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Delivery of Interchangeable
Securities: Rules G-12 and G-15

Amendments Approved
Effective September 18, 1988, the amendments—

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

 eliminate the one-day reclamation provision for Inter—
changeablesecurities delivered inregistered form; and

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

On March 18, 1988, the Securities and Exchange Commis-
sion approved amendments to rute G-12 on uniform practice
and rule G-15 on confirmation, clearance and settlement of
transactions with customers.t The amendments will permit de-
liveries of securities issuable in either bearer or registered form
(interchangeable securities) to be in either form, unless the
parties agree to a spacific form of delivery. The amendments
also will eliminate the one-day reclamation provision in rule
G-12(g) (i} (A) (4) for securities delivered in registered form,
and the requiremertt in rules G-12(c)(vi)(B) and G-15(a) (i) (B)
to designate asecurity as being in registered form on confirma-
tions. The amendments will become effective on Septernber
18, 1988, to provide industry personnel with sufficient time to
prepare for the changes.

Background

Many issues of municipal securities issued prior tothe effec-
tive date of the Tax Equity and Fiscal Responsibility Act of 1982
(TEFRA) permit holders to choose registered or bearer certifi-
cates. Atthattime, the municipal securities market primarily was
composed of bearer issues, andthe Board's good delivery rule,

1 SEC Release No. 34-25489.

rule G-12(e), reflected the expactation that inter-dealer
deliveries of municipat securities would be in bearer form. Rule
G-12(e) (v))(A), on inter-dealer deliveries, provided thatdelivery
of sacurities which are issuable in both bearer and registered
form shall ba in bearer form uniess otherwise agreed by the
parties. Rule G-15{(c)(iv)(A) made a similar requirement for
customer deliveries.2 In addition, rule G-12(g)(iii}(A){4), on
raclamation, permited a dealer to reclaim interchangeable se-
curities within one business day of their delivery if they are
delivered in registered form and were not idertified as such at
the time of trade.

Summary of Amendments

The amendments will eliminate the presumption in favor of
bearer securities in rules G-12(e) (vi) (A) and G-15(c)(iv){(A) and
will permit deliveries of interchangeable securities tobeineither
bearer or registeredform, unlessthereisan agreement between
the parties on a specific form of delivery. The amendments also
will eliminate the one-day reclamation provision inrule
G-12{g)(iii) (A)(4) for interchangeable securities delivered in
registered form. Finally, since deliveries of imerchangeable
securities may be made in either registered or bearer form and
since a dealer may not know the form of the security prior to
delivery, the amendments will eliminate the requirement inrules
G-12(c)(vi)(B) and G-15(A)(iil(B) to designate a security as
being in registered form on confirmations.

The Board believes that the former presumption in favor of
bearer certificates inthe Board's rules, whichwas adoptad prior
tothe TEFRA requirement for registered securities, is inconsis-
tant with today's registered environment and the use of auto-
mated clearance and settiement systems. The amendments
will allow depositories to convertinterchangeable securities on
deposit from bearer to registered formand tHeReby minimizethe
costs and risks of housing certificates, clipping coupens,
monttoring calls and other details of processing bearer certifi-
cates. The Board also believesthatthe amendments willreduce
failed transactions and permit additional transactions to be

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

2Both rule G-12(e) (v} (A) and rule G-15(¢) (iv) (3) state that'deiivery of securities which are required to be inregistered formin order for interestthereon

10 be exempt from Federal income taxation shall be in registered form.*
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settled by book-entry rather than by more expensive physical
deliveries.

Ingeneral, the Board believes that customers will benefit from
the amendments because of the better call notification, prompt
interest payments and the relative safety from theft or loss
offered by registered cartificates. The Board is aware that some
customers continue to request delivery of bearer certificates
and that the amendments may make it more difficult to provide
bearer certificates to these customers. The Board balisves,
however, that investors generally have becoms more comfort-
able with registered securities as nearly all new issue activity
since July 1, 1983, TEFRA's effective date, has been in regis-
teredform. The Board urges dealers to educate theircustomers
about the benefits of registration over the next six months to
minimize any problems that may arise as deposttories begin to
convert interchangeable securities into registered form.

March 18, 1988

Text of Amendments”

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

() through (v} No change.

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

{A} No change.

(B) if the securities are i -
prineipal-only-"er available only in book—entry form, a designa-
tion to such effect;

(C) through {l) No change.

(d) Nochange.

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

(i) through (v) No change.

{vi) Form of Securities.

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

{B) No change.

(vil) through (xvi) No change.

{f) No change.

" Underlining indicates new ianguage; strike-through indicates deletions.

(9) Rejections and Reclamations.

() through (i) No change.

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

{A) Reclamation or demand for reclamation by reason of
the follewing shall be made wnhm one business day following
the date of dalivery:

(1) through (3) No change

(B) through (D) No change
(iv) through (vi} No change.
(h) through () No change.

Rule G-15, Confirmation, Clearance and Settiement of
Transactlons with Customers

(a) Customer Confirmations.

(0 through (i} No change.

(i) In addition to the information required by paragraphs (i)
and (i) abovs, each confirmationto a customer shalt containthe
following infarmation, if applicable:

{A) No change.

(B) i the securities are i a
prineipal-enly;er available only in book- entry form, a designa-
tion to such effect;

(C) through (J) No change.

{iv) through (ix) No change.

{b) No change.

(c) Deliveries to Customers. Except as provided in section (d)
below, a delivery of securities by a broker, dealer, or municipal
securities dealer to a customer or to another person acting as
agent for the customer shall, unless otherwise agreed by the
parties or otherwise specified by the customer, be made in
accordance with the following provisions:

{i) through (i) No change.

(iv) Form of Securities.

(A) Bearer and Registered Form. Delivery gf securities
which areissuable in both bearer and registered form shat may
be in bearer form unless otherwise agreed by the parties;
provided, however, that delivery of securitieswhich are required
tobe inregistered formin order for interestthereonto be exempt
from Federal income taxation shall be in registered form.

(B) No change.

(v) through {xii} No change.

{d) through (&) No change.
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Sole Underwriting Period: Rule G-32

Amendment Approved

The amendment deflnes the underwriting period for sole
underwriters.

On March 9, 1988, the Securities and Exchange Commis-
sion approved an amendment to rule G-32 on disclosures in
connection with new issues.!. The amendment defines the
*underwriting period” in new issue distributions made by sole
underwriters (sole underwritings) and thus identifies the trans-
actions that are subject to the requirements of rule G-32. The
amendment became effective upon approval by the Commis-
sion,

Background

Rule G-32 requires all dealers selling new issue municipal
securities during the underwriting period to deliver a copy of the
official statement for the issus, if one will be prepared, to each
custormner no later than settlement with the customer.2 The
underwriting period is defined to begin with the first submission
to a syndicate of an order for the purchase of the securities or
the purchase of such securities from the issuer, whichever first
occurs. The underwriting period ends when the issuer delivers
the securities to the syndicate orthe syndicate no longerretains
anunsold balance of the securities, whichever last occurs. This
definition is designed to ensure that a sufficient number of
investors receive new issue disclosures.s

The Board has interpreted rule G-32 to apply to sole
underwritings notwithstanding the use of the term *syndicate” in
the definition of underwriting pericd and has stated that the
numberof underwriters is irrelevant tothe purposes of the rule 4

1SEC Release No. 34-25438,

The Board conciuded, however, that the definition of underwrit-
ing period for syndicated underwritings is not appropriate for
sole underwritings because a sole underwriter may retain por-
tions of an issue in its inventory long after the delivery of the
issue by the issuer and completion of the initial reoffering.

Summary of Amendment

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

March 9, 1988

Text of Amendment’

Rule G-32. Disclosure in Connection with New issues

(a) through (b} No change.

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

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

() £The term “new issue municipal securities” shall mean
securities of an issue that are sold by a broker, dealer, or
municipal securities dealer during the ur;denvr'rting period,

-

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

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

statements on new issues,

3 All dealers seiling new issue securities during the underwriting period, including those dealers that are not underwriters for the issue, are subject
to the requirement of rule G-32 to deliver new issue disclosures to customers.
4 MSRB Interpretation of April 18, 1979, by Mark K. Sisitsky, MSRB Manual (CCH} para. 3656.15 at 5253.

* Underlining indicates new language; strike-through indicates deletions,
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definedHnrute-G-1H-oftheBeeard, but shall not include issues of
tax-exempt commercial paper.-end

(i} The term "underwriting period" shall mean:
A) for securities purchased from an_issuer a

syndicate, the period defined in paragraph (a){ix) of rule G-11,

onsales of new issue municipal securities during the underwrit-

municipal securities dealer of an order for the purchase of the
securities or the purchase of such securities from the issuer,
whichever first occurs, and ending at suchtime asthe following
two conditions both are met: {1) the issuer delivers the securi-
tiés to the broker, dealer or municipal securities dealer, and (2)
the broker, dealer or municipal securities dealer no longer

ing period; and
B) for securities purchased from an issuer by one

broker, dealer or municipal securities dealer, the period com-
mencing with_the first submission to the broker, dealer or

retains an unsold balance of the securities purchased from the

issuer or 21 calendar days elapse after the date of the first
submission of an order for the securities, whichevar first occurs.

£ renumbered [ii) No change.

o
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Confirmation Disclosure of Book-
Entry-Only Securities: Rules G-12
and G-15

Amendments Withdrawn

The Board withdraws draft amendments that would have
deleted the requirements that dealers designate on confir-
mations securities that are available only in book-entry
form.

The Board is withdrawing draft amendments to rules G-12(c)
and G-15(g) that would have deleted the requirement 1o desig-
nate on confirmations securities that are available only in book-
entry form.

Summary of Draft Amendments

Rule G-12{c){vi){B) requires that confirmations of inter-dealer
transactions in securities that are available only in book-entry
form include a designation to this effect. G-15(a) (iii)(B) makes
asimilar requirement for customer confirmations. In November
1987, the Board published for comment draft amendments that
would have deleted these requirements to designate securities
as book-entry-only on confirmations.?

In the notice requesting cormment on the draft amendments,
the Board observed that book-entry-only issues are becoming
increasingly more common in the municipal securities indus-
try.2 The Board asked for comments whether confirmation dis-

1 MSRB Reports, Vol. 7, No. 5 at 7-8.

closure of the book-entry-only feature continues to be neces-
sary for customer and inter-dealer transactions.

Summary of Comments

The Board received 14 comment letters, All commentators
opposed deleting the confirmation requirement for customer
transactions, and all but one opposed deleting the requirement
tor inter-dealer transactions.® The cornmentators supporting
confirmation disclosure for customers noted that book-entry-
only securities still are a relatively new concept to many inves-
tors and that some investors do not wish to purchase this type
of security. Anumber of commentators also stated that dealers
must know whether specific issues are bock-entry-only to
service their customers and suggested that inter-dealer confir-
mation disclosure assists in this purpose. Several commenta-
tors suggested that, as the industry becomes more familiar with
book-entry-only securities, the need for confirmation disclo-
sure of this feature will ba diminished.

Based on the comments received, the Board has determined
to withdraw the draft amendments. As the industry becomes
more familiar with book-entry-only issues, the Board will review
whether it continues to be appropriate to require confirmation
disclosure of book-entry-only securities. The Board, thus, may
reconsider the draft amendments in the future.

February 23, 1988

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

2 Depository-eligible book-entry-only issues have accounted for this increase. In these issues, the issuer deposits ons 'global* certificate for each
maturity of the issue at a securities depository registered with the Securities and Exchange Cemmission. Physical certificates are not available to
investors. Ownership positions and transactions in the issue among the depository's members are recorded in the depository's records. Investors
that are not depository participants maintain ownership positions through securities firms, banks or clearing agents that are depository members.
3 Coples of the comment letters are available for inspection at the Board's offices.
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Suitability of Recommendations
and Transactions: Rule G-19

All compliance and sales personnel should review the
requirements of Board rules on the suitabllity of recommen-
dations and transactions with customers.

This notice reviews the requirememnts of one of the Board's
most important rules, rule G-19 on suitability. Rule G-19 has
been in effect since 1978 and requires that, before a dealer
recommends a municipal securitias transaction to a customer,
the dealer make certain suitability determinations with respect
to the securlty involved and the particular customer. The rule
also specifies certain standards for effecting transactions in
municipal securities for a discretionary account and prohibits
churning of customer accounts. A dealer's failure to comply
with its suitability obligations to customers also may result in
violation of the antifraud provisions of the federal securities
laws.

The Board wishes to emphasize that it is the responsibility of
securities firms and bank dealers to ensure that their associated
persons comply with the requirements of rule G-19 when
effecting municipal securities transactions. Failure to do so
may result in violation of Board rule G-27 on supervision. The
Board urges municipal securities principals and compliance
personnel to distribute this notice to sales and supervisory staff
and to discuss it with them.

RECOMMENDATIONS

1. Q: What suitabllity determinations must be made by a
dealer before it may recommend a transaction In
municipal securities to a customer?

A: Underrule G-19(c), adealer may make arecommenda-
tion only if the dealer has reasonable grounds, based
upon information available from the issuer of the secu-
rity or otherwise, for recommending the security and, in
addition, the dealer believes that the recommendation
is suitable for the particular customer in light of the
customer's financial background, tax status, and in-

3. @

vestment objectives and any other similar information
concerning the customer known by the dealer.

What kind of information about a municipal security
must a dealer obtain In orderto recommend the pur-
chase of the security?

A dealer should obtain information concerning the
security and the issuer which is avaifable from the
issuer or other sources, A dealer must be able to
determine, among otherthings, the credit quality of the
security and the particular features of the issue.

What kind of information about the customer must
adealer obtain In orderto recommend the purchase
of a municipal security?

Rule G-19(b) requires dealers, before recommending
the purchase, sale or exchange of 2 municipal security
to a customar, to have knowledge or to inquire about
the customer's financial background, tax status, and
investment objsectives and any other simitar informa-
tion. In addition, this information must be recorded as
described below.

Does the term *financia! background" refer to a
customer's financial resources or financial knowl-
edge?

The phrase refers to a customer's financial resources
and any other factors of afinancial nature that may bear
upon a determination of suitability. AcuBtemer'sinvest-
ment or financial experience may have a bearing onthe
suitability of a particular recommendation and, in
circumstances in which it is apparent that this factor
would be of importance to such a decision, a dealer
should seek to obtain it.

How would a dealer obtain this personal financial
Information?

Rule 19(b} imposes an affirmative duty of inquiry onthe
dealer.

What should a dealer do if the customer refuses to
provide financial Information?
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A: Under rule G-19(c), f a customer declines to provide

the information requested and itis not otherwise known
to the dealer, a dealer is permitted to make a recom-
mengdationto a customer cnly if the dealer has reason-
able grounds, based on information available from the
tssuer of the security or otherwise, for recommending
the security and there are no reasonable grounds to
believe and the dealer does not believe thatthe recom-
mended transaction is unsuitable for the customer.

What should a dealer do If a customerwishes to buy
certain municipal securitles which a dealer knows
would not be suitable?

Under rule G-19(c), the dealer should inform the cus-
tomer that it does not believe the transaction would be
suitable. Thereafter, the dealer may. respond to the
customer's requasts for investment advice concerning
municipal securities generally or such specific securi-
ties and may executetransactions at thedirection of the
custormner.

: AretheBoard's suitability requirements different for
discretionary accounts?

No, a dealer effecting a transaction for a discretionary
account still must determine that the transaction is
suitable for the customar. In addition, under rule
G-19(d), a dealer may effect a transaction in municipal
securities for a discretionary account only tothe extent
clearly permitted by the prior written authorization ofthe
customer or if the transaction specifically is authorized
by the customer.

: What are the suitability obligations of a dealer to
customers who participate in investment seminars?

A dealer recommending a transaction in & particular
security during an investment seminar must have rea-
sonable grounds for the recommendation in light of
information about the security available fromthe issuer
or otherwise. This duty applies to recommendations
made generally to all participants inthe seminar as well
asto recommendations madeto individual customers.

In addition, a dealer who makes a recommendation to
aparticular customer during the course of the seminar
orin responseto an inquiry fromthe customer resulting
from the customer's attendance at the seminar, must
have reasonable grounds to believe and must believe
thatthe recommendation is suitable for the customerin
light of the customer's financial background, tax status,
and investment objectives and other similar informa-
tion about the customer relevant to making a determi-
nation of sultability. If, after an inguiry by the dealer, this
information is not provided by the customer or other-
wise known by the dealer, the dealer may make the
recommendation only i he has no grounds to believe

and does not believe that the recommendation is un-
suitable for the particular customaer,

What are the suitabiiity obligations of a dealer
ioward a customer who contacts the dealer in
response to an advertisement for municipal secu-
rities?

Rule G-18 applies to recommendations made to cus-
tomers who contact a dealer in response to an adver-
tisement for municipal securities in the same way it
applies to all other recommendations made to cus-
tomers. If anindividual contacts a dealerfor additional
information conceming municipal securities that were
the subject of an advertisemant, a dealer is permitted
torecommenda particulartransactiontothe individual
only it he has reasonable grounds for recommending
the security in light of information about the security
available from the issuer or otherwise. Moreover, the
dealer may make the recommendation t¢ the cus-
tomer only if, aftermaking a reasonable inquiry, he has
reasonable grounds to believe and does belisve that
the recommendation is suitable for the customer on
the basis of the financial and other information pro-
vided by the customer or obtained from other refiable
Sources.

RECORDKEEPING
11. Q: Whatkind of information regarding a municipal se-

curities customer must be obtained?

Under rute G-19(a), a dealer must obtain the customer
account information required by rule G-8(a)(xj). This -
information inciudes the customer's name, residence
or business address, tax identification or social secu-
rity .number, name and address of employer and
suitability information.

What kind of sultability information is required to
be recorded?

Under rule G-8(a){xi}(F), a dealer must keep written
information including the customer's financial back-
ground, tax status and investment objectives, as well
as any otherinformation used or consideredto be rea-
sonable and necessary by dealers in making recom-
mendations to customers.

How must this information be recorded?

The Board has not mandated any particular method of
recording suitability information. The Board has
noted, however, that the information could be re-
corded onthe customer's account card via achecklist.
Must this information be updated?

Yes. Whilethe rule does not specify the frequency with
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which suitability information must be updated, rule
G-19 requires a dealerto make a sultability determina-
tion each time it recommends a transaction to a cus-

15. Q: What about churning?

A: Rule G-19(e) prohibits a dealer from churning cus-

tomer and rule G-8, onbooks and records, requiresthat
written records be kept current. Thus, a dealer is
required to determine whether more current informa-
tionthan is in fts possession is necessary to make a de-
termination concerning suitability and must document
any material change in the information recorded. If the
investor should refuse to provide the requested infor-
mation, a notation to that effect could be recorded.

tomeraccounts. Chuming is defined as recommend-
ing municipal securities transactions, or effecting
transactions inadiscretionary account, thatare exces-
sive in size or frequency in view of information known
tothe dealer concerningthe customer's financial back-
ground, tax status, and investment objectives.

11
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Letter of Interpretation

Rule G-21. Advertising of Securities Subject to Alternative
Minimurn Tax

Thisis inresponseto your lstter concerning the application of
rule G-21, on advertising, to advertisements for municipal
securities subject to the alternative minimum tax (AMT). You
state that advertisements for municipal securities usually note
that the securities are “free from federal and state taxes." You
ask whether an advertisement for municipal securities subject
to AMT should note the applicability of AMT i such advertise-
ments describe the securities as "tax exempt.* The Board has
considered the issue and authorized this reply. )

Rule G-21(c) prohibits a broker, dealer or municipal securities

dealer from publishing any advertisement concerning munici-
pal securities which the broker, dealer or municipal securities
dealer knows or has reason to know is materially false or
misleading. The Board has stated that the use of the term “tax
exempt® in advertisements for municipal securities connotes
that the securities are exempt from all federal, state and local
incometaxes. Ifthisis not true of the security being advertised,
the Board has required that the use of the term “tax exempt* in
an advertisement must be explained, e.g., by footnote.! In
regardto municipal securities subjectto AMT, the Board has de-
termined that advertisements for such securities that describe
the securitiss as belng exernpt from federal income tax also
must describe the securities as subjsect 1o AMT.

MSRB Interpretation of February 23, 1988, by Diane G. Klinke,
Depuly General Counsel,

a3

1 Frequently Asked Questions Concerning Advertising, MSRB Reports, Vol. 3, No. 2 (April 1983), at 22.
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Nomination and Election of New
Board Members: Rule A-3

Amendments Approved

The amendments reconstitute the Board's Nominating
Committee and grant it more responsibility.

OnJanuary 15, 1988, the Securities and Exchange Commis-
sion approved amendments to rule A-3 on the nomination and
election of new Board mernbers.? The amendments reconsti-
tute the Board's Nominating Comrnittee and grant it more re-
sponsibility. The amendments also delete the ability of 20
percent of municipal securities dealers to nominate an acdi-
tional candidate for each industry position to be filled.

Membership of the Nominating Committee

The amendments to rule A-3(c)(ii) provide that the Nominat-
ing Committee will consist of six Board members and three
persons who are not members of the Board. Of the six Board
members, two each will represent securitiesfirms, bank dealers
and the public. The six Board members may be chosen from
any of the three member classes. Of the three non-Board
members, onaeachwill represent securitiesfirms, bank dealers
and the public, respectively.

Nominatlons Procedure

The amendments to rule A-3{c) {iv) provide that the Nominat-
ing Committee will submit only one nominee for each available
Board position. Under this approach, the Board will communi-
cate with the Nominating Committee the qualifications of indi-
vidualsthe Committee should consider and later may reviewthe
list of ail possible nominees. Whenthe Committee determines
its slate of nominees, it will contact these individuals and ask
them if they wish to serve on the Board, subject to the Board's
approval. If they agree, their names will be presented to the
Board. The Board will accept or reject the slate of nominees. It
is anticipated that the Board will vote to accept the nominees. In

1 SEC Release No. 34-25269.

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

the event a nominee is rejected, however, the Nominating
Committes must hold a meeting to choose another nominee.

Industry Nomination Process

Subsections (vi), (vii) and (viil) of rule A-3, providing an alter-
native nomination procedure, have been deleted.

January 15, 1988

Text of Amendments®

Rule A-3. Membership on the Board
(a) through (b} No change.
{c) Nomination and Election of Members.

{) No change.

(i) Prerte-Apa-tS-ofcash-year+tThe Board will appoint a
Nominating Committee composed of elever nine members,
The membership of the Nominating Commiittee shall consist of
the-five-rrembers-of-the six Board whese-terms-expire-during
sueR-year members and si¢ three persons who are not mem-
bers ofthe Board, Ofthe six Board members, two eftwhemshall
be associated with and representative of bank dealers, two ef
whem shall be associated with and representative of muricipal
seedfities brokers, dealers, and municipal securities dealers
other than bank dealers, and two efwhem shall not be associ-
ated with any broker, dealer, or municipal securities dealer
{cther than by reason of being under common contro! with, or
indirectly controlling any broker or dealer which is not a munici-
pal securities broker or municipal securities dealer). Of the
three non-Board members, one shall be associaler! with and

representative of bank dealers, one shall be associated with
andrepresentative of brokers, dealers, and municipal securities

dealers other than bank dealers, and one shall not be associ-

Questions about this notice may be .dl-
rected to Diane G. Klinke, Deputy General
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ated with any broker, dealer, or municipal securities dealer
{other than by reason of being under common control with, or
indirectly controlling any broker or dealer which is nota munici-
gar securities broker or munucnpal sacurities dealer) =Fhe-eha+F

Beard: In appointing persons to serve on the Nomlnatlng
Committee, the-Beerdahaliakeintoconsideratiensuehfactors
to be considered include es the need to achieve broad geo-

graphic representation on such Commitiee, as well as diversity

inthe size and type of munisipateeeuriies brokers, dealers and
municipal securities dealers represented on such Committee.

(i) Neletor-than-May-t5—-ef-eaeh-year—{The Nominating
Commitiee shall publish a notice in a financial journal having
general national circulation among members of the municipal
securities industry soliciting publie reeommendationsfer nomi-
nations for the positions on the Board to be filled in such year.
Sueh The notice shall requirethat recommendations be accom-
panied by a statement of the position for which the person is
recommended, the background and qualificationsfor member-
ship on the Board of the person recommended and information
concerning such person's association with any broker, dealer,
or municipal securities dealer. The Nominating Committee
shall accept recommendations pursuant to such notice for a
period of at least 30 days. Anyinterested member ofthe public,
whether or not associated with a munieipal-securities broker,
dealer, or municipal securities dealer, may submit recommen-
dations to the Nominating Committee. The names of all per-
sons recommended to the Nominating Committee shall be
made available to the public upon request.

(iv) MNetlaterthanJuly-i5-ef-each-year—The Nominating
Committee shall nominate three one persons for each of the
Board positions to befilled and shall hall submit Sueh-nomirations
ihe_nominees 1o the Board for approval. In making such
nominations, the Nominating Committee shall take into consid-
eration such factors as the need to maintain broad geographic
representation on the Board, as well as diversity in the size and
type of munieipal-seeurities brokers, dealers, and municipal
securities dealers represented. Each nomination shall be
accompanied by a statement indicating the position for which
suchpersonis nominated, the nominee's qualificationsto serve
as a member of the Board, and information concerning the
nominee's association with any broker, dealer, or municipal
securities dealer. The names of the nominees will be confiden-
tial.

(v) The Board shaliretigterthan-fugust-tof eachyearseloet
from accept or reject each slete-ofthree nominees submitted by
the Nominating Commitiee, thename-oferecandidateforeach

efIn the event that the Board peaﬂens—te—be—ﬁﬂed—ta&aﬂg-ime

I'B[EC‘I

a nominee, the Nominating Committee will propose another
nominee for Board consideration.

{rx} i The publlc representatwes on the Board will, pnorto
their assumption of office, be subject to approwalby the Com-
mission to assure that no one of them is associated with any
broker, dealer or municipal securities dealer (other than by
reason of being under common control with, or indirectly
controlling, any broker or dealer which is not a municipal
securities broker or municipal securities dealer) and that at least
one of the public representatives of the Board is representative
of investorsin municipal securities and at least one is represen-
tative of issuers of municipal securities.

£4 (vi) Upon completion of the procedures for nomination
and election of new Board members as-setferth-gbove, the
Board will anncunce the names of the new members not later

than October 1 of each year.
{d) through (f) No change.
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Board Member Per Diem and
Election of Officers: Rules A-3 and
A-5

Amendments Fiied
The amendments—

® provide for Board members to be pald a per dlemfor par-
ticlpating In certain designated Board activities; and

o state that Board officers will be elected at a meeting of
the Board held prior to October 1 each year,

On March 185, 1988, the Board filed with the Securities and
Exchange Commission amendments to Board rules A-3 on
compensation and expenses for Board members, and A-5 on
the election of officers of the Board. The amendments address
the payment of per diemto Board members andthe timing ofthe
election of Board officers. The amendments took effect upon
filing pursuant to Section 18(b)(3){(A) of the Act as they are
concerned solely with the administration of the Board. At any
time within 60 days of the filing of the amendments, the Com-
mission may summarily abrogate such amendments. Persons
wishing to comment on the amendments should comment
directly to the Commission.’

Rule A-3

Board rule A-3{f) contains provisions for the payment of a per
diem and a trave! allowance to Board members for those days
in which the Board meets, and it contains provisions for the
reimbursement for actual and necessary expenses incurred in
connectionwith any other official business ofthe Board. Risthe
Board's policy 1o pay a per diem to Board members when
paricipating in additional designated activities of the Board.
These designated activities include attendance at committee
meetings not held in conjunction with Board maetings? and
attendance at dealer meetings. Board members who partici-

pate in other official Board business are reirmbursed for actual
and necessary expensas. The proposed rule change codifies

this policy.

Rule A-5

Board rule A-5(b) contains procedures for the election of
officers of the Board. Under the old rule A-5(b), officers of the
Board were elected annually from among the Board members
atthe penuttimate meeting of the Board held prior to October 1
of each year.

In the past, the penultimate mesting of the Board generally
has been held in the sumnmer and the last meeting of the Board
has been held in Septerber just prior to the expiration of the
terms of the outgoing Board members. The Board recently
revisad its meeting schedule and, as a result, the last Board
rmeeting of the year will be held inthe summer. Accordingly, the
Board plans to elect new Board members at the last Board
mesting ofthe year andthe election of its officers would be held
at the same time. The proposed rule change deletes the
reference to the penultimate meeting of the Board and states
that the officers will be elscted at a meeting of the Board held
prior to Octobar 1 of each year,

March 15, 1988

Text of Amendments”

Rule A-3. Membership on the Board

(a) through (e) No change. . o

(f) Compensation and Expenises. Members shall be entitled to
an allowance for transportation expenses, to the extent pro-
vided by resolution of the Board, from their home to the site of
amesting ofthe Board and fromthe site of such meetingto their

Questions about the amendments may be di-
rected to Ronald W. Smith, Legal Assistant.

! SEC File No. SR-MSAB-88-1. Comments filed with the Commission should refer to the file number,
2 ltis sometimes necessary for the standing or special committees of the Board fo meet apart from the Board meetings. Rule A-6(c) provides forthe

payment of a per diem for these separate committee meetings.

* Underlining indicates new language; strike-through indicates deletions.
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heme, together with a per diem to be set by the Board forthose
days or fraction thereof on which the they attend Board meets
mestings or participate in other designated activities. Members
of the Board shall also be entitled to reimbursement for actual
and necessary expenses incurred by them in connection with
any other official business of the Board. Except as provided in
paragraph (c) of rule A-6, no member of the Board shall be
entitled to receive any other compensation from the Board.

Rule A-5. Officers and Employees of the Board
{a) No change.

(b) Election of Officers of the Board. Officers ofthe Board shall
be elected annually from among the members, by secret,
written ballot ofthe members, at thepenuitireate a meeting ofthe
Board held prior to Octobar 1 of each year according to

procedures adopted by the Board. Officers shall serve fora
term commencing onthe October 1 nextfoliowing their election
and ending with the succeeding September 30; provided,
however, that any officer may resign his office prior to the
expiration of his term by filing a written notice of resignation with
the Secretary to the Board which shall spacify the effective date
of such resignation. In no event shall such date be lessthan 10
days or morethzn 30 days from the date offiling of such notice.
Ifno date is specified, the resignation shall become effective 10
days from the date of filing. The Board may remove any officer
at any time by two-thirds vote of the whole Board. Vacancies in
office shall be filled as soon as practicable by vote of the
members and any person elected to filf a vacancy shall serve
only for the remainder of his predecessors term.

(c) through (d) No change.
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Publications List

Manuals and Rule Texts

MSRB Manual

Soft-cover edition containing the text of MSRB rules, interpre-
tive notices and letters, samples of forms, texts of the Securities
Exchange Act of 1934 and of the Securities Investor Protection
Act of 1970, as amended, and other applicable rules and
regulations affecting the industry. Reprinted semi-annually.
October 1,1987 ... i $5.00
Glossary of Municipal Securities Terms -

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

1985

Professional Qualification Handbook

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

1988 ............. 5 copies per year
Each additional copy

no charge
$1.50

........

..........................

Manual on Close-Out Procedures

A discussion ofthe close-out procedures of rule G-12(h) (i) ina
question and answer format. Includes the text of rule G-12(h)(j)
with each sentence indexed to particular questions, and a
glossary of terms,
January 1, 1985

Arbitration Information and Rules

Pamphlet reprinting SICA's Arbitration Procedures and How to
Proceed with the Arbitration of a Small Claim, the text of rules
G-35 and A-16, a glossary of terms and list of sponsoring
organizations.

1988 no charge

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

1988 no charge

.....................................

Reporter and Newsletter

MSRB Reports

The MSRB's reporter and newsletter to the municipal securities
industry. Includes notices of rule amendments filed with and/or
approved by the SEC, notices of interpretations of MSRB rules,
requests for comments from the industry and the public and
news itemns.
Biftri-monthly no charge

.............................

Examination Study Outlines

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

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

Novernber1987 ....................cceats, no charge
Studyr Outline: Municipal Securities Principal
Qualification Examination

Outline for Test Series 53.

APl 1987 .o no charge

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

1987

.......................................

no charge

Brochures

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

110 500 copies
Ovaer 500 copies

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

ad

...........................

MSRB Information

Brochure describing Board structure and responsibility, the
fulemaking process, and communications with the industry.
110500 copios ........cccciinininiiinnnns no charge
Over500copies .........ovvvvinnnnnn... $.05 per copy
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Publications Order Form

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

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

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

Study Outline: Municipal Securities
Representative Qualification Examination|no charge

Study Outline: Municipal Securities

Principal Qualification Examination no charge

Study Outline: Municipal Securities

Financial and Operations Principal no charge .

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

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

MSRB Information 110 500 copies nocharge
Over 500 copies $.05 per copy

Total Amount Due

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

Requested by: Date:

Ship to:

Attention: L

Address:

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

Orders should be addressed to the Municipal Securities Rulemaking Board, 1818 N Streat, NW, Suite 800, Washington, DC 20036-
2491, Attantion: Publications.
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