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Registration of
Municipal Securities

Joint Recommendation of MSRB,
MFOA and SEC on Transfer
Efficiency and Selection of Record -
Date

At the request of the Municipal Securities Rulemaking
Board, the foilowing joint statement concerning certain rec-
ommended standards on transfer efficiency and the selec”
tion of record dates on all new issues of registered municipal
securities has been considered and endorsed by the Munic-
ipal Finance Officers Association, the Securities and
Exchange Commission, and the SBoard:

A Contference on Registered Municipal Securities held
In Cctober 1982 under the auspices of an MSRB Task
Force recommended the following standard practices
on registered municipai issues: ' '
1. That persons serving as transfer agents on such
issues adhere to the standards for efficiency in transfer
followed In other securities markats, particulariy that
standard regarding the processing of “routine” items
within 72 hours of receipt.
2. That ail such Issues use a standard schedule of
record daies, as follows:
® for securities paying interest on the 1stofa manth,
the record date shouid be the 15th day of the pre-
ceding month (e.g., for interest payable on March
1, 1983, the record date shouid be February 15,
1883);

® for securities paying interest on the 15th day of a
month, the record date shouid be the last business
day of the preceding month (e.g., for interest pay-
abie on April 15, 1983, the record date shouid be
March 31, 1983 (the last business day)); and

¢ for securities paying interest on a date other than
the 1st or the 15th of a month, the record date
shouid be the 15th calendar day before the interest
payment date (e.g., for interest payable on March

31, 1983, the record date shouid be March 16, 1983).

Prompt and accurate transfer of registered municipai
securities will be critical to an orderly and efficient

marketplace. Among other things, stow or unpredict-
able transfer agent performance may reduce investor
confidence and increase intermediary costs and
expenses. Issuers that faii to provide prompt and accu-
rate transfer arrangements may well find reduced dealer
.and Investor interest in their issues and may, as a
result, face significantly increased municipai financing
costs.

Issuers of registered municipal securities issues are
therefore encouraged to use transfer agents whosa
transfer performance is consistent with the standards
required for federally registered transfer agents. In
general, those standards require transfer agents to
turnaround routine items presented for transfer within
three days. An issuer may choose to perform the trans-
fer function in its own offices, but in that event the
issuer is urged to undertake, voluntarily and pubiicly,
to observe the 72-hour standard generally appiicable
to the transter of other types of registered instruments.

The use of the standardized record dates on ail issues
cf registered municipal securities is equaily essential,
in order to facilitate the processing and clearance of
transactions in these securities and to minimize the
need for burdensome interest payment claims. All par-
ticipants in the market for new issue municipal secu-
rities are aiso urged to take steps to ensure that the
standardized record dates are used on ail new issues
of registered municipal securities.

The Board has sought and abtained the endorsement of
this joint statement by the Municipal Finance Officers Asso-
ciation and the Securities and Exchange Commission due
ta its concern that alf participants in the new issue municipal
securities markets be aierted to and fully understand the
need for efficient transfer arrangements and standardized
record dates on issues of registered municipal securities
prior to the July 1, 1983 effective date of the registration
requirement of the Tax Equity and Fiscal Responsibility Act

The Board will make copies of this notice avail-
able to any one wishing to distribute it to other
persons active in the new Issue municipal securi-
ties market. Questions concerning this notice may
be directed to Donaid F. Donahue, Deputy Execu-
tive Director.
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of 1982, as amended.' The Board recognizes. as do both of
the other organizations endorsing the joint statement. that
inefficient transfer arrangements and the use of varying rec-
ord dates on different issues would impose a serious burden
on the clearance of transactions in registered municipal
securities.

Transfer

The transter function is the primary focus ot concern about
the registration, requirermnent ameng municipal securities
brokers and dealers and investors in municipal securities.
In the transfer process the “transfer agent” or "bond regis-
trar” reflects on its records of the holders of a particular
municipal issue the transfer of ownership of securities of that
issue by deleting the name of the prior owner and recording
the name of the new owner. Typically the transfer agent or
bond registrar issues a new securities certificate in the name
of the new owner and destroys the previous certificate.

Due to the significant volume of transfers that will occur
once all new issues of municipal securities are issued solety
in registered form, investors and dealers in municipal secy-
rities are concerned that the transfer pracess function smoathly
and efficiently, An inefficient transfer process would be of
concern to investors since it might impair the liquidity of
some of their portfolic holdings and would tend to decrease
the value of such holdings in the secondary market. Simi-
larly, an inefficient transfer process would significantly
increase costs for dealers effecting secondary market trans-
actions in an issuer's securities, since itwould tend ta increase
the length of time needed to ciear transactions as weil as
the number of uncleared (“fail") transactions.

-The standards for efficiency in transfer agent performance
‘that appear o have the support of most industry participants
are those set forth in certain Securities and Exchange Com-

. mission reguiations applicabie to registered transfer agents.?

- Registered transfer agents are subject to a series of SEC
rules regarding their activities, the most important of which,
rule 17Ad-2, requires that registered transfer agents process
or "turn around” at least 90 percent of routine items (e.g.,
certificates presented for transfer) received during any month
within three business days of their receipt.

Adherence to the 72-hour “turnaround” standard by all
persons performing transfer agent functions with respect to
registered municipal securities would ensure that transfer
items are handled efficiently. lssuers are urged to use trans-
fer agents who are capable of meeting this standard, or, if
the issuer elects 1o serve as its own transfer agent, to commit
publicly to adhering to the standard,?

——

Record Date .

As is the case with a coupon-bearing security. the “paying”

agent” for a registered issue of municipal securities (who
may also be the transfer agent, registrar or trustee for the
issue) is respansible for disbursing interest payments on the
issue. However, in contrast to the coupon-bearing security,
on which interest is paid when due upon presentation of the
appropriate coupon, the paying agent on a registered issue
normally mails to the registered owners of the securities
checks for the amount of the interest due. Such checks are
usually disbursed automatically on the interest payment date.

To perform this function the paying agent must obtain the
names of such owners prior to the payment date. This is
generally dorie by recording all such names as of a fixed
date prior to the payment date, which date is referred to as
the “record date.” Normal transfer activities continue after
the record date, but the interest payment on a particutar
certificate will be mailed o the registered owner of that
cerificate as of the record date, whether or not the ownership
of the certificate is transferred during the period between
the record date and the interest payment date.* As a resuit,
deaiers effecting transactions in registered securities during
this period are required to include with deliveries checks in
the amount of the interest due.

To eliminate uncertainty in the clearance of securities
during the period between the record date and the interest
payment date it is essential that ali registered municipal
securities use the same, standardized record dates. Use of

P

the standardized record dates would ensure that ail panies\v

to a transaction would know the time by which a certificate
must be submitted for transfer, or, alternatively, whether a
check for interest due must accompany a particutar delivery

of securities. If different record dates are used for different

issues there will be considerable uncertainty as to both of
these matters, with persons effecting transactions in these
securities having to research the specific record date appii-
cabie to each issue in order to determine how to proceed
with deliveries or transfers. This need for issue-dDy-issue
determination of the applicabie record date would signifi-
cantly complicate the handling of registered municipal
securities and contribute to inefficiency in the ciearance of
transactions in such securities. The use of the standardized
record dates described in the joint statement would elimi-
nate this problem.

May 6, 1983

'Although the joint statement was prepared in the context of the impending effectiveness af the registration requirement of TEFRA, the Board notes that its
recommendations are equally applicable o new issues of municipal securiies which are currently required to be issued in registered form (e.g;, morigage

revenue securities).

3acurities and Exchange Commission rules 17Ad-2 through 17Ad-7, under the Securities Exchange Act of 1934 [17 CFR 240.17Ad-2 to 17Ad-7 (1982)]. establish
comprehensive performance standards for registared transfer agents. Although these standards are mandatory cm!’w,v1 lor federally registered transter agents that

periorm transier functions for both carporate and municipal securities {(see Securities Exchange Act Reiease No. 1

11 {September 11, 1980}). these standards

also may constitute a practical model ot entities pertorming transfer functions for registered municipal securities only.

3t is important for entities partorming transfer agent functions for regisiered municipal securites issues to announce publicly their voluntary adnerence 10 the

r

Y
-

72-hour industry standard, Such an announcement would serve to nolify brokers and cleanng agencies of projected transfer performance and may oe crucial for v

depasitory eligibility of a panicular securities issue. - i

. “The Board notes that certain panicipants in the Conference on Registered Municipal Securities cailed anention to the practice of “closing the boaks™ on transter
aclivities for a period preceding the interes! payment aate, with transfer iiems refusea until after the payment aate. These persons expressed the view 1hat this

practice seriously impeded the efficiency of the transfer process and would cause delays in the handling of such securities in the secondary markel. They urgeg

ihat this practice not be followed on any registered muniGipal issues.
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Rule G-12

Amendment Withdrawn Regarding
Denominations of Registered
Securities

In December 1982, the Board adopted and subsequently
filed with the Securities and Exchange Commission an
amendment to the provisions of rule G-1 2(e){v) regarding
denominations of municipal securities certificates. The pro-
posed-amendment provided that, with respect to registerad
securities issued on or after January 1, 1983, certificates in
denominations of $5,000 shall be considered standard for
delivery purposes until January 1, 1985. The Board's action
at that time was precipitated by passage of the Tax Equity
and Fiscal Responsibility Act {("TEFRA") in September 1982
which required that most municipai securities issued after
December 31, 1982 be issued in "registered form” (as defined
in TEFRA) in arder to preserve their tax-exempt status.' The
Board's proposed amendment was intended to address
expected clearance delays caused by inefficiencies in the
transfer of municipal securities in registered form, While the
Board continues to be very concerned about this problem,
upon reconsideration the Board has datermined that the
proposed amendment is not an appropriate means of resoiv-
ing it. Accardingiy, the Board has withdrawn the proposed
amendment,

Board rule G-12(e){v) specifies the certificate denomina-
tion sizes which are considered to be standard for delivery
purposes. For securities in registered form, rule G-12(e}(v)(B}
currently specifies certificate denominations in muitiples of
$1.000 not to exceed $100.000 as standard for delivery pur-
poses. Registered certificates in other denominations such
as $500 or $250.000 per certificate. are not acceptable for
delivery purposes unless specific agreement to this effect
is reached at the time of trade.

———

'Subseguent'y. the Congress passed a bill delaying the effective cate of the re

acply to fnew 1ssues of municigal securiies 1ssued after June 30, 1983.

In examining the fmpact of the registration provisions of
TEFRA on the municipal securities markets, all parts of the
municipai industry—dealers, banks, issuers, bond attor-
neys, clearing agencies and depositories, and investors—
have recognized that in orderto avoid significant disruptions
to the market, efficient and accurate perfarmance of the
transfer function is essential.? Subsequent to the enactment
of TEFRA several industry members and organizations
expressed concern that performance of the transfer function,
once all new issues were exclusively in registered form,
waould in many cases be inefficient or inaccurate. Certain of
these industry representatives recommended that the Board
consider amending rule G-12(e)(v)}(B) in order to avoid
clearance problems associated with the use of large-
denomination registered certificates.

In December 1982, based upan the information available
to it at that time, the Board determined that it would be
appropriate to adopt an amendment to rule G-12{e){v}(B)
specifying that, unless the parties tg a transaction in regis-
tered securities agree otherwise, certificates in denomina-
tions af $5,000 par value wouid be required to he delivered
on all transactions in registered securities issued on or after
January 1, 1983.2

The Board's adoption of the proposed amendment was
motivated by its concern that the use of larger denomination
certificates (such as the $100.000 par vaiug certificates per-
mitted under the current rute) for deliveries on transactions
in registered municipal securities might result in undue delays
in the clearance of such transactions. because of the need
to transfer certificates to obtain alternative, smaller denom-
ination certificates.® In view of the possibility that transfer
arrangements on many municipal issues might not meet
recognized standards of efficiency during the initial imple- -
mentation of the registration requirement, the chance of sub-
stantial clearance delays appeared significant. Accord-
ingly, the Board adopted the proposed amendment as an

Questions concerning this notice may be directed
to Donald F. Donahue, Deputy Executive Director. .

gistration provisions of TEFRA for six months. As 2 result. those provisions witl

“See. lor examoie, the discussion of the transter function 1n the Aeport of the Conference on Registered Municipal Securities.

3The provistons of TEFRA were onginally scheduled to become effective an January 1. $983. in arder 10 have he amenament 1n plface as soon as possible, the
Boara cia no: sanc pubitic comment prior 10 adgpting he amengment ana filing 1t with tha Commission for approvat,

For exampie. a geater might purchase $100.000 par value municipal secunttes. and reseil the securities in two transacuons of 550,000 par value each. !f a single
$160.000 par varue genomination cemticate were delivereg on the purchase fransaction, the deater wouid have to suomir the securines 1o transfer to obtain the

two 550.000 par value denomination cartificares neeaed for its delivery obligations.
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interim measure designed to minimize such delays. The
proposed amendment was. by its terms, subject to a “sun-
set” date of January 1, 1985, by which time the Board antic-
ipated that efficient transfer arrangements would be in place
for all issues of municipal securities.

Subseguent to the filing of the proposed amendment, the
Board and the Commission received several comment let-
ters from issuers of municipal securities. transfer agents,
and others, who asserted that the use ot $5.000 denomina-
tion certificates as the standard for deliveries of registered
securities would significantly increase issuance costs and
impose excessive burdens on the transfer process. These
persons indicated, for example, that the need to process a
much larger valume of registerad certificates would be likely
to contribute to inefficiencies in the transfer function, partic-
ularly around the record date. They noted aiso that the need
for a greater number of certificates would substantially
increase issuer's printing costs, and would delay the new
issue delivery process since transfer agents would have to
process each certificate.

The Board also received adverse comments from certain
municipal securities brokers and dealers, registerad clear-
ing agencies, and ather municipal securities professignals.
These persons also focused on the additional burdens
imposed on the transfer process, and further suggested that
the proposed amendment would create other difficulfies for
municipal securitigs brokers and dealers (e.g.. higher proc-
essing costs, greater need for vault space. an increase in
the number of interest claims). Certain of these commenta-
tors also pointed out that the proposed amendment does not
directly address the probiem—the possibility of transfer
inefficiency. In this regard, they expressed concern that the
proposed amendment might in fact operate to delay imme-
diate action to resolve the problem. In the absence of the
proposed amendment, these commentators asserted,
municipal issuers would be likely to adopt efficient transfer

mechanisms mare quickly, in large part in response to mar-/D(

ket forces, since issues on which the transfer arrangements
are known to be inefficient are likely to incur higher interest
costs than those on which provision has been made for
efficient transfer. These persons alsa stressed. as have most
market participants, that adherence to the 72-hour “turn-
around” standard by all persons performing transfer agent
functions with respect to registered municipai securities
would ensure that transfer items are handled efficiently.

The Board has found many of these comments persuasive.
The Board is concerned that the increased burdens imposed
on issuers, transfer agents, and other market participants
may exceed the benefits io be derived from the proposed
amendment. Further, the Board notes that the transition to
the use of registered securities in the corporate securities
markets was accomplished without the adoption of reguia-
tions imposing additional restrictions on denomination size.
The Board notes also that the use of certain automated clear-
ance technigues may alleviate some of the clearance diffi-
culties caused by the need to obtain aiternative denomina-
tions.

Although the Board continues to be concerned that the
municipal securities industry may experience clearance
delays due to the use of larger denomination certificates,
particularly during the period immediately foliowing the
effective date of the registration provisions of TEFRA. the
Board is convinced that rescission of the proposed amend-
ment to require the use of $5,000 denomination certificates

long term interests of all participants in the municipal secuy-
rities markets. Accordingly, the Board has withdrawn the
amendment from consideration by the Securities and
Exchange Commission, and the presently effactive provi-
sions of ruie G-12{e)(v}(B) will continue to apply to deliveries
of registered municipai securities. -

April 25, 1983

S

on deliveries of registered municipal securities is in the best®
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Rule G-12

Proposed Amendments Filed
Regarding Deliveries of Registered
Securities

On May 8, 1983 the Municipal Securities Rulemaking Board
filed with the Securities and Exchange Commission pro-
posed amendments to certain of the provisions of rule G-
12(e)(xiv) regarding deiiveries of registered securities. The
proposed amendments, which are substantially similar to
amendments issued in exposure draft form on December
22, 1982, (1) establish standards concerning the types of
registration which are acceptabie for delivery purposes, (2)
specify that securities with other types of registration, deemed
to be securities in “legal farm,” are not deliverable without
agreement atthe time of trade, and (3) make technicai changes
10 other pravisions regarding registered securities. The text
of the.amendments follows this notice. The Board has
requested that the amendments not hecome effective for a
period of 60 days following Commission approval.

The provisions of the proposed amendments are as fol-
lows: ‘

1. The proposed amendments revise subparagraph
(8)(xiv)(E) of the rule to require that a security be registered
in the name of ane of the following four lypes of persons or
entities 10 be acceptable for delivery purposes:

® an individual or individuals:

® a ngminee;

® amunicipal securities broker or municipal securities
dealer whose signature is on file with the transfer agent

(if the broker or dealer is not 4 member of a national

securities exchange, a statement attesting to the filing of

the signature must be placed on the assignment); or
® an individual or individuals acting in a fiduciary
capacity (e.g.. as an individual executor, trustee, admin-
. istrator. custodian, etc.) who is specifically named an the
certificate. :

The Board has modified the version of thig provision which
was set forth in the December 1982 exposure draft in response
(0 certain of the comments received on the draft. Most sig-
nificantly. the Board has deleted the proposal. set farth in

'This would be trye even if the mumicipal securities dealer was a bank dealer,

the December draft. that securities registered in the name
of "a member of a registered securities association” (ie,a
member of the National Association of Securities Dealers,
Inc.) be cansidered to be in deliverable form. Although sev-
eral comments were received in support of this groposal,
the Board also received comments from transfer agents, who
indicated that, in contrast to members of national securities
exchanges, members of the NASD do not, by virtue of that
membership, have specimen signatures filed with or other-
wise made available to transfer agents. Consequently, these
persons indicated. transfer agents generaily would not be
able o verify that persans who signed assignments of secu-
rities registered in the name of an NASD-member firm were
authorized to so sign, whereas they would be able to do so
inthe case of members of a national securities exchange.
In view of this fact. the Board recognized that its detivery
rules could not deem all deliveries of securities registered
in the name of non-exchange-member NASD members. as
a class. to be “good delivery.”

The Board also recognized. howaver, that, if an individual
non-exchange-member municipal securities deaier has filed
specimen signatures with the transfer agent for an issue. the
prablem of verifying the authorized nature of a signature on
an assignment is resolved for securities of that issue. and.
therefore, a delivery of securities of that issue registered in
the name of this municipal securities dealer should be a
“good delivery.™ Accordingly, the proposed amendments
have the effect of making a delivery of securitigs registered
inthe name of a non-exchange-member municipal securities
dealer not "good delivery” unless the dealer has filad spec-
imen signatures with the transfer agent. The proposed
amendments require that. if the dealer has filed signatures
with the transfer agent, the dealer must include a statement
to this effect on the assignment in order to ensure that any
dealer receiving the securities is advised that this require-
ment has been met.

The Board understands that certain municipal securities
brokers and dealers are encouraging the development of a
program by the NASD or by one of the registered clearing
corporations to make specimen signatures available to transfer

Questions concerning the proposed amend-
ments may be directed to Donaid F. Donahue, Dep-
uty Executive Director,
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agents. The Board would look tavorably on the development
of such a program, and, if such a program were imple-
mented, the Board would consider an appropriate amend-
ment 1o this provision. ‘

2. The proposed amendments revise subparagraph
(e){xiv)(F) to specify that certificates registered in the name
of types of persons or entities other than those specified in
subparagraph (e)(xiv)(E), on which documentation in addi-
tion to the completed securities assignment would be required
inorderto transfer the securities. would be considered under
the amendment to be in “legal form" and unacceptable for
delivery purposes unless the parties agree otherwise at the
time of trade.

3. The proposed amendments make a technical change
in the provisions of subparagraph (e)(xiv){A) to reflact the
fact that securities may be registered in more than one per-
son's name.

4. The proposed amendments also revise the reclamation
provisions of rule G-12(g)(iii) to provide that a delivery of
registered securities may be reclaimed in the event that the
transfer agent refuses t0 transfer the securities because it
deems the documentation pravided with the securities to be

. inadequate for transfer purposes. The Soard believes that
this provision of the proposed amendments is necessary to
deal with those relatively infrequent instances where an indi-
viduai transfer agent may require documentation in connec-
tion with a transfer in addition to that which is normally
necessary and is required under Board rules.

The Board adopted the proposed amendments due to its
concern about the difficuity of completing a transfer of secu-
rities with a “corporate name" or other unusuai form of reg-
istration or assignment execution. In view of the difficulty of
transferring securities with “corporate name” or unusual forms
of registration or assignment execution, the Board believes
that it would not be appropriate to require that a municipal
securities broker or dealer accept these types of securities
when presented as par of a delivery, uniess the broker or
dealer agrees to do so at the time of trade.

The Board also believes that the proposed amerdments
will act to eliminate burdens on the efficiency of the clear-
ance of registered municipal securities since they would
greatly reduce the need to ensure that additional documents
necessary for transfer purposes have praviously been filed
with the transfer agent or are provided with the delivery. The
Board does not believe that the proposed amendments would
impose significant burdens on persons seeking to sell secu-
rities with “corporate name” or unusual forms of registration
since the current requirements of the rule oblige such per-
sons to file documents with and obtain endorsements from
the transfer agent for the securities. Although the proposed
amendments would have the effect of requiring that these
persons have the securities transferred prior to delivery, this
would not appear to require any more time or effort on the
part of these persons, in view of the current rule's filing and
endorsement requirements.

May 13, 1983

*Undertining indicates new language: deleted language has been amitted.

Text of Proposed Amendments*

Rule G-12, Uniform Practice

{a) through {d) No change.

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

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

{A) Assignments. Delivery of a certificate in registered
form must be accompanied by an assignment on the
certificate or on a separate bond power for such certif-
icate, containing a signature or signatures which cor-
respond in every particular with the name or names
written upon the certificate, except that the following
shall be interchangeaole; “and" or “&"; “Company” or
“Co.”; "Incorporated” or "“Inc.”; and “Limited” or "Lid.".

(B) through (D) No change.

{E) Form_of Registration. Delivery of a cenificate
accompanied by the documentation required in this
paragraph (xiv) shall constitute good delivery if the cer-
tificate is registered in the name of:

(1) an individual or individuals;

{2) a nominee: ,

(3) a member of a national securities exchange
whose specimen signature is on file with the transfer
agent or any other municipal securities broker or
municipal securities dealer who has filed specimen
signatures with the transter _agent and places a state-
ment to this effect on the assignment; or

{4) an individual or individuals acting in a fiduciary -

capacity.
(F) Certificate in Legal Form. Good transfer of a secu-

rity in legal form shall be determined only by the ransfer

agent for the security. Delivery of a certificate in legal
form shall not constitute good delivery unless the cer-
tificate is identified as being in such form at the time of
trade. A certificate shall be considered to be in legal
form if documentation in addition to that specified in
this paragraph (xiv) is required to complete a transier
of the securities.
{G) and (H) No change.
(xv) and (xvi} No change.
(f) No change.
(g) Rejections and Reclamations
(i) and {ii} No change.
(iii} Basis for Reclamation and Time Limits. A recla-
mation may be made by either the receiving party or 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 rectamation is made within the
following time limits:
(A) and (B) No change.
(C} Reclamation by reason of the following shall be
made within 18 months foliowing the date of delivery:
(1) No change.
(2) Refusal to transfer cr deregister by the transfer

€
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agent due to presentation of documentation in con-
nection with the transfer or deregistration which the
transter agent deems inadequate,

{3) No change.
{D) No change.

The running of any of the time periods specified in this

paragraph shall not he deemed tg foreclose a party's right

to pursue its claim via other means, including arbitration.
(iv) thraugh (vi) No change.

{h) through (1) No change.
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Rule G-34

New Rule on CUSIP Numbers
Approved

On May 9, 1983, the Securities and Exchange Commission
approved Board rule G-34 on "CUSIP Numbers.” Under the
provisions of the rule, a municipal securities broker or dealer
managing the underwriting of a new issue of municipal secu-
rities is required to ensure that application is made faor the
assignment of CUSIP numbers to the new issue, and that
assigned CUSIP numbers are affixed to or imprinted an the
certificates of the new issue. The rule becomes effective on
July 8, 1983 and applies to all new issue municipal securi-
ties eligible for CUSIP number assignment sold on or after
that effective date, -

The Board adopted the rule because it believes that
expanded use of the CUSIP numbering system in the proc-
essing and clearance activities of the municipal securities
industry will contribute to improving the efficiency of such
activities. The Board ‘believes that, if ail eligible munigipal
securities nave CUSIP numbers assigned to and printed on
them, dealers will be able to place greater reliance on the
CUSIP identification of these securities in receiving, defiv-
ering, and safekeeping physical municipal instruments. Fur-
ther, the municipal securities industry’s expanded yse of the
CUSIP system in identifying municipal segurities issues will
facilitate the adoption of automated technologies for the
comparison, settlement, and clearance of fransactions in
municipal securities. Therefore, the Board concluded that
rule G-34 is an important step in improving the efficiency of
municipal clearance procedures,

Provisions of the Rule

Eligibility

The requirernents of rule G-34 apply to all new issues of
municipal securities which are eligible for CUSIP number
assignment. The rules'governing eligibility currently specify
that CUSIP numbers will be assigned to any municipal issue
{with the generai exception of issues of local assessment
bonds or notes of one year or less to maturity’) which meets
ane of the following criteria;

® the issue has a par value of $500,000 or mare;

® the issue has a par value of $250,000 or mare, and the
issuer has outstanding debt in excess of $250,000; or

¢ the issuer has outstanding debt in excess of $500.000,
and a CUSIP subscriber requests assignment of a num-
ber to an issue (of any par amount).? '

Application

Ruie G-34 requires that, if no other person has praviously
arranged for the assignment of CUSIP numbers to a new
issue, the managing underwriter of such new issue must
make application to an entity designated by the Board {the
CUSIP Service Bureau) for assignment of the numbers. The
rule provides that such application must be made ag promptly
as possible, but in no event later than the business day
following the date of the award. in the case of a competitive
sale, or the business day foliowing the date of signing of a
bond purchase agreement, in the case of & negotiated sale.
The Board wishes to em Phasize that the time limits specified
in the rule are “qutside” time timits. The rule requires that
managing underwriters make application as promptly as
possibile, and does not permit undue delay in making such
application, even though the time fimits set in thé rule may
not have expired. o -

Rule G-34 also requires that the managing underwriter
making application for number assignment provide eight
specified items of information about the new issue, to ensure
that the CUSIP numbers are correctly assigned. In addition,
rule G-34 requires that, at the time of making the application,
the managing underwriter must provide to the entity desig-
nated by the Board (the CUSIP Service Bureau) a copy of a
document prepared by or on behalf of the issuer (e.g., a
notice of sale, official statement, legal opinion, or other simi-
lar document), or of partions of such document, which avi-
dences the eight items of information specified in the rule.
The managing underwriter may provide a document in pre-
liminary form (e.g., a prefiminary official statement): if it does
so, however, it must subsequently provide a copy of any
portians of the finai document which reflect any changes to

Questions concerning the rule may be directed
to Donaid F. Donahue, Deputy Executive Director.

‘Municipal rotes of mare than one year 1o maiurity are etigible for assignment of CUSIP numbers.
“The Board reieased on May 2. 1983 a notice soliciting comments on the deswability of making municipal nates and smaller 1ssues eligibie for CUSIP number

assignment.
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‘the eight items of information made atter the preliminary
document was prepared. If no document, either in prelimi-
nary or final form, is available at the time appiication for the
number assignment is made, the managing underwriter must
stili submit a written application stating the eight specified
items, and must submit a copy of a document, or the relevant
portions of such document, at the time such document
becomes available. The Board believes that requiring that
applications include copies of official documents or portions
of official documents describing the issue is important to
ensure that CUSIP numbers are assigned on the basis of
accurate and complete information about the new issue.
The rule makes clear that, if the managing underwriter is
advised by the party assigning the numbers that the issuer
or its agent has already made application for the number
assignment, a duplicate application need not be made,

Affixture- . :

Rule G-34 requires that the managing underwriter of a new
issue affix, or arrange to have affixed, to the certificates of
the new issue the CUSIP number assigned to the new issue.
[f more than one CUSIP number is assigned, each number
shall be affixed to the certificates of that portion of the issue
to which it relates—for example, on a serial issue the CUSIP
number assigned to a particular serial maturity shail be
affixed to the certificates of that serial maturity. As a practical
matter the Board expects that the numbers will be imprinted
on the cerificates during the normal certificate-printing
process.

Designation of Party to Assign Numbers

The Board has concluded an understanding with the CUSIP
Service Bureau relating to the assignment by the Service
Bureau of CUSIP numbers to new issues of municipal secu-
rities. The Board has received certain assurances from the
Service Bureau in writing relating to, among other things,
the prompt assignment and public dissemination of newly
assigned CUSIP numbers as weil as limitations on any
increase in the fee charged for the assignment of CUSIP
numbers to municipal issues. With respect to the information
furnished to the Service Bureau with CUSIP number appli-
cations, the Service Bureau has given the Board its assur-
ance that such information will not be used for any purpose
other than the assignment of CUSIP numbers, If, at some
future date, the Service Bureau wishes to make other use of
thig information, or to make it available to any other person,
the Service Bureau has committed to make the information
avaiiable to all interested persons at the same time and in
the same manner.

The text of the rule follows this notice.

May 12, 1983

Text of Rule

Rule G-34. CUSIP Numbers

(a)(i) Except as otherwise provided inthis section{a), each
municipal securities broker or municipal securities dealer
who acquires, whether as principal or agent, a new issue of

the purpose of disiributing such new issue shall apply in
writing 1o the Board or its designee for assignment of a
CUSIP number or numbers to such new issue, The municipal
securities broker or municipal securities dealer shall make
such application as promptly as possible, but in no event
later than, in the case of competitive sales, the business day
foilowing the date of award, or, in the case of negotiated
sales, the business day following the date on which the
contract to purchase the securities from the issuer is exe-
cuted. The municipal securities broker or municipal secu-
rities dealer shall provide to the Board or its designee the
following information:

{A) complete name of issue and series designation,
it any,

(B) interest rate(s) and maturity date(s) (provided,
however, that, if the interest rate is not established at
the time of application, it may be provided at such time
as it becomes available);

(C) dated date;

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

(E) type of revenue, if the issue is a revenue issue;

{F) details of ail redemption provisions;

{G) the name of any company or other person in addi-
tion to the issuer obligated, directly or indiractly, with
respect to the debt service on all or part of the issue
(and, if part of the issue, an indication of which part);
and .
(H) any distinction(s) in the security or source of pay-

ment of the debt service on the issue, and an indication

of the part(s) of the issue to which such distinction(s}
relate. )

(i) The information required by paragraph (i) of this
section shall be provided in accordance with the provi-
sions of this paragraph. At the time application is made
the municipal securities broker or municipal securities
dealer making such appiication shall grovide to the Board
or its designee a copy of a notice of sale, official statement,
legal opinion, or other similar documentation prepared by
or on behalf of the issuer, or portions of such documen-
tation, reflecting the information required by this section,
Such documentation may be submitted in preliminary form
if no final documentation is available at the time of appli-
cation. tn such event the final documentation, or the rel-
evant portions of such documentation, reflecting any
changes in the information required by this section shall
be submitted when such documentation becomes avail-
apbte. If no such documentation, whether in preliminary or
final form, is available at the time application for CUSIP
number assignment is made, such copy shall be provided
promptly after the documentation becomes available.

{iif) The provisions of this section shall not apply with
respect to any new issue of municipal securities on which
the issuer or a person acting on behalf of the issuer has
submitted an application for assignment of a CUSIP num-
ber or numbers to such issue to the Board or its designee.
(b} Each municipal securities broker or municipal secu-

rities dealer who acquires, whether as principal or agent, a
new issue of municipal securities from the issuer of such

D¢

-
municipal securities from the issuer of such securities for-

9
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securities for the purpose of distributing such new issue
shall, prior to the delivery of such securities to any other
person, affix to, or arrange to have affixed to, the securities
certificates of such new issue the CUSIP number assigned
to such new issue. If more than one CUSIP number is assigned
to the new issue, each such number shall be affixed to the
securities certificates of that part of the issue to which such
number relates.

(c) In the event a syndicate or similar account has been
formed for the purchase of a new issue of municipal secu-
rities, the managing underwriter shall take the actions required
under the provisions of this ruie.

(d) The provisions of this rule shall not apply to a new
issue of municipal securities which does not meet the ali-
gibility criteria for CUSIP number assignment.

13
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Rule G-12

Comments Requested on Draft
Amendment Regarding Acceptance
of Partial Deliveries

The Municipal Securities Rulemaking Board is circulating
far public comment a draft amendment to the provisions of
rule G-12(e)(iv) regarding partial deliveries of municipal
securities. The draft amendment, if adopted oy the Board,
would mandate the acceptance of partial deliveries on inter-
dealer transactions. The draft amendment is being circu-
lated for the purpose of eliciting comment prior to further
consideration of the proposal by the Board and possibie
filing with the Securities and Exchange Commission.

Background

Board rufe G-12(e){iv) provides as follows:

The purchaser shall not be required to accept a partial
delivery with respect o a single trade in a single security.
For purposes of this paragraph, a “singte security” shall
mean a security of the same issuer having the same matu-
rity date. coupon rate and price. The provisions of thig
-paragraph shall not apply to deliveries made pursuant to

- balance orders or other similar instructions issued by a
registered clearing agency.

This provision was included in the rule as originally filed

with the Commission. and reflects long-standing industry

practice.

Gn several occasions following adoption of the rule the
Beard has received comments from industry members urg-
ing that the rule be amended to require the acceptance of
partial deliveries in certain cirgumstances (e.g., immedi-
ately prior to the execution of a close-out notice). On thess
cccasicns the Board has concluded that the adoption of
such a requirement was an inappropriate response to the
particuiar situations in question since it would place a bur-
den on the receiving dealer that did not seem justifiable in
these circumstances. These comments do indicate, how-
ever. that cerntain participants in the municipal securities
industry support the adoption of the practice. currently fol-
lowed with respect to corporate securities, of accepting
partiai deliveries on inter-dealer transactions.

'Money settiement is handled by the assignment of a cantract value to the daliv
due (nctuging moneys due to parties eliminated from the delivery sequence by

NSCC Comment

The Board has recently received correspondence from the
National Securities Clearing Corporation ("NSCC™) request-
ing that the Board reconsider this provisian. NSCC, which
provides automated comparison and clearance services for
municipal securities transactions, believes that-the current
provisions of the Board's rule may operate as a disincentive
to participation in NSCC's (and other) automated clearance
systems.

NSCC indicates that one of the most attractive features
offered by such autormated clearance systems is transaction
“netting,” whereby a sequence of inter-dealertransactions
in the same securities is reduced by “netting out" the inter-
mediate dealers in the sequence, permitting delivery of the
securities directly from the initial selling deaier(s) to the
uitimate purchasing dealer(s). For exampie, if dealer A gells
$100,000 par value municipal securities to dealer B. who
resells the securities to dealer C, netting of these transag-
tions would “net out” dealer B, and result in a delivery directly
from dealer A to dealer C."

In certain cases. however, NSCC advises, the application
of netting can result in the ultimate purchaser's receiving
two or more “partial deliveries” on its initial transaction. For
example, if dealers A and B each sell $50,000 par value
securities to dealer C, who subsequently resells the secu-
rities as a single fot of $100.000 to dealer D. the application
of netting procedures would "net out” dealer C. leaving
dealer D expecting two “partial deliveries” on its original
transaction of $50.000 par value securities each from deai-
ers A and 8. NSCC indicates that the situation illustrated by
the example is a frequent result of the use of netting proce-
dures. NSCC points out that, if dealer D has the securities
resald to another dealer who is not an NSCC participant,
dealer D would nat, by virtue of the current provisions of rule
G-12(e)(iv). be able ta redeliver a “partial delivery” it receives

Comments on the draft amendment should be
submitted not later than July 15, 1983, and may be
directed to Donaid F. Donahue, Deputy Executive
Director. Written comments will be available for
public inspection.

ery obligation {which is paid upon delivery), and settlement of ail ather moneys
the netting) on a daity basis with the clearning agency.
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on the netted transaction (e.g.. if dealer A delivers the $50.000
par value securities it owes on settlement date and dealer
B does not).

This disparity in the treatment of partial deliveries, and
the increased financing costs NSCC participant dealers may
incur as a rasult of having to carry these “partiai deliveries,”
would, in NSCC's view, discourage participation in auto-
mated clearance programs, and the loss of the clearance
efficiencies such programs are intended to provide. In the
interests of encouraging municipal securities brokers and
dealers 10 use such systems, NSCC urges that the Board
remove this disincentive by amending its rule to require the
acceptance of partial deliveries.

The Draft Amendment )

The Board believes that NSCC's suggestion merits careful
consideration. The inability of participant dealers to rede-
liver securities received on a "partial delivery” resulting from
netting does appear to be a significant disincentive to par-
ticipation in automated clearance systems. The elimination
of this disincentive by the adoption of a requirement that
purchasing dealers accept partial deliveries would impose
certain burdens on such dealers (e.g., the pracessing costs
invoived in accepting a partial delivery, possible financing
costs if the securities are to be redelivered to a customer,
etc.). In spite of such burdens, it may be appropriate to adopt
such a requirement, in view of the overall efficiencies the
use of automated systems is expected to provide.

The Board is mindful, however, that there may be several
considerations which could militate against adoption of a
requiremnent for the acceptance of partial deliveries. in con-
trast to corporate securities, municipal securities are distin-
guished by a relative tack of fungibility. A person accepting

a partial delivery of corporate securities can generally bor- -

row the securities needed to complete an offsetting delivery
obligation relatively easily; this is not true in the municipal
securities markets, where it is often impossible to borrow or
purchase  replacement securities. This factor certainly
increases the burden that adoption of such a requirement

would impose on purchasing dealers. In cases in which the *-

balance of the securities owed were rever delivered. this
lack of fungibility might have more troublesome conse-
guences, and may cause a diminution of the value of the
securities purchased and previously accepted.?

Notwithstanding these considerations, the Board is of the
view that it would be appropriate to consider adoption aof an
amendment requiring acceptance of partiai deliveries on
inter-dealer transactions in municipal securities. Accord-
ingly, the Board is releasing in this notice a draft of such an
amendment: the draft amendment specifies that municipal
securities brokers and dealers shail accept partial deliveries
on inter-dealer transactions, provided that no dealer will be
required to accept a partial delivery of less than $25.000
par value securities.? The Board welcomes comment, how-
ever, on the issues discussed in this notice from industry
members and other interested persons.

The text of the draft amendment foliows.

May 2, 1983.

Text of Draft Amendment*

Ruie G-12. Uniform Practice

(a} through (d) No change.

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

{i) through (iii) No change.

(iv) Pantial Delivery. The purchaser shall be required to
accept a partial delivery of securities in the amount of
$25,000 par value or more which otherwise meets the
requirements of this section {g). The provisions of this

- paragraph shall not apply to daliveries made pursuant to

balance orders or other similar instructions issued by a

registered clearing agency.

(v) through (xvi) No change.

(f) through (1) No change.

2'i_‘his result might oceur if 2 portion of the market value of the securities at the time of purchase was atributable 1o the size of the block being offered. in this
situation, a smaller block {such as that which wouid be delivered in a partial delivery} might have a slightly lower vaiue. The Baard notes. however, ihat The

incidence of delault on defivery is exiremeiy rare,

This provision is intended to minimize the rumber of partial deliveries and to
$10.000 par valua fots). The Board would weicome comment on whether $25,000
amounts varying by siza of the transaction or size of the original issue) should be

“New language underscored; deleted language omitted.

prevent the delivery ofa metiplicity of small partial deliveries (s.g., $5000 or
par value is an appropnale mimimum, or whether a larger amaunt (or 2 scale of
used.
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Rule G-34

Comments Requested on CUSIP
Number Eligibility Standards

The Municipal Securities Rulemaking Board is circulating
for public comment this notice concerning the desirability
of expanding the eligibility standards used in connection
with the assignment of CUSIP numbers to provide for the
inclusion of certain types of securities not presently assigned
such numbers in the CUSIP system. The Board is seeking
the views of members of the municipal securities industry
and cther interested persons on the guestions discussed
herein before determining whether to praceed with certain
actions presently under consideration.

On July 23, 1982 the Board filed with the Securities and
Exchange Commission proposed rule G-34 on “CUSIP Num-
bers.™ The proposed rule would require that the managing
underwriters of new issues of municipal securities apply for
assignment of CUSIP numbers to such new issues, and
furnish-certain information, specified in the rute, in connec-
tion with such assignment. The proposed rule also requires
that the managing underwriter arrange for the imprinting, or
the affixture. of the assigned numbers on the certificates of
the issue.?

Section (d} of the proposed rule specifies that

{tlhe provisions of [the] rule shall not apply to a new

issue of municipal securities which does not meet the

eligibility criteria for CUSIP number assignment.
Those criteria, established by the Board of Trustees of the

- CUSIP Agency. currently specify that CUSIP numbers are

not assigned to municipal notes of one year or less to matu-
rity. Further, CUSIP numbers are not assigned to issues
which do not meet ane of the following size criteria:
® the issue has a par value of $500,000 or more:
® the issue has a par value of $250,000 or more, and the
issuer has outstanding debt in excess of $250,000: or
¢ the issuer has outstanding debt in excess of $500.000,

and a CUSIP subscriber requests assignment of a num-
Der to an issue (of any par amount).

In its consideration of the comments received on an expo-
sure draft of the rule,? the Board gave particular attention to
the question of issue eligibiiity. Severai of the commentators
suggested that municipal note issues shouid be made eli-
ginle for CUSIP number assignment, in view of the signifi-
cant size and trading volume in the municipal note market.
These commentators also noted that assignment of CUSIP
numbers to notes would provide the same efficiencies in
clearance available for other municipal securities issues,
and make municipal note transactions eligible for clearance
through automated clearance systems. Other commentators
cited these possible clearance efficiencies as a reason to
lower the minimum size criterion to permit the inclusion of
moere smail municipal issues in the CUSIP system. In con-
trast, other commentators suggested that assignment of CUSIP
numbers 10 municipal notes would cause unnecessary
expense, or that the minimum size criterion should be
increased due to the probable lack of trading activity in such
small issues. After consideration of these comments the
Board determined to proceed with the proposed rule and
address the question of issue eligibility at a later time.

The Board continues to believe that it would be appropri-
ate to have municipal notes and smalil municipal issues
made eligible for CUSIP number assignment.$ The Board.
therefore, solicits comments on this matter frem municipal
securities brokers and dealers. investors in and issuers of -
municipal securities, and other interested persons. In par-
ticular, the Board seeks comments on the following issues:

Comments concerning the matters discussed in
this notice should be sent, not later than July 15,
1983, to the attention of Donaid F. Donahue, Deputy
Executive Director. Written comments will be avaii-
able for public inspection,

‘See MS&B Reports, v. 2, n. 1 (August 1982), pp. 7-10; ses also Commerce Clearing House Municinal Securities Rutemaking Board Manual, 110.220 at pp.

10.682-95.

*Rule G-34 was recently appraved by the Securities ana Exchange Commission and is schedufed i become effecive for 1ssues sold on or after July 8, 1983,
IThe exposure draft of rule G-34 was released for comment on January 4. 1982, See MSRE Repons. v. 2. n. 1 (January 1982), pp. 5-6: CCH MSR&8 Manual,

110.201 at pp. 10,667-69.

‘The Daily Bond Buyer indicates that $43.3 billion municipal notes were issued in 1982,
*The Board notes thal, if the CUSIP etigipility standards were revised to make such securitias eligible, the reguirements of rule G-34 would be applicable to

municipal securities dealers underwriting such securities.
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1. Should CUSIP numbers be assigned to issues of munic-
ipal notes maturing in one year or less. and:or to small
municipal issues [(i.e., issues below the current CUSIP size
criteria)? If so, should all notes/small issues be made ali-
gible for number assignment, or should alternative maturity/
size criteria be used? What alternative criteria would be
appropriate, and why?

2. Rule G-34 currently provides that application for num-
ber assignment must be made
as promptly as possible, but in no event iater than, in
the case of competitive sales, the business day follow-
ing the date of award or, in the case of negotiated sales,
the business day folfowing the date on which the con-
tract 10 purchase the securities from the issuer is exe-
cuted.
Are these time frames appropriate if municipal notes or small
issues become subject o the rule? If not. what alternative
times would be more appropriate? Does the requirement for
affixture of the assigned numbers to the certificates present
problems?

3. Are there other factors, such as expense, operational or
competitive considerations, which are relevant. in favor or
in opposition. to the assignment of CUSIP numbers to munic-
ipal notes and/ior small issues? What are they?

4. Would another system of issuer-assigned securities
identification numbers be more apprapriate for certain of
these types of securities (e.g.. project notes)? Are such
alternative systems in existence or ptanned?

In its consideration of the comments recgived in response
to this notice. the Board will seek to determine whether. in
its view, the benefits in terms of increased clearance effi-
ciency and more accurate securities identification to be
provided by assignment of CUSIP numbers to municipal
notes and/or small issues outweigh any perceived disad-
vantages. If the Board concludes that this is the case. it
intends to raise this matter with the CUSIP Board of Trustees.
and seek to obtain an amendment of the CUSIP eligibility
standards to provide for assignmant of numbers 1o issues of
municipal notes and small issues of municipal securities.

May 2, 1983

18
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Letter of

Interpretation

Extraordinary Mandatory
Redemption Features

I'am writing in response to your letter of February 15, 1983
regarding the confirmation disclosure requirements appii-
cable to municipal securities which are subject to extraor-
dinary mandatory redemption features. In your letter you
inquire whether such securities need to be identified as
“callable” securities on the confirmation. You also inquire
as to the relationship between an extraordinary mandatory
redemption feature and a "catastrophe call” feature, and the
disclosure requirements applicable to the latter type of pro-
vision.

An extraordinary mandatory redemption feature. in my
understanding, is a call provision under which an issuer of
securities would be obliged to call all or a part of an issue
if certain stated unexpected events occur. For example,
many of the recent marigage revenue issues have extraor-

. dinary mandatory redemption provisions under which secu-

rities would be called if a portion of the proceeds of the issue

has not been used to acquire mortgages by a certain stated
date, or if moneys received from principal prepayments have
not been used to acquire new mortgages by a certain period
following receipt of the prepayment. In generai, securities
which are subject to extraordinary mandatory redemption
provisions must be identified as “callable” securities on any
confirmation. Extraordinary redemption provisions would not,
however, be used for purposes of computing a yieid or dollar
price,

One specific type of extraordinary mandatory redemption
provision is what has been colloquially termed a “catastro-
phe” or “calamity” cail provision. Undar this type of provi-
sion the issuer of securities would te obliged to call all ar
part of an issue if the financed project is destroyed or dam-
aged by some catastrophe (e.g., by fire, flood, lightning or
ather act of God) or if the tax exempt status of the issue is
negated. The Board has praviously expressed the view that
securities which are callable solely under this type of “catas-
iraphe” call provision, and are not otherwise caliable. nead
not be designated as “callable” securities on a confirma-
tion.”

In*surmmary, therefore. securities which are subject to
extraordinary mandatory redemption provisions other than
"catastrophe” call provisions must be identified as “calla-
Dle” securities on confirmations.—MSRS8 interpretation of
February 18, 1983 by Donald F. Donahue. Deputy Executive
Director.

“See. e.c.. November 15. 1977 inlerpretive \etter by Frieda K. Wallisan. CCH Municipal Securities Rulemaking Board Manual, ©3571 11 at p. 3567~58: February
27. 1978 mterpretive letter by Denms C. Hensley. CCH Manual. *3571.12 a1 po. 3567-58-6.

19




Volume 3, Number 3

May 19383

Route To:

B Manager, Muni. Dept.
Underwriting
Trading

Sajes

Operations
Compliance
Training

Othar.

Letters of

Interpretation

Rules G-12 and G-15—Put Option
Bonds

Put Optien Confirmation Requirements

This will acknowledge receipt of your lefter of March 17,
1881, with respect to “put option” or “tender option" features
on certain new issues of municipal securities. n your latter
you note that an increasing number of issues with *'put option”
features are being brought to market, and you inquire con-
cerning the application of the Board's rules to these secu-
rities. Your letter was reviewed by a Committee of the Board
which has been charged with responsibility for interpreting
certain of the Board's rules; the Committee authorized my
sending you this letter in response.

The issues of this type with which we are familiar have a

“put option” or "tender option" feature permitting the hoider .

of securities of an issue to sell the securities back to the
trustee of the issue at par. The “put” or "tender option”
grivilege normalily becomes available a stated number of
years (e.g., six years) after issuance, and is available on
stated dates thereatter (e.g., ance annually, on an interest
payment date). The holder of the securities must usually
give several months prior notice to the trustee of his intention
to exercise the “put option.”

Most Board rules will, of course, apply to “put option"
issues as they would to any othar municipal security. As you
recognize in your letter. the only requirements raising
interpretive questions appear to be the requirements of rules
G-12 and G-15 concerning confirmations. These present two
interpretive issues: (1) does the existence of the "put option"”
have to be disclosed and if so, how. and (2) shouid the “put
option” be used in the computation of yield and dollar price.

Bath rules require confirrnations to set forth a

description of the securities, including . . . if the secu-

rities are . . . subject to redemption prior to maturity . . .,

an indication to such effect . . ..
Confirmations of transactions in “put option” securities would
therefore have to indicate the existence of the “put option,”
much as confirmations concerning callable securities must
indicate the existence of the call feature. The confirmation
need not set forth the specific details of the "put option"
feature.

The requirements of the rules differ with respect to disclo-
sure of yields and dollar prices. Rule G-12, which govemns
inter-dealer confirmations. reguires such confirmations to
set forth the

yield at which transaction was effected and resuiting

doltar price, except in the case of securities which are

traded on the basis of dollar price or securities sold at
par, in which event only dollar price need be shown (in
cases in which securities are priced to premium call or
to par option, this must be stated and the call or option
date and price used in the calculation must be shown,
and where a transaction is effected on a yield basis,
the doilar price shall be calculated to the lowest of price

to premium call, price to par option, or price to .

maturity). ...

Ruie G-15 requires customer confirmations to contain

vield and dollar price as follows:

(A) for transactions effected on a yield basis. the vield
at which transaction was effected and the resulting doliar
prica shail be shown. Such dollar price shall be caiculated
to the lowest of price to premium call, price to par option,
of price to maturity. In cases in which the dollar price is
calculated to premium call or par option, this must be
stated, and the call or gption date and price used in the
calculation must be shown.

(B) for transactions effected on the basis of dollar price,
the dollar price at which transaction was effected, and the
lowest of the resulting yield to premium call, yield to par
option. oryield to maturity shall be shown; provided, how-
ever, that yield information for transactions in cailable
securities effected at a dollar price in excess of par, other
than transactions in securities which have been called or
preretunded, is not required to'be shawn until Qctober 1,
1981.

(C) for transactians at par. the doilar price shall be
shown .. ..

Therefore, with respect to transactions in “put option” secu-
rities effected on the basis of dollar price, rule G-12 requires
that confirmations simply set forth the dollar price. Rule G-
15 requires that confirmations of such transactions set forth
the dollar price and the yield to maturity resulting from such
dollar price. With respect to transactions effected an the
basis of yield, both rules require that the confirmations set
forth the yield at which the transaction was effected and the
resulting dollar price. Uniess the parties otherwise agree,
the yield should be computed to the maturity date when
deriving the dollar price. If the parties explicitly agres that
the transaction is effected at a yietd to the “put option” date,
then such yield may be shown on the confirmation, tagether
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with a statement that it is a "yield to the [date] put option,”
and an indication of the date the option first becomes avail-
able o the holder.

Since the exercise of the "put option" is at the discretion
of the holder of the securities, and not, as in the case of a
call feature, at the discretion of someone other than the
holder, the Board concludes that the presentation of a yield
to maturity on the confirmation, and the computation of yield
prices to the maturity date, is appropriate, and accords with
the goal of advising the purchaser of the minimum assured
yield an the transaction. The Board further beliaves that the
ability of the two parties to a transaction to agree to price
the transaction to the “put option” date, should they so desire,
provides sufficient additional flexibility in applying the rules
to transactions in “put option"” securities.—MSAB interpre-
tation of April 24, 1981 by Donald F. Donahue, Deputy Exec-
utive Director.

Further Clarification of Put Option Confirmation

This will acknowledge receipt of your letter of May 6, 1981,
requesting further clarification of the application of Board
rules to municipal securities with “put option” or “tender
option” features. In your letter you note that | had previously
indicated that, in some circumstances, Soard rules would
require inter-dealer and custorner confirmations to set forth
a yield to the "put option" date, designated as such. You
suggest that presentation of this information on confirma-
tions wouid require reprogramming of many computerized
confirmation-processing systems. and you inquire whether
the Board intends that

dealers should possess the capability to “price to the
put” and [to] indicate the appropriate yield in their con-
firmation systems[.]

In my previous letter of Aprii 24, 1981 | advised that Board
rules G-12(c), on inter-dealer confirmations, and G-15, on
Customer confirmations, would require the following with
respect to transactions in securities with "put option" fea-
tures:

(1) If the transaction is effected on the basis of a yield
price, the confirmation must state the yield at which the
transaction was effected and the resulting dollar price. The
doliar price must be computed to the maturity date, since,
inmost instances, these securities will not have call features.
ifthe securities do have a refunding call feature, the reguire-
. ment for pricing to the lowest of the premium call, par option,
or maturity would obtain.

(2) It the transaction is effected on the basis of a dollar
price, the confirmation must state the dollar price, and, in
the case of a customer confirmation, the resulting yield to
maturity. If the securities have a call featurs, the custormer
confirmation wouid state the yield to premium call or the
yield to par option in lieu of the yield to maturity, if either is
lower than the yield to maturity. _

In neither case does the rule require the presentation of a
yield or a doilar price computed to the “put option” date as
a part of the standard confirmation processing. Further, the
Board does not at this time pian to adopt any requirement
for a calculation of yield or dollar price to the lower of the
put option or maturity dates, comparabie to the calcuiation
requirement involving call features. | would therefore have

' to respond to your inquiry by stating that the Board does not

at this time intend to require, as an aspect of standard con-
firmation processing, that dealers have the capability to
“price to the put.” .
In your May 8 letter you quote a paragraph from my pre-

vious correspondence, which stated the following:

If the parties explicitly agree that the transaction is

effected at a yield to the “put option” date, then such

yield may be shown on the confirmation, together with

a statement that it is a yield to the (date) put option. and

an indication of the date the option first becomes avail-

able to the holder.
As this paragraph indicates, in some circumstances the
parties to a particular transaction may agree between them-
selves that the transaction is effected on the basis of a yield
to the “put option” date, and that the doltar price will be
computed in that fashion. In such circumstances. the yield
to the "put option” date is the "vield at which [the] transaction
was eifected” and must be disciosed as such; it must also
be identified in order to evidence the agreement of the par-
ties that the transaction is priced in this fashion. However,
since the sale of securities on the basis of a yield to the "put
option" is at the discretion of the parties to the transaction,
and s a special circumstance requiring a mutual agreement
of such parties, | suggest that the reprogramming you men-
tion would. be necessary only if your bank elects to treat
securities with “put option” features in this special fashion.
Further, given the fact that these would be exceptional trans-
actions, and would requirg special handling at the time of
trade itself (viz., the conclusion of the mutual agreement
concerning the pricing), | suggest that manual processing
of these transactions on an “exception” basis appears to be
a viable aiternative to the reprogramming.—MSRB interpre-
tation of May 11, 1981 by Donald F. Donahue, Deputy Exec:
utive Director.

Additional Interpretation of Put Option
Confirmation Disciosure Requirements

[ am writing in response to your recent letter regarding
issues of municipal securities with put option or tender option
features, under which a holder of the securities may put the
securities back to the issuer or an agent of the issuer at par
on certain stated dates. In your letter you inquire generally
as to the confirmation disclosure requirements applicable
to such securities. You also raise several questions regard-
ing a dealer's obligation to advise customers of the exis-
tence of the put option provision at times other than the time
of sale of the securities to the customer.

Your letter was referred to a committee of the Board which
has responsibility for interpreting the Board's confirmation
rules, among other matters. That committee has authorized
my sending you the following response.

Both rules G-12(c} and G-15, applicable to inter-dealer
and customer confirmations respectively, require that con-
firmations of transactions in securities which are subject to
put option or tender option featuras must indicate that fact
{e.g., through inclusion of the designation "puttable” on the
confirmation). The date on which the put option feature first
comes into effect need be stated on the confirmation oniy if
the transaction is effected on a yield basis and the parties
to the transaction specifically agree that the transaction dol-
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lar price should be computed to that date. In the absence of
such an agreement, the put date need not be stated on the
confirmation, and any yield disclosed should be a yield to
maturity.

Of course, municipal securities brokers and dealers sell-
ing to customers securities with put option or tender option
features are obligated to disclose adeguately the special
characteristics of these securities at the time of trade. The
customer therefore should be advised of information about
the put option or tender. option feature at this time.

In your letter you inquire whether a dealer who had pre-
viously sold securities with a put option or tender option
feature to a customer would be obiliged to contact that cus-
tomer around the time the put option comes into effect to
remind the customer that the put option is availabie. You

also ask whether such an abligation would exist if the dealer
held the securities in safekeeping for the customer. The
committee can respond, of course, only in terms of the
requirements of Board rules; the committee noted that no
Board rule would impose such an obligation on the dealer.

In your letter you aiso ask whether a dealer who purchased
from a customer securities with a put option or tender option
feature at the time of the put option exercise date at a price
significantly below the put exercise price wouid be in vio-
fation of any Board rules. The committee believes that such
a dealer might well be deemed to be in violation of Soard
rules G-17 on fair dealing and G-30 on prices and commis-
sions.—MSAB interpretation of February 18, 1983 by Donald
F. Donahue, Deputy Executive Diractor.
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Rule G-12.

Amendment Approved Concerning
Confirmations with CUSIP Number
Discrepancies '

The Securities and Exchange Commission has approved
an amendment to rule G-12(d) conceming the comparison
and verification of inter-dealer confirmations containing CUSIP
number discrepancies. The text of the amendment follows
this notice.

Board rule G-12(d) requires municipal securities brokers
and dealers to compare inter-dealer confirmations of trans-
actions, to follow certain specified procedures to resolve
any discrepancies discovered in the course of such com-
parison, and to issue confirmations carrecting such discrep-
ancies. Paragraph (d){ix) of the rule previously provided that
in the event that a comparison of inter-dealer confirmations
revealed a discrepancy limited solely to the CUSIP numbers
on the confirmations, the parties to the ransaction were
required to take steps to rescive the discrepancy, but were
not required to issue a corretted confirmation, showing the
correct CUSIP number, upon resolution of the discrepancy.

The amendment to rule G-12 approved by the Commission
deletes paragraph (d)(ix), and thereby amends the rule to
require that municipal securities brokers and deaters com-
paring confirmations showing CUSIP number discrepancies
follow the same proceduras, including the preparation and
mailing of corrected confirmations, as they would to resoive
any other type of discrepancy.

In proposing this amendment, the Soard noted that the
CUSIP number designation on the confirmation of a trans-
action has become a key companent of the identification of

"Matenal which is lined through has been deleted.

the securities involved in the transaction, particularly as
more municipal securities transactions are compared and
cleared by means of automated systems. In light of the
growing significance of the CUSIP number identification,
the Board believes that it is impartant that the parties to a
transaction agree on the CUSIP number, and that this num-
ber be reflected accurately on the confirmations exchangad
by the parties.
The text of the amendment follows.

April 29, 1583

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

Text of Amendment*

Aule G-12. Uniform Practice

(a) through (c} Na change.’

(d) Comparisan and Verification of Canfirmations; Unreg-
ognized Transactions.

(i) through (viii) No change.

(i) Fhe- provisiors of this section {d}-shal net-apply te
any discrepaney-ncompared-cenfirmations relating-soiely
to-the €USIF Aumber-requirament of subparagraph R of
paragraph (e)tv)-In-the event-either pary-discovers-such
a-discrepancy: sueh-party- shaH Bremptly eommupicate
such-ciserepancy tothe eontra party and betk parties shat
prompilyreseive the-discrepancy:

(e) through (1) No change.
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Rule G-12

Amendment Apprbved Concerning
Note Denominations

The Securities and Exchange Commission has approved
a rule change to rule G-12{e){v), concerning deliveries of
tax-exempt notes, to permit detiveries of notes in denomi-
nations smaller than those specified on the confirmation of
the transaction if the notes delivered can be aggregated to
constitute the denominations specified.

Prior to approval of the amendment, the rule had required
that all deliveries of tax-exempt notes be made in denomi-
nations specified as sold on the confirmation pursuant to
rule G-12(c){vi). Under the new rule, far exampte, if a con-
firmation for 50 notes specifies that the delivery will he
"2 x 25." the denominations delivered must permit the dealer
to redeliver two lots of 25. The Board understands that the
rule amendment codifies a widespread practice of the note
industry to accept daliveries of smaller denaminations and
believes that the amendment will avoid unnecessary rejec-
tions af technically non-conforming deliveries of notes.

The text of the rule amendment foilows.

April 28, 1983

Text of Amendment*

Rule 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 (iv) No change.
(v) Units of Delivery. Delivery of bonds shall be mada
in the following denominations;
(A) for bearer bonds, in denominations of $1.000 or
35,000 par value; and
(B) far registered tbonds, in denominations which are
muitiples of $1,000 par value, up to $100.000 par value.
Delivery of other municipal securities shall be made in the
denominations specified on the confirmation as reguired
pursuant to paragraph (c)(vi} of this rule except that deliv-
eries of notes may'he made in denominations smaller than
those specified if the notes delivered can be  aggregated to
constitute the denominations specified.

Questions or comments concerning the rule
change should be directed to Angela Desmond,
Deputy Generai Counsei.

———

“Underhning indicates new tanguage.

(wi) through (xvi) No change.
{f} through (1) No change.
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Rule G-15

Amendment Approved Requiring
CUSIP Numbers on Customer
Confirmations

On May 9, 1983 the Securities and Exchange Commisgion
approved an amendment to Board rule G-15 concarning the
inclusion of CUSIP numbers on confirmations sent to cus-
tomers. The amendment requires that the customer confir-
mation set forth the “CUSIP numtber, if any, assigned to the
securities” involved in the transaction. The Board adopted
the amendment due to its belief that the inclusion of a CUSIP
number on the customer confirmation would ensure the
accurate identification of the issue of securities involved in
the transaction and facilitate the use of automated confir-
mation and clearance systems in connection with such
transaction.

At the Board's request the Commission delayed the effec-
tiveness of the amendment for a period of 120 days following
its approval. The amendment therefore becomes effective
on September 6, 1983, and all confirmations sent to custom-

*Underlining indicates new language.

ers on or after that date must set forth the applicable CUSIP
number, ‘

May 12, 1983

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

Text of Amendment*

Rule G-15, Customer Confirmations
(a) At or befare the completion of a transaction in munic-
ipal securities with or for the account of a customer, each
broker, dealer or municipal securities dealer shail give or
send to the customer a written confirmation of the transaction
containing the following information:
(i} through (v) No change.
{vi) CUSIP number, if any assigned to the securities;
(vi) through (xiii} renumbered as (vii) through (xiv). No
substantive change.’
(b) through (i) No change.
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