the automated comparison
or confirmation of transactions to become effective on August
1, 1984, and the reguirements relating to the book-entry
settlement of transactions to become effective on February
1, 1985,

Background

Board rule G-12 sets forth certain standards governing the
confirmation, comparison, clearance and settlement of
transactions between municipal securities brokers and
municipal securities dealers. Rule G-15 sets forth standards,
substantially similar to those of rule G-12(¢), regarding con-
firmations of transactions sent by municipal securities bro-
kers and dealers to customers; the rule does not currently
set forth standards concerning the clearance and settlement
of such transactions.?

Since its inception the Board has viewed the promotion of
efficiency in the clearance and settlement of municipal
securities transactions as an important objective of its rule-
making. The Board has taken a variety of actions to achieve
this end, including actions to facilitate the clearance of phys-

T,

|

ical securities and also, in certain cases, actions to remove
obstacles to the development and use of automated clear-
ance systems. As the Board has been implementing these
changes to industry practices, several organizations have
been putting into place programs for the automated clear-
ance of municipal securities transactions, Experience with
these programs has demonstrated that automated clearance
techniques can be successfully adopted for use in the clear-
ance of municipal securities transactions. The Board has
actively monitored the development of and experience with
these systems, and has sought to encourage their use through
its participation in industry educational meetings and oth-
erwise.?

The Board has recently concluded that it would be appro-
priate at this time to take reguiatory action that would sig-
nificantly increase the usage of automated systems for the
clearance and settlement of municipal securities transac-
tions. The Board has arrived at this view for several reasons:

(1) The Board is satisfied that the use of automated clear-
ance systems will, in the aggregate, result in substantial
cost savings to the municipal securities industry and other
participants in the municipal securities markets. The extremely
repetitive and labor-intensive processes currently followed
in the clearance of most municipal securities transactions,
and the relative inefficiency in clearance resulting from such
processes, impose substantial burdens on industry mem-
bers and others in terms of operational expenses, interest
costs, and increased capital needs. The elimination of the
need to follow these processes through the use of automated
systems to clear municipal securities transactions will
unquestionably reduce such burdens and expenses sub-
stantially in the aggregate.

{2) The Board also believes that the transition to the use
of registered form municipal securities mandated by the Tax
Equity and Fiscal Responsibility Act of 1982 both increases
the difficulties in the clearance of physical municipal secu-
rities and provides an opportunity for the adoption of more

Questions concerning the proposed amendments
may be directed to Donald F. Donahue, Deputy
Executive Director.

,\ photocopy of the G-12 and G-15 notice of filing on the use of automated clearance and settlement systems was mailed with the September 1983 issue of

“~—fASRB Reperts. The notice is printed here for your convenience,

2In an exposure draft dated August 15, 1983 the Board circulated for comment amendmenis to the rule which would establish such standards. See MSR8 Reports,

vol. 3, no. 5 (September 1983}, at 21-24,

#On April 18, 1983 the Board fifed with the Commission a report on the Prospects for Automation of Municipal Clearance and Seltlfement Procedures which
reviews these regulatory and other actions by the Board and other organizations in deiail. Copies of this report are availabie from the Board’s ofiice upon request.
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efficient clearance systems. The municipal securities indus-
try's uniamiliarity with the general use of registered instru-
ments, and the necessity to record all transfers of securities
onthe books of aregistrar or transfer agent wiil reduce further
the industry's efficiency in handling physical municipal
securities, contributing 1o increases in costs. These increases
in costs, together with increases in issuance costs resulting
from the registration requirement, have prompted many
municipal securities issuers and industry members to con-
sider, and a substantial number to adopt, automated clear-
ance systems as the means of distributing and subsequently
trading issues of registered municipal securities. The Board
is of the view that this process can be further encouraged
by regulatory action to increase the use of such systems.
{3) The Board also deems such action to be appropriate
at this time in view of the adoption in 1982 of certain amend-
ments to the rules of the National Association of Securities
Dealers, Inc.. and various of the securities exchanges to
mandate the use of automated clearance systems for certain

- fransactions in corporate securities with customers.® These

amendments generaliy preclude broker-dealers who are
participants in a securities depository from effecting trans-
actions for the accounts of customers who also are partici-
pants in a securities depository on a receipt-vs.-payment
("RVP") or delivery-vs.-payment (“"DVP") basis unless the
facilities of a securities depository are used for the confir-
mation and book-entry settlement of such transactions. The
Board has concluded that the adoption at this time of rule
changes similar to these amendments would offer benefits
to members of the municipal securities industry in terms of
a lessening of the "DK" problem with respect to municipal
securities transactions. This action would also permit the
municipal securities industry to implement necessary changes
with the benefit of the experience of those invoived in pre-
paring for compliance with the amendments previously
adopted by other self-regulatory organizations.

For these reasons the Board has adopted the proposed
amendments, which are described more fully below.

The July 1982 Proposai

The Board's initial consideration of the adoption of rule
amendments mandating the use of automated clearance
systems was prompted by comments from members of the
municipal securities industry and others urging the Board
to adopt requirements with respect to municipal securities
transactions similar to those for corporate securities trans-
actions proposed by the SIA/NYSE task force and incorpo-
rated in the rule changes of the other self-regulatory orga-
nizations described above. As a result of these comments
the Board released an exposure draft on July 26, 1982 pro-
posing the adoption of substantially the same requirements
with respect to municipal securities transactions.® Under the
July 18982 proposal, transactions in depository-gligible

securities effected between a munictpal securities broker or
dealer and a customer, both of whom were, directly or indi-
rectly, participants in such depository (or another depositary
or clearing corporation interfaced with such depository),
were reqguired to be confirmed, acknowledged, and settled
via book-entry through the facilities of such depository, if the
transactions were to be effected on a DVP or RVP basis. If,
in the case of a transaction subject to the provisions of the
July 1982 proposal, the customer refused to use the facilities
of the depository, the municipal securities broker or dealer
would not be permitted, under the proposal, to effect the
transaction on a DVP or RVP basis; in the case of a DVP
transaction, therefore, this would require that the customer
submit payment for the securities prior to the actual delivery.

The Board received 24 letters of comment on the July 1982
proposal from investors, municipal securities brokers and
dealers, and others. The majority of the commentators sup-
ported the adoption of requirermnents for the use of automated
confirmation and book-entry settlement systems for cus-
tomer DVP/RVP transactions. The commentators did, how-
ever, raise certain issues with respect to the specifics of the
July 1982 proposal:

(1) Certain of the commentators expressed the view that
the timitation of the regquirement to those transactions which
involved depository-eligible securities inappropriately
restricted the benefits that would be realized from the
requirement, in view of the limited number of issues of
municipal securities eligible at the depositories.® These
commentators suggested that the requirement should be
expanded to require automated confirmation and acknowl-
edgement of any transaction between participants that
involved a security which had been assigned a CUSIP num-
ber, with the limitation to depository-eligible securities
applicable only to the book-entry settiement portion of the
proposed requirement.

(2) Certain commentators expressed concern that identi-
fying customers as depository participants (which would be
necessary for purposes of complying with the requirements
of the July 1982 proposal) would be a difficult process, and
that the determination of whether securities were depository-
eligible would also cause delays in the confirmation of trans-
actions. These comments suggested to the Board that some
means should be found of minimizing these difficulties.

{3) Other commentators generally expressed the view that
adoption of such a requirement with respect to customer
DVP/RVP transactions would not be appropriate without the
development of similar requirements with respect to inter-
dealer transactions.

The March 1983 Proposals

The Board considered the comments received on the July
1982 proposal at its February 1983 meeting. At that time the
Board approved the release of two further exposure drafts:

“In 1980 the Securities Industry Association and the New York Stock Exchange formed a joint task force 1o propose solutions to the problem of the increasing
number of rejections of deliveries to institutional customers’ clearing agents due to a lack of instructions regarding the acceptance of such deliveries (the so-
called DK’ problem”). After considerable discussion the joint task force proposed a partial solution ta the "DK™ problem invelving the increased use of securities
depositories to confirm and settle detivery-vs.-payment and receipt-vs.-payment trznsactions. The joint task force’s proposal was accepled by several of the
securities industry self-regutatory organizations who filed rule changes to imptement the proposat with respect 1o corporate securities transactions. These rule
changes were approved by the Commissicn on November 9, 1982 (see Exchange Act Release No. 19227), and became effective on January 1, 1983

The July 1982 exposure draft is contained in MSRB Repons, val. 2, no. 6 (August 1982}, al 3-5, and also in the "New Developments” section of the CCH MSAB

Manuat, 910,224 at 10,700-04.

®As of the beginning of March 1983, approximately 82,000 issues of municipal securities were eligible for deposit at one or more of the securilies depositories,

out of a total of approximately 1,300,000 municipal issues.
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a revised version of the proposal concerning customer
DVP/RVP transactions and a proposal to adopt similar
requirements with respect to inter-deater transactions; the
exposure drafts were released on March 14, 1983.7

The March 1983 customer DVP/RVP proposal addressed
the comments previously received by proposing (1) to expand
the coverage of the proposed requirement for the use of the
automated confirmation and acknowledgment systems to all
issues of municipal securities with an assigned CUSIP num-
ber,® and (2} to include requirements that certain information
be obtained from customers in connection with DVP/RVP
transactions, including information regarding the customer's
clearing arrangements that would be helpfut in determining
whether the customer was a depository participant.? Under
the March 1983 custorner DVP/RVP proposal, therefore,
municipai securities fransactions eflected on a DVP or RVP
basis between a depository-participant dealer and a depos-
itory-participant customer must be confirmed and acknowl-
edged through the facilities of a depository, if the transaction
involves an issue of securities which has been assigned a
CUSIP number, and be settled via book-entry through the
facilities of the depository, if the securities are depository-
eligibte,

The March 1983 inter-dealer exposure draft proposed to
apply substantially simiiar requirements to inter-dealer
transactions. Under the inter-dealer proposal, if the two par-

ties to a transaction were participants in one or more clearing -

corporations offering automated comparison services for
municipal securities, and if the securities involved in the

.../ transaction were eligible for such services, “ then the parties

would be obliged to compare the transaction through these
automated systems. Simitarly, under the inter-dealer pro-
posal, compared transactions between depository-partici-
pant dealers invalving depository-eligible securities would
be required to be settled via book-entry through the facilities
of the depository. The one significant distinction between
the inter-dealer and the customer DVP/RVP proposals was
the limitation of the inter-dealer proposal to only those deal-
ers who were directly participating in a ciearing corporation
or a securities depository,

The Board received 27 letters of comment on the March
1983 proposals, primarily from municipal securities brokers
and dealers and other interested members of the municipal
securities industry. The majority of these letters again were
supportive of the general substance of the proposals.

The Proposed Amendments

The reguirements of the proposed amendments are sub-
stantially the same as those of the March 1983 exposure
drafts. With respect to inter-dealer transactions, the pro-

posed amendments incorporate into rule G-12 a new section
(f). which provides (1) that transactions must be compared
through the automated facilities of a registered clearing
corporation if the parties of the transaction are clearing cor-
poration participants and the securities are eligible for com-
parison, and (2) that successtully compared transactions
must be cleared and settled via book-entry through the facil-
ities of a securities depository if the parties are depository
participants and the securities are depository-eligible. With
respect to customer DVP/RVP transactions, the proposed
amendments incorporate into rule G-15 a new section (d)
which provides as follows:

(1) With respect to all DVP/RVP transactions with custom-
ers, the proposed amendments require that the municipal
securities broker or dealer (a) obtain the name and address
of the customer’s clearing agent and the name and account
number of the customer as known to the agent, (b) identify
such transactions as DVP or RVP transactions on the trading
ticket, (c) send the confirmation to the customer not later
than the first business day following the trade date, and (d)
obtain a representation (either written or oral) from the cus-
tomer that instructions regarding the transaction will be
fransmitted to the customer's agent by certain specified
times. -

{2) With respect to DVP/RVP transactions between dealers
and customers which are depository participants, the pro-
posed amendments require that the transaction be con-
firmed and acknowledged through the facilitias of a secu-
rities depository if the securities involved in the transaction
have been assigned a CUSIP number, and that the trans-
action be settled via book-entry if the securities are depos-
itory-eligible.

The proposed amendments, however, are different from
the proposals contained in the March 1983 exposure drafts
in two important respects. First, the proposed amendment
to rule G-12 applies to inter-dealer transactions involving
indirect, as well as direct, clearing corporation or depository
participants; that is, municipal securities brokers and deal-
ers who are not direct participants in a clearing corporation
or depository, but who clear through an entity (a bank or
other clearing agent) who is a participant, would be subject
to the provisions of the proposed amendment to rule G-12.
This change was proposed by several of the commentators
on the March 1983 inter-dealer exposure draft, who asserted
that it would promote further efficiency in the clearance and .
settlement of inter-dealer transactions by significantly
increasing the number of transactions required to be cleared
by automated means. The Board agreed with this sugges-
tion, and determined to incorporate it in the proposed
amendments. The Board noted also that such a revision

'The March 1983 exposure drafts are contained in MSRB Reports, vol. 3, no. 2 (April 1983), at 3-8, and also in the “"New Developments” section of the CCH

MSRB Manuai, 110,239 and 910,240 at 10,737-43.

5The Board noted in the March 1983 customer BDVP/RVP exposure dratt that the expansion of the coverage of the requirement to include all issues with assigned

CUSIP numbers would efiminate the problem of determining the depository-

determination for purposes of confirmation precessing, and the submitting

arance and settlement of the transactions.

eligibility of securities. It therefore would no longer be necessary to make such a
arty would subsequently be advised by the depository as lo the eligibility of the

®The draft indicated that these requirements would apply to all DVP/RVP wansactions with customers, including transactions not subject to the requirements for

“._/the use of artomated confirmation and book-gntry clearance systems. The Board believes that these requirements will promote efficiency in the ciearance of

DVP/RVP transactions generally by ensuring that more complete information regarding the clearance of the transaction is obtained and that information and

instructions regarding the transaction are furnished promptly.

Municipal securities asssigned a CUSIP number are generally deemed eligible for comparison services by clearing corporations offering such services, The

group of secu
confirmation under the custorner DVF/RVP transzactions proposal.

rities subject 1o the proposed requirement for automated com

parisan, therefore, is the same as thal subjec! to the requirement for automated
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would make the proposed amendment regarding inter-dealer
transactions more consistent with that concerning customer
DVP/RVP transactions.

The second significant difference between the proposed
amendments and the March 1983 proposals is the manner
of implementatian of the requirements. Certain of the com-
mentators on the March 1983 exposure drafts suggested
that the requirements proposed in the exposure drafts be
fmplemented in stages, with one commentator proposing
that different groups of transactions become subject to the
requirements at different times, and others urging that dif-
ferent portions of the proposed requirements become effec-
tive at different times. The Board concurred with this sug-
gestion, and determined to “phase in” the requirements of
the proposed amendments over time. Accordingly, the pro-
posed amendments provide that the requirements for the
use of automated comparison or automated confirmation
and acknowledgement systems shall become effective on
August 1, 1984, and the requirements for the use of book-
entry settiement systems shall become effective on February
1, 1985.

The Board believes that this “phase-in" approach is
appropriate to permit time for all persons affected by the
amendments to prepare for their implementation. The Board
notes that a gignificant number of persons affected by the
propased amendments (e.g., dealer banks, sole municipal
securjties firms) were not subject to the comparable amend-
ments adopted by certain of the other self-regulatory orga-
nizations for effectiveness January 1, 1983. Conseguently,
such persons will need time to complete all of the prepara-
tory tasks (e.g., training of personnel, reprogramming,
recoding of customer accounts, etc.) necessary for smooth
implementation of the proposed amendments. In addition,
those persons already subject to these other amendments
will also need some period of time to prepare for implemen-
tation of the proposed amendments, to complete tasks
necessitated by the application of these requirements to
municipal securities transactions. The Board believes that
it is reasonable to expect that these preparatory tasks will
be completed by August 1, 1984,

The Board also believes that the requirement for book-
entry setifement of subject transactions should be further
deferred, to permit persons with little familiarity with auto-
mated clearance and settlement systems time to gain expe-
rience in the use of automated canfirmation or comparison
systems before applying the additional requirement for book-
entry settfement. In contrast to the corporate securities mar-
kets, many significant participants in the municipal securi-
ties markets have not previously been participants in auto-
mated clearance systems. The Board believes that a "phased-
in" implementation of the requirements of the proposed
amendments will permit these persons to adapt to the use
of automated systems in a reasonable and orderly fashion,
rather than imposing on them a complete alteration of their
clearance methods as of a single date. Accordingly, the
proposed amendments specify that the requirements for book-
entry settlement of subject transactions will become effec-
tive on February 1, 1985,

'See MSRB Reports, vol. 3, no. 5 {September 1983), at 21-24.

in addition to these substantive changes, the Board also
made several technical revisions in the requirements of the
proposed amendment to rule G-15 relating to all customer
DVP/RVP transactions. These revisions (1) conform the lan-
guage of the requirement that confirmations of such trans-
actions be sent within one business day to the language of
the existing confirmation provisions of rule G-15; (2) elimi-
nate the implication that the municipal securities broker or
dealer must obtain the customer's representation regarding
the timing of the transmission of instructions to the custom-
er's agent in writing: and (3) conform the time limits for such
transmission to those followed in the existing automated
confirmation systems. The language of the proposed
amendments has also been redrafted in some respects in
accorgance with suggestions made by certain commenta-
fors.

The proposed amendments also effect certain structural
changes to rules G-12 and G-15. The proposed amendments
rescind existing section (f) of rule G-12; the Board believes
that the existing section (f} is no longer necessary, since all
of its requirements are duplicative of other Board ruies (most
particularly, rule G-33 on calculations). The proposed
amendments also retitle rule G-15 “Confirmation, Clearance
and Settlement of Transactions with Customers," and redes-
ignate the existing provisions of the rule as new section (a),
“Customer Confirmations.” New sections (b) and (c) of the
revised rule G-15 are designated in the proposed amend-
ments as “reserved for future rulemaking'; the Board released
on August 15, 1883 an exposure draft of new sections (b)
and (c) of the revised rule, which would establish standards
for settiement dates and physical deliveries on transactions
with customers.™

Additional Comments

In addition to those comments reviewed above, the com-
mentators on the July 1982 and March 1983 exposure drafts
raised a variety of issues concerning the proposals set forth
in the exposure drafts, as follows:

(1) Certain of the commentators on the July 1982 exposure
draft digputed the existence or the causes of a "DK" problem
with respect to municipal securities transactions. The Board
continues to believe that the summary of the "DK” probiem
and its causes set forth in the July 1982 exposure draft is
substantially accurate. That description indicated that the
"DK™ problem in the clearance of municipal securities is
tikely to be at least as severe as that in the clearance of other
types of securities; the concerns expressed by others of the
commentators appear to confirm this view. The exposure
draft analysis attributed the “DK" problem to delays®n the
receipt of confirmations by customers, and in the receipt of
instructions by customers’ clearing agents, due lo problerms
with the mail service and fluctuations in the volume of trans-
actions. The proposed amendments to rule G-15 would sub-
stantially eliminate those problems by automating the con-
firmation and instructions transmission processes.

(2) Certain of the commentators an the July 1982 exposure
draft expressed concern that the depositories' limited expe-
rience in handling municipal securities transactions and the
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municipal securities industry's limited experience in using
automated systems for the clearance of transactions might
make the adoption of such a proposal premature. The Board
believes that the existing programs for the automated clear-
ance and settlement of municipal securities transactions
have been successful and have clearly demonstrated the
feasibility and usefulness of such systems for municipal
securities. With respect to the inexperience of certain munic-
ipal securities brokers and dealers, the Board believes that
the provision in the proposed amendments for a “phased-
in” implementation of the requirements should alleviate any
difficuities in this regard.

(3) Commentators on both the July 1982 and March 1983
proposals stressed the importance of functioning interfaces
between the clearing corporations and depositories offering
automated clearance and settlement services for municipal
securities transactions, and also urged that the depositories
develop essentially identical eligibility standards. The Board
shares the commentators' perception of the importance of
both of these issues, but does not believe that the adoption
of the proposed amendments should be delayed pending
their resolution. Further, the Board understands that the two
depositories currently involved in the book-entry settlement
of municipal securities transactions already are interfaced
with respect to transactions in registered municipal securi-
ties, and have agreed in principle on an interface between
their system for bearer municipal securities. '

{4) Several commentators on the March 1983 proposals
urged that the Board require that all municipal securities
brokers and dealers become participants in registered
clearing agencies. The Board continues to believe that it
would not be appropriate to propose such a rule at this time.

{5) One commentator on the March 1983 proposals noted
that the Federal Reserve banks were considering making
available for municipal securities transactions services
comparable to their existing book-entry delivery system for
certain U.S. government securities; this cormmentator urged
the Board to include in the proposed amendments a provi-
sion recognizing the potential existence of such services.
The Board views with interest the Federal Reserve banks'
consideration of the establishment of such a system for
municipal securities transactions, but believes that it would
be inappropriate to include in the proposed amendments at
this time a provision relating to a book-entry delivery system
that does not currently exist with respect to the issues of
municipal securities potentially subject to the proposed
amendments.'? At such time as the Federal Reserve banks
implement such a system the Board will consider the adop-
tion of appropriate amendments to its rules with respect to
the use of such a system.

(6) Certain of the commentators questioned whether the
proposed amendments would require the use of a system

such as The Depository Trust Company’s Institutionai Deliv-
ery ("ID") system for purposes of automated comparison in
the event that such system is made available for this purpose
and one of the parties to an inter-dealer transaction is a
participant in the depository offering such a system but does
not participate in any other registered clearing agency. The
Board understands that the ID system and comparable sys-
tems may be made available in the near future for purposes
of submission of transaction information to an automated
comparison system. In the event that this occurs, persons
participating only in a depository offering such a system
would be considered to be members of a registerad ciearing
agency for purposes of the proposed amendment to rule
G-12 and would therefore be subject to the requirements of
the proposed amendment to rule G-12 with respect to auto-
mated comparison of inter-dealer transactions.

{7) Certain of the commentators on both the July 1982
proposal and the March 1983 proposals guestioned their
application to a dealer bank whose affiliated trust depart-
ment was a depository participant. The Board believes that
it is clear that such dealer banks would be considered to be
participants in the depository, and, as such, subject to the
provisions of the proposed amendments.

(8) Certain of the commentators on the March 1983 inter-
dealer proposal expressed concern that the proposal
appeared to require the use of other services offered by
reqistered clearing agencies (e.g., envelope delivery ser-
vices) for the settlement of transactions in securities that
were not depository-eligible. The Board did not intend such
a resuit, and has deleted the language in the text of the
proposed amendment to rule G-12 that appeared to these
commentators to impose such a requirement,

(9) One of the commentators on the March 1983 inter-

- dealer proposal construed the proposal as requiring the use

of transaction “netting” services offered by the clearing cor-
porations, and objected to such a requirement. The Board
wishes to emphasize, as it had previousty stated inthe March
1983 exposure draft, that the proposed amendment to rule
G-12 does not require the use of “netting” services on inter-
dealer transactions.

Impact on Competition

Certain of the commentators on the July 1982 and March
1983 proposals questioned their effect on competition
between municipal securities brokers and dealers and on
competition among persons offering clearing or custedial
services. The Board does not believe that the proposed
amendments will impose any burden on competition not
necessary or appropriate in furtherance of the purposes of
the Securities Exchange Act of 1934, as amended, and, in
particular, Sections 15B(b)(2}{C) and Section 17A of the
Act.® Further, the Board believes that any competitive impact

The Board understands that the Federal Reserve banks may shortly make available a book-entry system for municipal project notes. However, since project
notes are not depository-eligible securities, the book-entry delivery requirements of the proposed amendments would not conflict with the Federal Reserve's

pians.

Section 158{b)(2)(C} of the Act requires and empowers the Board to adopt rules

designed . . . to foster cooperation and coordination with persons engaged in regulating, clearing,

settling, processing information with respect to, and

tacilitating transactions in municipal securities, to remove impediments 1o and perfect the mechanism of a free and open market in municipal securities,

and, in general, to protect investors and the public interest . . .

Section 17A of the Act mandales the establishment of a national system for the clearance and settlement of securities fransactions, including municipal securities

transactions.
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resulting from the proposed amendments will be relatively
insignificant and far outweighed by the cost savings to be
realized, inthe aggregate, by the municipal securities industry
and investors in municipal securities.

With respect to competition between municipal securities
brokers and dealers, the Board believes that the limitation
of the application of the proposed amendments to only those
persons who have elected to participate in a clearing cor-
poration or depository minimizes substantially the compet-
itive effects directly attributable to-the adoption of the pro-
posed amendments. The Board does not perceive that the
requirement in the proposed amendments for the use of
automated confirmation or comparison systems will have
any impact on competition between municipal securities
brokers and dealers, since the requirement simply modifies
the means of transmission of transaction information and the
procedure for comparison of such information for all persons
subject to the requirement, without making any distinction
among classes of such persons.

‘With respect to the requirement in the proposed amend-
ments for book-entry settlement of certain transactions, the
Board believes that such a requirement may have a different
impact on municipal securities brokers and dealers whose
clients are primarily individual rather than institutional inves-
tors, since the former class of dealers may have greater need
to withdraw securities (previously delivered to them via book-
entry in accordance with the proposed amendments) from
the depository to satisfy delivery obligations to their clients,
and, consequently, incur higher costs. The Board notes,
however, that the need to withdraw securities can be sub-
stantially minimized through the use of safekeeping arrange-
ments; the Board also believes that this differential in cost
impact, to the extent it is, in fact, experienced, is substan-
tially outwetghed by the aggregate cost savings and increased
clearance efficiency resulting from the proposed amend-
ments. The Board does not perceive any other potential
impacton competition between municipal securities brokers
and dealers resulting directly from the adoption of the pro-
posed amendments.

With respect to competition between clearing agents and
competition between custodial or safekeeping agents, the
Board does not believe that any significant effects on com-
petition will be realized that are not significantly outweighed
by the aggregate cost savings and increased efficiency
resulting from the adoption of the proposed amendments.

September 9, 1983

Texts of Proposed Amendments*
Rule G-12. Uniform Practice

{a) through (e) No change.

{f} Use of Autorated Comparison, Clearance, and Settle-

ment Systems.

(i) Notwithstanding the provisions of sections {c) and

{d) of this rule, with respect to a transaction in municipal

securities which are eligible for comparison through the

facilities of a clearing agency registered with the Securi-

ties and Exchange Commissian, if both parties to such
transaction are members in one or mare of such clearing
agencies (and such clearing agencies are interfaced or
linked for comparison purposes), each pany to the trans-
action shall submit to its clearing agency information con-
cerning the transaction. as required by the clearing agen-
cy's rules, for purposes of automated trade comparison,
The provisions of this paragraph (i) shall apply to trans-
actions effected on or after August 1, 1984,

(i) Notwithstanding the provisions oi section (e) of this
rule, if a transaction submitted to one or more registered
clearing agencies for comparison in accordance with
paragraph (i) above has been compared successiully,
and if such transaction involves municipal securities which
are eligible for depaosit at one or more securities deposi-
tories registered with the Securities and Exchange Com-
mission in which both parties to the transaction are mem-
bers, the parties to such transaction shall settle the trans-
action by book—entrythrough the facilities of the depository
or through the interface or link, if any. between the depos-
itories. The provisions of this paragraph (i) shall apply {0
transactions effected on or after February 1, 1985,

{iti) For purposes of this section (f) a municipal securi-
ties broker or municipal securities dealer who clears
transactions through an agent who is a member of a reg-
istered clearing agency or a | registered securities depos-
itory shall be deemed to be a member of such registered
clearing agency or registered securities depository.

{g} through (k) No change.

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

(a) Customer Confirmations.

(i) At or before the completion of a transaction in munic-
ipal 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 of the trans-
action containing the following information:

{A) name, address, and telephone number of the bro-
ker, dealer, or municipal securities dealer, provided,
however, that the address and telephone number need
not be stated on a confirmation sent through the auto-
mated confirmation facilities of a clearing agency reg-
istered with the Securities and Exchange Commission:

(B) name of customer;

(C) designation of whether the transaction was a pur-
chase from or sale to the customer; ’

(D) par value of the securities;

{E) description of the securities, including at a mini-
murm the name of the issuer, interest rate, maturity date
and if the securities are limited tax, subject to redemp-
tion prior to maturity (caltable), or revenue bonds, an
indication to such effect, including in the case of reve-
nue bonds the type of revenue, if necessary for a mate-
rially complete description of the securities, and in the
case of any securities, if necessary for a matetially com-
plete description of the securities, the name of any com-

“Underlining tndicates additions: deleted material has been omitted. The texts of the proposed amendments currently pending at the Commission.
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pany or other person in addition to the issuer obligated,

directty or indirectly, with respect to debt service or, if

there is more than one such obligor, the statermnent “mul-
tiple obligors™ may be shown:

{F) trade date and time of execution, or a statement
that the time of execution will be furnished upon written
request of the customer,;

{G) CUSIP number, if any, assigned to the securities;

{H) settiement date;

m-yield for doliar price as follows:

" (1) for transactions effected on a yield basis, the

vield at which transaction was effected and the result-

ing dollar price shall be shown. Such dollar price
shall be calculated to the lowest of price to call, price
to par option, or price to maturity,

{2) for transactions effected on the basis of dollar
price, the dollar price at which transaction was effected,
and the lowest of the resulting yield to call, yield to
par option, or yield to maturity shail be shown,

(3) for transactions at par, the dollar price shall be
shown.

In cases in which the resulting dollar price or yield
shown on the confirmation is calculated fo call or par
option, this must be stated, and the call or option date and
price used in the calculation must be shown;

(J) amount of accrued interest;

(K).extended principal amount:

(L) total doltar amount of transaction;

(M) the capacity in which the broker, dealer or munic-
ipal securities dealer effected the transaction, whether

(1) as a principal for its own account,

{2) as an agent for the customer,

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

(4) as an agent for both the custormer and another
person; and
(N} instructions, if available, regarding reeeipt or

delivery of securities, and form of payment, if other than

as usual and customary between the parties.

(ii) 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 con-
firmation shall set forth

(A) either the name of the person from whom the
securities were purchased or to whom the securities
were sold for the customer or a statement that this infor-
mation will be furnished upon request of the customer,
and

(B} the scurce and amount of any commission or other
remuneration received or to be received by the broker,
dealer or municipal securities dealer in connection with
the transaction.

(i) tn addition to the information required by para-
graphs (i} and (ii} above, each confirmation to a customer
shall contain the following information, if applicable;

(A) the dated date if it affects the price or interest
cafculation, and the first interest payment date if other
than semi-annual;

(B) if the securities are “fully registered,” “registered
as to principal only," or availabie only in book-entry
form, & designation to such effect;

(C} it the securities are “called” or "pre-refunded.,” a
designation to such effect, the date of maturity which
has been fixed by the call notice, and the amount of the
call price;

(D) if the securities are “callable,” a statement that
the yield set forth pursuant to item (2) of subparagraph
(@)(i)() may be affected by the exercise of a call provi-
sion, and that information relating to call provisions is
available upon request. A statement, in a footnote or
otherwise, to the following effect will be deemed to
satisfy this requirement: "Call features may exist which
could affect yield; complete information will be pro-
vided upon request”;

(E} denomination of securities other than bonds andg,
if other than the following, denominations of bonds:

(1) for bearer bonds, denominations of $1,000 or
$5,000 par value, and

{2) for registered bonds, denominations which are
muitiples of $1,000 par value, up to $100.000 par
value;

(F) any special instructions or qualifications, or fac-
tm?affecting payment of principal or interest, such as
(1} "ex legal,” or (2) if the securities are traded without
interest, “flat,” or (3) if the securities are in default as to
the payment of interest or principal, “in default,” or (4)
with respect to securities with pericdic interest pay-
ments, it such securities pay interest on other than a
semi-annuai basis, a statement of the basis on which
interest is paid: and

{G) such other information as may be necessary to
ensure that the parties agree to the details of the trans-
action.

(iv) The confirmation for a transaction in securities traded
on a discounted basis (other than discounted securities
traded on a yield-equivalent basis) shall not be required
to show the yield and dollar price information specified in
subparagraph (I} of paragraph {a)(i) nor the accrued inter-
est specified in subparagraph {J) of paragraph (a){i). Such
confirmation shall, however, contain the rate of discount
and resulting dollar price. Such confirmation may, in lieu
of the resulting dollar price and the extended principaf
amount specified in subparagraph (K) of paragraph {a)i).
show the total dollar amount of the discount.

{v) The confirmation for a transaction in securities matur-
ing in more than twe years and paying investment return
solely at redemption shall not show the par value of the
securities specified in subparagraph (D) of paragraph
(a)(i) and shall not be required to show the amount of
accrued interest spacified in subparagraph (J) of para-
graph (a)(i). Such confirmation shall, however, show the
maturity value of the securities and specify that the interest
rate on the securities is "0%."

{vi) The initial confirmation for a “when, as and if issued"
transaction shall not be required to contain the information
specified in subparagraphs (H), (J), (K, {L) and (N) of
paragraph (a)(i} or the resulting doilar price as specified
in item (1) of subparagraph (0.

(vii) Information requested pursuant to this rule shali be
given or sent to the customer within five business days
following the date of receipt of a request for such infor-
mation; provided however, that in the case of information
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relating to a transaction executed more than 30 calendar
days prior to the date of receipt of a request, the infor-
mation shail be given or sent to the customer within 15
business days following the date of receipt of the request.

{viii} For purposes of this rule, 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.

{ix) For purposes of this rule, the term "“customer” shall
mean any person other than a broker, dealer or municipal
securities dealeracting in its capacity as such or an issuer
in transactions involving the sale by the issuer of a new
issue of its security.

(b} [reserved for future rulemaking]
(c) [reserved for future rulemaking]
{d) Delivery/Receipt vs. Payment Transactions

(i} No broker, dealer or municipal securities dealer shall
accept an order from a customer pursuant to an arrange-

“ment whereby payment for securities received (RVP) or

registered clearing agency through whose facilities the
transaction has been or will be confirmed, and (3) that,
with respect to all other transactions, the customer will
assure that such instructions are delivered to the agent
no later than:

{a) in the case of a purchase by the customer where
the broker, dealer or municipal securities dealer is to
deliver the securities to the customer's agent against
payment (DVP), the ciose of business on the fourth
business day after the trade date of execution of the
transaction as to which the particular confirmation
relates; or

{b) in the case of a sale by the customer where the
broker, dealer or municipal securities dealer is 1o
receive the securities from the customer's agent against
payment (RVP), the close of business on the third
business day after the date of execution ot the trans-
action as to which the particular confirmation relates.

(ii) No broker, dealer or municipal securities dealer who
is, or whose clearing agent is, a participant in a clearing

detlivery against payment of securities sold (DVP) is to be

agency registered with the Securities and Exchange Com-

made to or by an agent of the customer uniess all of the

mission shall effect a transaction in any municipal security

following procedures are followed:
{A) the broker, deaier or municipal securities dealer

to which a CUSIP number has been assigned on a delivery
vs. payment or receipt vs. payment basis for the account

shall have received from the customer prior to or at the

of a customer who is, or whose agent is, a participant in

time of accepting such order, the name and address of

such clearing agency (or in a clearing agency interfaced

the agent and the name and account number of the

or otherwise linked with such clearing agency) unless the

customer on file with the agent;
(B) the memorandum of such order made in accor-

facilities of such clearing agency (or the facilities of a
clearing agency interfaced or otherwise linked with such

dance with the requirements of paragraph (a}(vi) or (a)(vii)

clearing agency, as necessary) are used for the confir-

of rule G-B shall inciude a designation of the fact that it

mation and acknowledgment of such transaction. The pro-

is a delivery vs. payment {DVP) or receipt vs, payment
(RVP) transaction;

{C) the broker, dealer or municipal securities dealer
shall give or send to the customer a confirmation in
accordance with the requirements of section (a) of this

visions of this paragraph (ii) shall apply to transactions
effected on or after August 1, 1984,

{iii) No broker, dealer or municipal securities dealer
who is, or whose clearing agent is, a participant in a

clearing agency registered with the Securities and

rule with respect to the execution of the order not later
than the close of business on the next business day after

Exchange Commission shall effect a {ransaction in any

municipal security which is eligible for book-entry settle-

any such execution; and
(D) the broker, dealer or municipal securities dealer

ment through the facilities of such clearing agency on a

delivery vs. payment or receipt vs. payment basis for the

shall have obtained a representation from the customer

account of a customer who is, or whose agent is, a partic-

(1) that the customer will furnish the agent instructions

ipant in such clearing agency (or in a clearing agency

with respect to the receipt or delivery of the securities

interfaced or otherwise linked with such clearing agency)

involved in the transaction promptly upon receipt by the

unless the facilities of such clearing agency {or the facil-

customer of each confirmation, or the relevant data as

ities of a clearing agency interfaced or otherwise linked

to each execution, relating o such order, (2) that, with

with such clearing agency, as necessary) are used for the

respect to a transaction subject to the provisions of

book-entry settlement of such transaction. The provisions

paragraph (ii) below, the customer will furnish the agent
such instructions in accordance with the rules of the

of this paragraph (iii) shall apply to transactions effected
on or after February 1, 1985.
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Rule G-15

Amendment Approved
Concerning Address and
Telephone Number Information
on Confirmations

On September 30, 1983 the Securities and Exchange
Commission approved an amendment to the provisions of
Board rule G-15 on customer confirmations. The amendment
exempts confirmations sent to customers by means of an
automated confirmation systern made available by a regis-
tered securities depository from the current requirement of
Board rule G-15 that customer confirmations state the con-
firming party’s address and telephone number. The Board
is satisfied that the customers who use such automated
confirmation systems are generally sophisticated investors
who will know how to contact the confirming dealer without
the provision of the address and telephone number on the
confirmation, The Board notes also that the securities depos-
itories making available such automated confirmation sys-
tems generally publish directories listing system users and
appropriate contact personnel.

The amendment was effective upon Commission approval.

October 4, 1983

*Underlining indicates additions,

Text of Amendment*

Rule G-15. Customer Confirmations

(a) At or before the completion of a transaction in munic-
ipal securities with or for the account of a customer, each
broker, dealer or municipal securities deafer shall give or
send to the customer a written confirmation of the transaction
containing the following information:

(i) name, address, and telephone number of the broker,
dealer, or municipal securities dealer, provided, however,
that the address and teiephone 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;

(if) through (xiii} No change.
(b) through (i) No change.

Questions concerning the amendment may be
directed to Donald F. Donahue, Deputy Executive
Director.

27



@,

Volume 3, Number 6

November 1983

Route To:

Manager, Muni. Dept.
Underwriting

Trading

Sales

Operations

Public Finance
Compliance

[ Training

Other

I

(|

Rule G-17

Notice of Interpretation on Prompt
Dealer Deliveries to Customers

From time to time the Board has received inquiries from
purchasers of municipal securities concerning the duty of
municipal securities brokers and dealers 10 deliver securi-
ties to customers under the Board’s rules. In particular, cus-
tomers have asked what, if any, remedies are available when
long delays occur between the purchage, payment and
delivery of municipal securities. The Board has advised
such individuals that under rule G-17, the Board’s fair deal-
ing rule, a municipal securities broker or dealer has a duty
to deliver securities sold to customers in a prompt fashion.

The Board is mindful that a dealer's failure to deliver
municipal securities often is caused by its failure to receive
delivery of the securities from another dealer or by other
circumstances beyond its control. It, nevertheless, believes
that a dealer's duty to deliver securities promptly to custom-
ers is inherent in rule G-17." A violation of that duty couid

occur, for example, if a dealer sells securities to a customer
when it knows that it cannot effect delivery by the specified
settlement date or within a reasonable length of time there-
after and does not disclose that fact to its customers.

The Board notes that customers who fail to receive secu-
rities are not entitled to take advantage of the Board's pro-
cedures to close out a failed transaction which are available
only for inter-dealer transactions under rule G-12. However,
if a customer sustains a loss or otherwise is damaged by his
dealer’s failure 1o deliver securities, he may seek recovery
through the Board's arbitration program or through litigation.
These remedies may accrue to the customer whether or not
a dealer's failure to deliver violates rule G-17.

This interpretation became effective October 13, 1983, the
date of filing with the Commission.

October 13, 1983

Questions concerning this notice may be directed
to Diane G. Klinke, Deputy General Counsel

“The duty of a securities professional to complete promptly transactions with customers also has been found to flow from the federal securities laws by the SEC

and the courts.
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Rule G-25

Amendment Approved on
Guarantees Against Loss

‘On September 19, 1983, the Securities and Exchange
Commission approved the Board's amendment to rule
G-25(b). concerning guarantees against loss. The rule gen-
erally prohibits a municipal securities dealer from guaran-
teeing a customer against loss and provides that “bona fide
putoptions” and “repurchase agreements issued in the ordi-
nary course of business” are not guarantees for purposes of
the rule.” -

The amendment requires that the terms of all put options
and repurchase agreements be provided to customers in
writing with or on the confirmations of the transactions and
be recorded on deaters’ books and records in accordance
with the requirements of Board rule G-8(a)(v).' The Board is
of the view that the amendment strengthens the anti-manip-
ulative effect of the rule since any put options or repurchase
agreements with customers not so disclosed and recorded
are prohibited under the rule. At the same time, the exemp-
tions for put options and repurchase agreements are pre-
served, thereby permitting municipal securities dealers the

flexibility necessary to enter into legitimate financing and
other arrangements in the course of doing business.
The amendment becomes effective November 18, 1983.

September 19, 1983

Questions concerning the amendment may be
directed to Angela Desmond, General Counsel.

Text of Amendment*

Rule G-25. Improper Use of Assets

{«7 No change.

{b) Guaranties. No broker, dealer, or municipal securities
dealer shall guarantee or offer to guarantee a customer against
loss in

(i) No change.
(ii) a transaction in municipal securities with or for a
customer, ‘

Bonafide Put options and repurchase agreements isseed
s the erdinary eourse-otbusiness shall not be deemed to
be guaranties against loss if their terms are provided in
writing to the customer with or on the confirmation of the
ransaction and recorded in accordance with rule G-8(a)(v).

(c) No change.

Notice soliciting cormments on draft amendment 1o rule G-25(b) were published in MSAB Reports, vol. 2, no. 6 {August 1982) and vol. 3, no. 1 {January 1983},
notice of filing was published in MSAB Reports, vol. 3, no. 5 (September 1983).

*Underlining indicates new language: broken ling indicates deletions.
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Letters of

Interpretation
Rule G-1

Separately identifiable department: inclusion of iDB-
related activities

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

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

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

Your inquiry was discussed by the Board at its July meet-
ing. The Board is of the view that the activities of the Division,
as described, constitute the sales of municipal securities
for purposes of the definition of municipal securities dealer
activities in Board rute G-1. Therefore, these activities should
be conducted in the Bank's registered separately identifi-
able department by persons qualified under the Board's
professional qualifications rules.—MSRE interpretation of
July 28, 1983, by Richard B. Nesson, General Counsel.

Rules G-1 and G-9

Microfilming of Records

| am writing in response to your letter of May 20, 1983
regarding our previous conversations about the require-
ments of Board rules G-1 and G-8 as they would appiy to
the bank's retention of dealer department records on micro-
film. In your letter and our previous conversations you indi-
cated that the bank wishes to retain all of the records required
to be maintained by its municipal securities dealer depart-
ment on microfitm, with the hard copy of each record destroyed
immediately after it has been microtilmed. You inquired as
to the -circumstances under which this method of record
retention could be used. You also inquired about the extent
to which municipal securities dealer department records
could be commingled with records of other depariments on
the same strips of microfiim.

As you are aware, Board rule G-8(e) provides that

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

Therefore, the following three conditions must be met, if

records are to be retained on microfilm:

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

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

(3) duplicate copies of the microfilms must be made and

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

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

separately maintained in or separately extractable from
such [department's] own facilities or the facilities of the
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bank ... [and must be] so maintained or otherwise
accessible as to permit independent examination thereof
and enforcement of applicable provisions of the Act,
the rules and regulations thereunder and the rules of
the board.
These requirements would not preclude you from maintain-
ing the required records on microfilm which also contained
other bank records, as long as the required records were
“separately extractable.” The course of action you propose,
maintaining all municipal securities deater department rec-
ords together as the first items on a roll of microfilm, woulg
seem to be an appropriate way of complying with these
requirements.—MSRB interpretation of June 6, 1983, by
Donald F. Donahue, Deputy Executive Director.

Rule G-12

Money Settiement Procedures in Close-Out Executions

F am writing in response to your letter of August 23, 1983
concerning certain problems in the settlement of money
arnounts due on close-out executions, You note in your letter
that rile G-12(h}{i)(D) provides that

the purchaser must be prepared to defend the price at
which the close-out is executed relative to market con-
ditions at the time of the execution . . . [,]
and also that
[alny moneys due on the transaction, or on the close-
out of the transaction, shall be forwarded to the appro-
priate party within ten business days of the date of
execution of the close-out notice.
You inquire as to the relationship between these two provi-
sions in the case of a close-out procedure involving several
retransmittals. You also suggest a method of handling pay-
ments of moneys due in situations where a dispute as to the
fairness of the execution price occurs.

Inthe type of situation which is the subject of your inquiry,
amunicipal securities dealer ("dealer A”) may issue a close-
out notice to a second dealer (“dealer B") who is failing to
deliver to him certain municipal securities. If dealer B has
an offsetting fail-to-receive of such securities from a third
dealer ("dealer C"), dealer B will retransmit the close-out
notice (in accordance with the requirements of the rule) to
dealer C. Similarly, dealer C may retransmit the notice to a
fourth dealer (“dealer D") owing him the securities.’ In the
event of such retransmittals, the ultimate recipient of the
retransmitted close-out (in this case, dealer D) is the party
tor whose account and liability any close-out would be exe-
cuted, and who, therefore, would absorb any loss inthe event
of an adverse market movement. As a consequence, the
ultimate recipient of the notice (dealer D) is most often the
person who would require the purchaser originating the notice

(dealer A, inour example) to defend the fairness of the close-
out execution price.

When a close-out notice which has been retransmitted is
executed, the money settlement is most frequently made by
each party sending to the immediately preceding party {i.e.,
in the event of a loss, dealer B sends to A, C sends to B, D
sends to C} the differential between the close-out execution
price and the original contract price. Inyour ietter you inquire
as to the responsibility of the intermediate dealers in the
retransmittal sequence (dealers B and C, in our example) to
send such payments of money amounts due in the event that
the ultimate recipient of the notice (dealer D) challenges the
execution price and refuses to make payment until the dis-
pute is resolved.

Your question was referred to the Board for its consider-
ation. The Board has authorized me to advise you that, in its
view, the close-out rules would not require the intermediate
dealers to forward full payment of the money amount due in
the event that the ultimate recipient of the close-out notice
and execution, for whose account and liability the close-out
has been executed, disputes the fairness of the execution
price and refuses to make payment until the dispute is
resolved. In terms of the example, if dealer D disputes the
execution price, dealers B and C would not be obliged to
make full payment of the money amount due until the dispute
is resolved; upon resolution of the dispute, of course, all
parties must make the necessary payments promptly. The
Board believes that this result is the most equitable to all
parties, since otherwise one of the intermediate dealers would
be obliged to defend the fairness of the execution price,
rather than the dealer who originated and executed the close-
out notice.

In your letter you also suggest that, in the eventof a dispute

as to the fairness of a close-out execution price, the parties-

involved in the close-out should make appropriate payments
of the undisputed portion of the money amount due, with the
disputed portion remaining unpaid until the dispute is resolved
by mutual agreement or arbitration. The Board agrees that
your proposal might be a desirable method of dealing with
disputes regarding close-out execution prices. The Board
notes, however, that the acceptance of a partial payment of
the amount due might, in certain circumstances, be viewed
as a waiver of any claim for the additional balance; further,
this approach would seem to complicate the bookkeeping
involved in accounting for the results of a close-out execu-
tion. If the parties to a particular close-out execution are
satisfied that these problems are not significant, your sug-
gested approach might be an appropriate procedure in the
event a dispute as to the fairness of the execution price
arises.—MSRB interpretation of September 23, 1983, by
Donald F. Donahue, Deputy Executive Director.

The retransmitta! process can, of course, continue, if additional municipal securities dealers are involved in the particular transaction sequence.
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