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HISTORY AND ORGANIZATION OF THE MSRB

Creation of the Board

Prior to the enactment of the Securities Act Amendments of 1975, the activities of brokers and dealers in municipal
securities were substantially unregulated. Dealers engaged solely in the municipal securities business were not required to be
registered with the Securities and Exchange Commission (“SEC”). While the general anti-fraud provisions of the federal
securities laws applied to transactions in municipal securities, the municipal securities activities of dealers were not subject
to a system of regulation focusing specifically on the municipal market.

Historically, investment in municipal securities was concentrated in institutions deemed capable of protecting their own
interests. However, by the 1970%, with increased personal income pushing more people into higher income tax brackets,
many individual investors, lacking the financial sophistication of institutional investors, were (and still are) participating in
the municipal markets. In the early 1970’, several fraud actions were brought by the SEC against municipal securities pro-
fessionals alleging improper and unethical trading and selling practices.! These factors led Congress to conclude that there
was an increased need for investor protection through a system of preventative regulation.

These developments were of concern to the overwhelming majority of reputable securities firms and banks in the munic-
ipal securities industry; as much as to the Congress and the SEC. Industry representatives worked closely with the Congress
and the SEC to develop appropriate legislation that would take into account the unique needs of the municipal markets and
the market participants — banks, securities firms and the general public. As a product of the 1975 Amendments to the Secu-
rities Exchange Act, Congress required dealers engaging in municipal securities transactions to be registered with the SEC
and established the Board as the self-regulatory organization charged with the primary rulemaking authority for the munic-
ipal securities activities of dealers.?

The Board was formally established on September 5, 1975, by the SEC’s appointment of the 15 member board. Board
members are equally divided among securities firm representatives, bank representatives and public representatives. Of the
five public representatives, at least one must represent municipal securities issuers (i.e., state and local governments) and
one must represent municipal securities investors. New Board members are chosen by the Board pursuant to procedures set
forth in Board rules. Board members serve staggered three-year terms. Five new Board members are elected each year. Strict
rules require that no Board member may succeed him or herself in office, nor may a broker-dealer or bank representative be
succeeded by a person associated with that person’s firm. The public representatives are subject to prior SEC approval.

Operating Procedures and Finances

The Board’s administrative rules provide for a chairman and a vice chairman, elected by the members for a one-year term.
The Board has established standing committees on administration and nominations. Ad hoc committees have focused on
such areas as syndicate practices and uniform practice matters.

The Board is assisted by a full-time staff. In addition, groups of industry representatives meet regularly to evaluate and
modify the Board’s professional qualifications examinations for municipal securities personnel.

As a self-regulatory organization, the Board is not financed by the federal government, but solely by the municipal secu-
rities industry. The Board’s operations are supported by fees and assessments paid by securities firms and bank dealers engaged
in the municipal securities business, including an initial and annual fee for all municipal securities dealers registered with
the SEC, an assessment based on the volume of new issue underwriting in which a securities firm or bank dealer participates
and an assessment based on municipal securities transactions.

Rulemaking Authority Process

The Securities Exchange Act sets forth certain areas appropriate for the Board’s rulemaking. These enumerated areas
include rules to prevent fraudulent and manipulative acts and practices, to promote just and equitable principles of trade and,
in general, to protect investors and the public interest. Under the Securities Exchange Act, the Board is specifically pro-
hibited from requiring issuers of municipal securities directly or indirectly to furnish information to the Board or investors;
provided, however, that the Board may require dealers to furnish the Board or investors documents with respect to the issuer
which generally are available from a source other than the issuer (e.g., official statements).

The Board’s rulemaking procedures involve several steps. In order to provide the maximum opportunity for industry pat-
ticipation, the Board generally issues rulemaking proposals in exposure draft form and provides for a public comment peri-
od. Substantive comments on rule proposals received as a result of these procedures have had an important impact on the
Board’s deliberations and frequently result in modifications in the rules as originally drafted.

1 In the report on the Securities and Exchange Act amendments, the Senate Committee on Banking, Housing and Urban Affairs described the practices as involving “all of the charac-
teristics of the classic ‘boiler room’ operation.”

2 See Securities and Exchange Act, 15 U.S.C. Section 783, et seq. and S. Rept. No. 94-75 74th Cong., Ist Sess. 46-49.
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Upon adoption by the Board in final form, rule proposals are filed with the SEC, with copies provided to the federal bank
regulatory agencies for their official review. Among matters the Board is required to address in rule filings are the terms and
the purpose of the proposed rules, the statutory basis for their adoption, an analysis of the comments received, and the statu-
tory justification for any anticipated burden on competition the rule proposals might impose.

The Securities Exchange Act generally requires SEC publication of the proposal in the Federal Register and a public com-
ment period. Upon SEC approval, Board rules have the force and effect of federal law.?

The Board’s rules are enforced by the National Association of Securities Dealers, Inc. (for securities firms), bank regu-
latory agencies (the Office of the Comptroller of the Currency, the Federal Reserve Board and the Federal Deposit Insurance
Corporation) for bank dealers, and the SEC for all brokers, dealers and municipal securities dealers. Although the Board
does not have inspection or enforcement powers, an important aspect of its rulemaking activities involves the on-going
interpretation of its rules. This is done by means of interpretive letters and notices. The Board also closely coordinates with
the organizations charged with enforcement of the Board’s rules concerning the meaning and proper application of the rules.

3 The Board’s rules ordinarily are subject to approval by the SEC prior to becoming effective. Exceptions include rules relating solely to the administration of the Board and assessments.
These become effective upon filing with the SEC but may thereafter be rescinded by the SEC within 60 days if the SEC finds cause to do so.

viii
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ADMINISTRATIVE RULES
Rule A-1: Rules of the Board

The rules of the Board shall be classified as administrative rules, definitional rules and general rules, respectively. Admin-
istrative rules shall pertain to the operation and administration of the Board and shall be identified by the prefix “A”. Defi-
nitional rules shall define terms used in the rules of the Board and shall be identified by the prefix “D”. General rules shall
pertain to all other matters within the scope of the Board’s authority and shall be identified by the prefix “G”.

Rule A-2;: Powers of the Board

Subject to the provisions of the Act and the rules and regulations of the Commission thereunder, the Board shall have
the power to determine all matters relating to the operation and administration of the Board and to exercise all other rights
and powers granted by the Act to the Board.

Rule A-3: Membership on the Board

(a) Number and Representation. The Board shall consist of 15 members, at all times equally divided among the follow-
ing groups:

(i) Public Representatives. Individuals who are not 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 broker, dealer or municipal securities dealer that effects municipal securities transactions), at least one of whom shall
be representative of investors in municipal securities, and at least one of whom shall be representative of issuers of munic-
ipal securities;

(ii) Broker-Dealer Representatives. Individuals who are associated with and representative of brokers, dealers and
municipal securities dealers which are not banks or subsidiaries or departments or divisions of banks;

(iii) Bank Representatives. Individuals who are associated with and representative of municipal securities dealers
which are banks or subsidiaries or departments or divisions of banks.

(b) Increase or Decrease in Number. The total number of members of the Board may be increased or decreased from time
to time by rule of the Board, but in no event shall the total number of members of the Board be less than 15. Any such
increase or decrease shall be in multiples of six so that the total number of members of the Board shall always be an odd num-
ber, equally divided among the three groups of representatives enumerated in section (a) of this rule.

(c) Nomination and Election of Members.

(i) Members shall be nominated and elected in accordance with the procedures specified by this rule. All members
of the Board shall be elected for terms of three years, so that the terms of office of one-third of the whole Board shall
expire each year. The terms of office of all members of the Board shall commence on October 1 of the year in which
elected and shall terminate on September 30 of the year in which their terms expire. No member of the Board may suc-
ceed himself or herself in office and no broker-dealer representative or bank representative may be succeeded in office
by any person associated with the broker, dealer or municipal securities dealer with whtch such member was associated
at the expiration of such member's term.

(ii) The Board will appoint a Nominating Committee composed of nine members. The membership of the Nomi-
nating Committee shall consist of six Board members and three persons who are not members of the Board. Of the six
Board members, two shall be bank representatives, two shall be broker-dealer representatives, and two shall be public
representatives. Of the three non-Board members, one shall be associated with and representative of bank dealers, one
shall be associated with and representative of brokers, dealers, and municipal securities dealers other than bank dealers,
and one shall not be 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 broker, dealer or municipal
securities dealer that effects municipal securities transactions). In appointing persons to serve on the Nominating Com-
mittee, factors to be considered include the need to achieve broad geographic representation on such Committee, as well
as diversity in the size and type of brokers, dealers and municipal securities dealers represented on such Committee.

(iii) The Nominating Committee shall publish a notice in a financial journal having general national circulation
among members of the municipal securities industry soliciting nominations for the positions on the Board to be filled in
such year. The notice shall require that recommendations be accompanied by a statement of the position for which the
person is recommended, the background and qualifications for membership on the Board of the person recommended
and information concerning such person’s association with any broker, dealer, or municipal securities dealer. The Nom-
inating Commiittee shall accept recommendations pursuant to such notice for a period of at least 30 days. Any interest-
ed member of the public, whether or not associated with a broker, dealer, or municipal securities dealer, may submit
recommendations to the Nominating Committee. The names of all persons recommended to the Nominating Com-

1 Rule A-3
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mittee shall be made available to the public upon request.

(iv) The Nominating Committee shall nominate one person for each of the Board positions to be filled and shall
submit the nominees to the Board for approval. In making such nominations, the Nominating Committee shall take into
consideration such factors as the need to maintain broad geographic representation on the Board, as well as diversity in
the size and type of brokers, dealers, and municipal securities dealers represented. Each nomination shall be accompa-
nied by a statement indicating the position for which such person is nominated, the nominee’s qualifications to serve as
a member of the Board, and information concerning the nominee’s association with any broker, dealer, or municipal secu-
rities dealer. The names of the nominees will be confidential.

(v) The Board shall accept or reject each nominee submitted by the Nominating Committee. In the event that the
Board rejects a nominee, the Nominating Committee will propose another nominee for Board consideration.

(vi) The public representatives on the Board will, prior to their assumption of office, be subject to approval by the
Commission 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 broker, deal-
er or municipal securities dealer that effects municipal securities transactions) and that at least one of the public repre-
sentatives of the Board is representative of investors in municipal securities and at least one is representative of issuers
of municipal securities.

(vii) Upon completion of the procedures for nomination and election of new Board members, the Board will
announce the names of the new members not later than October 1 of each year.

(d) Resignation and Remowal of Members. A member may resign from the Board by submitting a written notice of resig-
nation to the Chairman of the Board which shall specify the effective date of such member’s resignation. In no event shall
such date be more than 30 days from the date of delivery of such notice to the Chairman. If no date is specified, the resig-
nation shall become effective immediately upon its delivery to the Chairman. In the event the Board shall find that any mem-
ber has willfully violated any provision of the Act, any rule or regulation of the Commission thereunder, or any rule of the
Board or has abused his or her authority or has otherwise acted, or failed to act, so as to affect adversely the public interest
or the best interests of the Board, the Board may, upon the affirmative vote of two-thirds of the whole Board (which shall
include the affirmative vote of at least one public representative, one broker-dealer representative and one bank represen-
tative), remove such member from office.

(e) Vacancies. Vacancies on the Board shall be filled by vote of the members of the Board, subject to the Commission’s
power of approval referred to in section (c) of this rule with respect to public representatives. Any person so elected to fill a
vacancy shall serve for the term, or any unexpired portion of the term, for which such person’s predecessor was elected. For
purposes of this rule, the term “vacancies on the Board” shall include any vacancy resulting from the resignation of any per-
son duly elected to the Board prior to the commencement of his or her term.

(f) Compensation and Expenses. Members shall be entitled to an allowance for transportation expenses, to the extent
provided by resolution of the Board, from their home to the site of a meeting of the Board and from the site of such meeting
to their home, together with a per diem to be set by the Board for those days or fraction thereof on which they attend Board
meetings or participate in other designated activities. Members of the Board shall also be entitled to reimbursement for actu-
al and necessary expenses incurred by them in connection with any other official business of the Board. Except as provided
in section (c) of rule A-6, no member of the Board shall be entitled to receive any other compensation from the Board.

BACKGROUND@@6(&@@@&5@0i@ﬁiw&ﬂ&?@&&té%@&éii#d'ﬁﬁPﬂeﬁﬁﬂ&aQwsd»QGmQ!atag@tﬁQa@Q&%%ﬂ%ﬁeDﬁ%&

Rule A-3 relates to the nomination and election of new Board members. Of the 15 initial members of the Board appointed by the Commission,
five members left office in September 1977, five in 1978 and the remaining five in 1979. The Board annually appoints a Nominating Committee
composed of six Board members and three persons from the municipal securities industry and the public who are not Board members, to assist in the
selection of the new Board members to take office in October. The Nominating Committee solicits recommendations for nominees to the Board and
nominates one person for each position to be filled. The Board then accepts or rejects the nominees from the slate submitted by the Nominating
Committee. In the event a nominee is rejected, the Nominating Committee must hold a meeting to choose another nominee.
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Rule A-4: Meetings of the Board

(a) Meetings. Regular meetings of the Board shall be held at least quarterly and at such time and place as from time to
time determined by resolution of the Board or provided by rule of the Board. Special meetings of the Board shall be called
by the Secretary to the Board at the request of the Chairman of the Board or at the written request of not less than three
members, which request shall in each case specify the purpose or purposes of the meeting. At special meetings, the Board
shall consider only those specific matters for which the meeting was called, unless all members consent either at the meet-

Rule A-4 2
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ing or in writing before or after the meeting to the consideration of other matters.

(b) Notice of Meetings. Notice of the time and place of special meetings of the Board shall be mailed to each member,
at such member's address appearing in the records of the Board, not later than the seventh calendar day preceding the date
on which the meeting is to be held, or by telephone, e-mail or personal delivery not later than the third calendar day pre-
ceding the date on which the meeting is to be held. Written notice of special meetings of the Board shall be signed by the
Secretary to the Board. Notice of a special meeting shall also set forth the purpose or purposes of the meeting and the name
or names of the person or persons at whose request the meeting is being called. Notice of a special meeting need not be giv-
en to any member who submits a signed waiver of notice before or after the meeting, or who attends the meeting without
protesting, prior thereto or at the commencement thereof, the lack of notice to such member. No notice of regular meetings

of the Board shall be required.

(c) Quorum and Voting Requirements. A quorum of the Board shall consist of two-thirds of the whole Board (at least
one of whom shall be a public representative, one a broker-dealer representative and one a bank representative), and any
action taken by the affirmative vote of a majority of the whole Board at any meeting at which a quorum is present shall,
except as otherwise provided by rule of the Board, constitute the action of the Board. Unless otherwise specified by the Act
or by rule of the Board, action by the Board may be by resolution. Resolutions of the Board shall take effect immediately,
unless a different effective date shall be specified therein.

(d) Action Without a Meeting. Action by the Board may be taken without a meeting by written consent of the Board set-
ting forth the action so taken or by telephone or e-mail poll of all members of the Board, provided that, in the case of action
taken by telephone or e-mail poll, the Board, at a meeting, or the chairman of the Board authorizes the action to be taken
by such means. The Executive Director shall transmit to each Board member, as soon as practicable after a telephone or e-
mail poll is taken, a written statement setting forth the question or questions with respect to which the telephone or e-mail
poll was taken and the results of the telephone or e-mail poll. Such statement shall also be entered in the minutes of the
next Board meeting. In the case of action taken without a meeting by written consent, telephone or e-mail poll, an affirma-
tive vote of a majority of the whole Board is required.

Rule A-5: Officers and Employees of the Board

(a) Officers of the Board. The officers of the Board shall consist of a Chairman and a Vice Chairman, and such other offi-
cers as the Board may deem necessary or appropriate. The Chairman shall preside at meetings of the Board. During the
absence or inability to act of the Chairman, or while the office of Chairman is vacant, the Vice Chairman shall be vested
with all of the powers and shall perform all of the duties of the Chairman. In the event of the absence of both the Chairman
and Vice Chairman at any meeting of the Board, the Board may designate one of the members present as acting Chairman
for the purpose of presiding at such meeting. The officers of the Board shall have such other powers and perform such other
duties as the Board may determine by resolution.

(b) Election of Officers of the Board. Officers of the Board shall be elected annually from among the members, by secret,
written ballot of the members, at a meeting of the Board held prior to October 1 of each year according to procedures adopt-
ed by the Board. Officers shall serve for a term commencing on the October 1 next following their election and ending with
the succeeding September 30; provided, however, that any officer may resign his or her office prior to the expiration of his or
her term by filing a written notice of resignation with the Secretary to the Board which shall specify the effective date of
such resignation. In no event shall such date be less than 10 days or more than 30 days from the date of filing of such notice.
If no date is specified, the resignation shall become effective 10 days from the date of filing. The Board may remove any offi-
cer 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 fill a vacancy shall serve only for the remainder of his or her predecessor’s term.

(c) Executive and Administrative Staff. The staff of the Board shall consist of an Executive Director, a General Counsel,
a Secretary to the Board, a Treasurer to the Board, and such other personnel as the Board shall deem necessary or appropri-
ate. The duties and responsibilities of the Executive Director shall be as prescribed by the Board. The duties and responsi-
bilities of all other staff shall be as prescribed by the Executive Director.

(d) Attorneys, Consultants and Others. The Board may retain such attorneys, consultants and other independent con-
tractors as the Board may deem necessary or appropriate.

Rule A-6: Committees of the Board

(a) Establishment. The Board may establish one or more standing or special committees, each to have and exercise such
powers and authority as may be provided by the Board in the resolution establishing such committee; provided, however, that
no such committee shall have the authority to exercise any of the powers and authority specifically conferred upon the Board
by the Act or by rule of the Board. In all such matters, the role of any such committee shall be solely advisory. The Chair-
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man of the Board shall be an ex officio member of each such committee.

(b) Procedure. The Board shall, by resolution, establish rules of procedure for each committee appointed by the Board,
to the extent deemed necessary or appropriate by the Board. To the extent not so provided by the Board, each committee
may determine its own rules of procedure.

(c) Members of a standing or special committee of the Board shall be entitled to a per diem allowance to be set by the
Board for those days or fraction thereof on which such committee meets, subject, however, to the approval of the Chairman
of the Board with respect to each such meeting.

Rule A-7: Assessments

The Board shall, by rule, provide for the costs and expenses of its operation and administration by levying such fees and
charges on brokers, dealers and municipal securities dealers as may be determined necessary or appropriate by the Board.

Rule A-8: Rulemaking Procedures

(a) Adoption of Proposed Rules and Submission to Commission. The Board shall adopt such proposed rules as the Board shall
deem necessary or appropriate to effect the purposes of the Act with respect to transactions in municipal securities effected
by brokers, dealers and municipal securities dealers, including, as a minimum, proposed rules relating to those matters pre-
scribed in section 15B(b)(2)(A) through (K) of the Act. Upon their adoption by the Board, the Board shall submit proposed
rules to the Commission in accordance with the procedures set forth in section 19(b) of the Act and shall file such proposed
rules with the appropriate regulatory agencies in accordance with the provisions of section 17{c) of the Act. A proposed rule
of the Board shall become a rule of the Board upon its approval by the Commission, pursuant to section 19(b)(2) of the Act,
or upon filing with the Commission in accordance with the provisions of section 19(b)(3)(A) of the Act, or upon the deter-
mination of the Commission in accordance with the provisions of section 19(b)(3}(B) of the Act. Documents required to be
submitted to the Commission in connection with the proposed rules of the Board shall be signed on behalf of the Board by
the Chairman or Secretary of the Board, or by any person designated by the Board for that purpose by resolution.

(b) Advisory Opinions and Interpretations. The Board may from time to time render or cause to be rendered advisory opin-
ions and interpretations of rules of the Board at the request of any interested person. Such opinions and interpretations shall
represent the Board’s intent in adopting the rules which are the subject of such opinions and interpretations.

(c) Procedures. The Board may from time to time prescribe and amend procedures relating to the administration of Board
rules. Such procedures and amendments may be approved by the Board pursuant to rule A-4(d).

Each broker, dealer and municipal securities dealer shall be subject to such procedures and amendments thereto in the
same manner as the broker, dealer and municipal securities dealer is subject to the rules of the Board.

Procedures and amendments thereto shall become effective no earlier than 10 business days after publication of such pro-
cedures and amendments.

(d) Access to Board Rules and Other Action. The Board shall establish procedures designed to provide access by all inter-
ested persons to rules of the Board and other official Board action, and otherwise to keep all interested persons informed and
advised of all such rules and action.

Rule A-9: Fiscal Year

The fiscal year of the Board shall commence on October 1 of each year and end on September 30 of the following year.

Rule A-10: Independent Audit

The books and records of the Board shall be audited annually by independent certified public accountants selected by
the Board, who shall certify the results of their audit to the Board not later than 90 days following the close of each fiscal
year of the Board.

Rule A-11: Indemnification of Members, Employees and Arbitrators

Each member and employee of the Board and each arbitrator selected by the Board under Rule G-35 shall be indemni-
fied and held harmless against all liabilities and related expenses incurred in connection with the performance of his or her
official duties, provided that such member, employee or arbitrator has acted, or omitted to act, in good faith and within the
scope of his or her authority.

Rule A-12: Initial Fee

Prior to effecting any transaction in or inducing or attempting to induce the purchase or sale of any municipal security,
a broker, dealer, or municipal securities dealer shall pay to the Board an initial fee of $100, accompanied by a written state-

Rule A-12 4



Gr—
—

W MsrB

M § R B

R U L E

B O O K

ment setting forth the name, address and Securities and Exchange Commission registration number of the broker, dealer, or
municipal securities dealer on whose behalf such fee is paid. The Commission registration number shall also be set forth on
the face of the remittance. Such fee shall be payable at the offices of the Board. In the event any person subject to this rule
shall fail to pay the required fee, the Board may recommend to the Commission that the registration of such person with the

Commission be suspended or revoked.

Interpretive Lefters

Extent of municipal securities activities.
You inquire whether your firm is subject to the
initial fee imposed by rule A-12 of the Munici-
pal Securities Rulemaking Board (“MSRB"). In
that leteer, you argue that the fee would consti-
tute a substantial portion of the income of the
[company name omitted.] from the sale of a
municipal securities and that firms with a low
volume of business should not be required to pay
this fee.

The MSRB was established by the Securi-
ties Acts Amendments of 1975 as the primary
rulemaking authority with respect to the activi-
ties of municipal securities brokers and dealers
and transactions in municipal securities. All
municipal securities brokers and dealers, regard-
less of the volume of their municipal securities

business, are subject to the rules promulgated by
the MSRB.

MSRB rule A-12 provides for an initial
assessment upon all municipal securities brokers
and dealers to defray a portion of the MSRB's
costs and expenses. In approving this rule, the
Commission determined that such an assess-
ment does not impose an undue burden and is
consistent with the statutory requirement that
the MSRB be self-funding. Thus, we can find no
reason to recommend that the Commission
exempt the Company from the provisions of
MSRB rule A-12. SEC interpretation of January
6, 1977.

Extent of municipal securities activities.
We have received a copy of your letter of
December 17, 1976, addressed to the Municipal
Securities Rulemaking Board (“MSRB”), in
which you question the applicability of MSRB
Rule A-12 to [name of company omitted], a reg-
istered broker-dealer which, in 1976, engaged in
occasional municipal securities transactions
involving securities which totaled under
$12,000 in face amount.

The MSRB was established by the Securi-
ties Acts Amendments of 1975 (the “Amend-
ments”) as the primary rulemaking authority
with respect to the activities of municipal secu-
rities brokers and dealers and with respect to
transactions in municipal securities. All munic-
ipal securities brokers and dealers, regardless of
whether they were registered broker-dealets pri-
or to the Amendments and regardless of the vol-
ume of their municipal securities business, are
subject to the rules promulgated by the MSRB.

MSRB Rule A-12 provides for a single, ini-

tial assessment of $100 upon all municipal secu-
rities brokers and dealers to defray a portion of
the MSRB'’s costs and expenses in carrying out
its Congressionally mandated function of devis-
ing a system of rules and regulations applicable
to all municipal securities professionals. The
bulk of those costs and expenses are currently
defrayed by revenues from fees assessed pursuant
to Rule A-13 which applies to underwriters of
municipal securities.

In approving MSRB Rule A-12, the Com-
mission determined that such an assessment
does not impose an undue burden and is consis-
tent with the statutory requirement that the
MSRB be self-funding. Therefore, we would not
recommend that the Commission consider
exempting [name of company omitted] from the
provisions of MSRB Rule A-12. SEC interpreta-
tion of January 4, 1977.

Previously registered entities. Thank you
for your letter [name and date deleted] which
has been referred to me for response. The letter
relates to the Municipal Securities Rulemaking
Board’s rule A-12, which imposes an initial fee
of $100 on municipal securities brokers and
municipal securities dealers.

We note that the terms “municipal securi-
ties broker” and “municipal securities dealer” are
not restricted under the Securities Acts Amend-
ments of 1975 (the “1975 Amendments”) to
securities firms and banks effecting transactions
exclusively in municipal securities. Many
municipal securities brokers and municipal
securities dealers (other than bank dealers) were
registered with the Securities and Exchange
Commission (the “Commission”) as brokers or
dealers prior to the 1975 Amendments. Munic-
ipal securities brokers and municipal securities
dealers already registered with the Commission
were not required to re-register with respect to
their municipal securities activities, but never-
theless are subject to payment of the Board's ini-
tial fee. In addition, many municipal securities
brokers and municipal securities dealers have
been and are members of the national securities
exchanges and the National Association of
Securities Dealers, Inc.

We are unable to conclude from the infor-
mation set forth in your letter that the initial fee
imposed by the Board's rule A-12 is inapplicable
toyour firm. MSRB interpretation of June 16, 1976.

Introducing broker. We are in receipt of your
letter dated March 23, 1976, concerning the

Municipal Securities Rulemaking Board’s initial
fee of $100 payable by municipal securities bro-
kers and municipal securities dealers.

We note that the term “broker” as defined
in section 3(a)(4) of the Securities Exchange
Act of 1934 (the “Act”) is not restricted to secu-
rities firms that directly effect transactions for
the account of others. Rule 15¢3-1(a){2) of the
Securities and Exchange Commission, which
establishes the ... minimum net capital require-
ment applicable to brokers that generally do not
carry customer accounts, necessarily assumes
that the introduction and forwarding of transac-
tions and accounts “to another broker or dealer”
is itself the performance of a brokerage function.
The definition of the term “municipal securities
broker” set forth in section 3(a)(31) of the Act
incorporates the statutory definition of “broker”
and therefore appears similarly not restricted to
firms directly effecting transactions in munici-
pal securities for the account of others.

Pursuant to rule D-1 of the Board, which
incorporates the definitions of terms used in the
Act for purposes of the Board's rules, the term
“municipal securities broker” as used in rule
A-12 has the same meaning as set forth in sec-
tion 3(a)(31) of the Act. Accordingly, we are
unable to conclude from the information set
forth in your letter that the fee imposed by rule
A-12 is inapplicable to your firm. MSRB inter-
pretation of April 2, 1976.

Introducing broker. Thank you for your letter
[name and date deleted] which has been referred
to me for response. Your letter relates to the
Municipal Securities Rulemaking Board's rule
A-12, which imposes an initial fee of $100 on
municipal securities brokers and municipal
securities dealers. More particularly, you ques-
tion whether an introducing broker with respect
to municipal securities transactions is a “munic-
ipal securities broker” subject to the Board’s rule
A-12.

We note that the term “broker” as defined
in section 3{a)(4) of the Securities Exchange
Act of 1934 (the “Act”) is not restricted to secu-
rities firms that directly effect transactions in
securities for the account of others. We call your
attention to various rules of the Securities and
Exchange Commission governing the activities
of “brokers” and “dealers” that recognize intro-
ducing brokers as “brokers” under the Act. See,
e.g., rules 15¢3-1(a){(2), 15¢3-3(k)(2). The def-
inition of the term “municipal securities broker”
set forth in section 3(a)(31) of the Act incor-
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porates the statutory definition of “broker” and
therefore appears similarly not limited to firms
directly effecting transactions in municipal
securities for the account of others.

With respect to the portion of your business
that relates to transactions in municipal sccuri-
ties, we note that the term “municipal securities
broker” is not limited under the Act to brokers
effecting transactions exclusively in municipal
securities. Such transactions need not constitute
aprincipal part of a municipal securities broker’s
business. Pursuant to rule D-1 of the Board,
which incorporates the definition of terms used
in the Act for purposes of the Board's rules, the
term “municipal securities broker” as used in
rule A-12 has the same meaning as set forth in
section 3(a)(31) of the Act. Accordingly, we are
unable to conclude from the information set
forth in your letter that the fee imposed by rule
A-12 is inapplicable to your situation.

You may wish, however, to consult the staff
of the Securities and Exchange Commission with
respect to your status. If we may be of any further
assistance to you, please do not hesitate to con-

tact us. MSRB interpretation of June 11, 1976.

Affiliated entities. Thank you for your let-
ter [name and date deleted] which has been

Rule A-13: Underwriting and Transaction Assessments for

M S R B R U L E

referred to me for response. The letter relates to
the Municipal Securities Rulemaking Board’s
rule A-12, which imposes an initial fee of $100
on municipal securities brokers and municipal
securities dealers.

Your letter indicates that you acquired the
firm of [firm's name deleted.] which is registered
with the Securities and Exchange Commission as
a broker-dealer, as of April 1, 1976. The acquired
firm, which is now called [firm's name deleted] is
a wholly-owned subsidiary of your firm.

We note that the Securities Exchange Act
of 1934 (the “Act”) defines the terms “munici-
pal securities broker” and “municipal securities
dealer” by reference to the types of activities
engaged in by a “person,” rather than by refer-
ence to the affiliation or ownership of the “per-
son.” Under section 3(a)(9) of the Act, parent
and subsidiary corporations are considered to be
separate “persons.” Accordingly, we are unable
to conclude from the information set forth in
your letter that the initial fee imposed by the
Board’s rule A-12 is inapplicable to [the acquired
firm] because of your ownership of that firm.

We should point out, however, that the
applicability of the initial fee depends upon the
nature of [the acquired firm’s] activities. If [the

B O O K

acquired firm] was a municipal securities broker
or municipal securities dealer prior to its acqui-
sition by you, the initial fee would be payable in
accordance with rule A-12 regardless of the
nature of [the acquired firm’s] present securities
activities. Of course, the initial fee would also
be payable if [the acquired firm] is presently act-
ing as a municipal securities broker or municipal
securities dealer. As your letter does not discuss
the activities of [the acquired firm] prior to or
after its acquisition by you, we are unable to
conclude that the Board's initial fee is inapplic-

able. MSRB interpretation of June 11, 1976.

See also:

Rule A-14 Interpretive Letters — Fully dis-
closed broker, MSRB interpretation of April
4, 1978.

- Extent and type of municipal securities
activities, MSRB interpretation of May 3,
1978.

- Registered municipal securities dealer,

MSRB interpretation of June 11, 1981.

Rule G-3 Interpretive Letter — Municipal
securities principal: MSRB registered
dealer, MSRB interpretation of March 30,
1994.

Brokers, Dealers and Municipal Securities Dealers

(a) Underwriting Assessments—Scope. Each broker, dealer and municipal securities dealer shall pay to the Board an under-
writing fee as set forth in section (b) for all municipal securities purchased from an issuer by or through such broker, dealer
or municipal securities dealer, whether acting as principal or agent, as part of a primary offering, provided that section (b) of
this rule shall not apply to a primary offering of securities if all such securities in the primary offering:

(i) have an aggregate par value less than $1,000,000;

(ii) have a final stated maturity of nine months or less;

(iii) at the option of the holder thereof, may be tendered to an issuer of such securities or its designated agent for
redemption or purchase at par value or more at least as frequently as every nine months until maturity, earlier redemp-
tion, or purchase by an issuer or its designated agent;

(iv) have authorized denominations of $100,000 or more and are sold to no more than thirty-five persons each of
whom the broker, dealer or municipal securities dealer reasonably believes: (A) has the knowledge and experience nec-
essary to evaluate the merits and risks of the investment; and (B) is not purchasing for more than one account, with a
view toward distributing the securities; or

(v) constitute municipal fund securities.

If a syndicate or similar account has been formed for the purchase of the securities, the underwriting fee shall be paid by the
managing underwriter on behalf of each participant in the syndicate or similar account.

(b) Underwriting Assessments—Amount. For those primary offerings subject to assessment under section (a) above, the

amount of the underwriting fee is:

(i) for primary offerings in which all securities offered have a final stated maturity less than two years, .001% ($.01

per $1,000) of the par value;

(ii) for primary offerings in which all securities offered, at the option of the holder thereof, may be tendered to an
issuer of such securities or its designated agent for redemption or purchase at par value or more at least as frequently as
every two years until maturity earlier redemption, or purchase by an issuer or its designated agent, .001% ($.01 per

$1,000) of the par value; and

(iii) for all other primary offerings subject to this rule, .003% ($.03 per $1,000) of the par value.

Rule A-13
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(i) Inter-Dealer Sales. Each broker, dealer and municipal securities dealer shall pay to the Board a fee equal to
.0005% ($.005 per $1,000) of the total par value of inter-dealer municipal securities sales that it reports to the Board
under rule G-14(b), except as provided in section (iii) of this paragraph (c). For those inter-dealer transactions report-
ed to the Board by a broker, dealer or municipal securities dealer on behalf of another broker, dealer or municipal secu-
rities dealer, the inter-dealer transaction fee shall be paid by the broker, dealer or municipal securities dealer that reported
the transaction to the Board. Such broker, dealer, or municipal securities dealer may then collect the inter-dealer trans-
action fee from the broker, dealer or municipal securities dealer on whose behalf the transaction was reported.

(ii) Customer Sales. Each broker, dealer and municipal securities dealer shall pay to the Board a fee equal to .0005%
($.005 per $1,000) of the total par value of sales to customers that it reports to the Board under rule G-14(b), except as
provided in section (iii) of this paragraph (c). The customer transaction fee shall be paid by the broker, dealer or munic-
ipal securities dealer that effected the sale to the customer.

(iii) Transactions Not Subject to Fee. Transaction fees are not assessed on transactions in municipal securities that:

(a) have a final stated maturity of nine months or less; or

(b) at the time of trade, may be tendered at the option of the holder to an issuer of such securities or its desig-
nated agent for redemption or purchase at par value or more at least as frequently as every nine months until
maturity, earlier redemption, or purchase by an issuer or its designated agent.

(d) Billing Procedure. The Board periodically will invoice brokers, dealers and municipal securities dealers for payment
of underwriting and transaction fees. The underwriting and transaction fees must be paid within 30 days of the sending of

the invoice by the Board.

(e) Prohibition on Charging Fees Required Under this Rule to Issuers. No broker, dealer or municipal securities dealer shall
charge or otherwise pass through the fee required under this rule to an issuer of municipal securities.

(f) Defnitions. For purposes of this rule, the term “primary offering” shall mean an offering of municipal securities direct-
ly or indirectly by or on behalf of the issuer of such securities, including any remarketing of such securities directly by or on

behalf of the issuer of such securities.

MSRB INTERPRETATIONS

INTERPRETIVE NOTICE ON UNDERWRITING ASSESSMENT

April 7, 1976

The Municipal Securities Rulemaking Board (the “Board”) has
received several requests for interpretation of rule A-13, which requires
each municipal securities broker and municipal securities dealer to pay the
Board a fee [on] ... the face amount of municipal securities purchased from
an issuer as part of a new issue. These requests concern the applicability of
the fee to securities which have a stated maturity of [nine months or less]
..., but are part of a new issue having a final stated maturity of [more than

Rule A-13 is intended to impose the ... underwriting assessment on
the face amount of all securities purchased from an issuer that are part of
a new issue of municipal securities if any part of the issue has a final stat-
ed maturity of [more than nine months] ... from the date of the securities.
Thus, calculation of the fee should be based upon all municipal securities
which are part of such new issue, including securities having a stated matu-
rity of [nine months or less] .... The assessment is not intended to apply,
however, to short-term issues having a final maturity of [nine months or
less].

NOTE: Revised to reflect subsequent amendments.

nine months].

Interpretive Letters

Underwriting assessment: intrastate
underwriting. This will acknowledge receipt
of your letter dated March 3, 1978 requesting
that [Company name deleted.] be granted an
exemption from rule A-13 of the Municipal
Securities Rulemaking Board (the “Board”).
Rule A-13 requires municipal securities brokers
and municipal securities dealers to pay a fee to
the Board based on their municipal securities
underwriting activity. In your letter, you sug-
gest that “the Company” should not be subject
to the underwriting assessment imposed by the
rule because it engages only in intrastate sales
of municipal securities “to registered
broker-dealers or institutional investors.”

As a technical matter, although the Board
has the authority to interpret its rules and to

amend them through prescribed statutory pro-
cedures, the Board does not have the authori-
ty to grant exemptions from the rules. The
authority to grant exemptions is vested in the
Securities and Exchange Commission by sec-
tion 15B(a)(4) of the Securities Exchange Act
of 1934, as amended (the “Act”).

In considering whether “the Company”
should request an exemption from the Com-
mission, the following information conceming
rule A-13 may be helpful. The purpose of rule
A-13 is to provide a reasonable and equitable
means of defraying the costs and expenses of
operating and administering the Board, as con-
templated by section 15B(b)(2)(]) of the Act.
The rule applies to all municipal securities
dealers, with respect to their municipal securi-

7

ties underwriting activities, and covers situa-
tions in which new issue municipal securities
are sold by or through a municipal securities
professional to other securities professionals
and institutional customers, as well as to indi-
viduals.

With respect to the intrastate character of
“the Company’s” underwriting activity, we
note that certain provisions of the Securities
Acts Amendments of 1975 (Pub. L. 94-29)
had the effect of including within the scope of
municipal securities dealer regulation the
intrastate activities of municipal securities
dealers. (See sections 3(a)(17), 15(a){1) and
15B(a)(1) of the Act.) Rule A-13 makes no
distinction between interstate and intrastate

offerings. MSRB interpretation of March 27,

Rule A-13
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1978.

Underwriting assessment: application to
private placements. This is in response to your
request for a clarification of the application of
Board rule A-13, concerning the underwriting
assessment for municipal securities brokers and
municipal securities dealers, to private place-
ments of municipal securities.

Rule A-13 imposes an assessment fee on the

underwriting of new issue municipal securities
as an equitable means of defraying the costs and

expenses of operating the Board. The assess-
ment fee applies to new issue municipal securi-
ties which are “... purchased from an issuer by or
through [a] municipal securities broker, or
municipal securitics dealer, whether acting as
principal or agent.” The Board has consistently
interpreted the rule as requiring payment of the
assessment fee where a municipal securities
dealer acting as agent for the issuer arranges the
direct placement of new issue municipal securi-
ties with institutional customers or individuals.
In such cases it can be said that the securities are

purchased from an issuer “through” the munici-
pal securities dealer.

Of course, a municipal securities dealer who
serves in an advisory role to an issuer on such
matters as the structure or timing of a new issue,
but who plays no part in arranging a private
placement of the securities, would not be
required to pay the assessment fee prescribed by
rule A-13. MSRB interpretation of February 22,
1982.

Rule A-14: Annual Fee

In addition to any other fees prescribed by the rules of the Board, each broker, dealer and municipal securities dealer
shall pay an annual fee to the Board of $200, with respect to each fiscal year of the Board in which the broker, dealer or munic-
ipal securities dealer conducts municipal securities activities. Such fee must be received at the office of the Board no later
than October 31 of the fiscal year for which the fee is paid, accompanied by the invoice sent to the broker, dealer or munic-
ipal securities dealer by the Board, or a written statement setting forth the name, address and Commxssxon registration num-
ber of the broker, dealer or municipal securities dealer on whose behalf the fee is paid.

Interpretive Lefters

Registered municipal securities dealer.
Your letter dated February 11, 1981 has been
referred to me for response.

In your letter you state that [the firm] “has
had no transactions in municipal securities
since a trade on September 13, 1979.” You
note that according to rule A-14 of the Board
relating to annual fees, a fee ... is payable for
each fiscal year in which the municipal securi-
ties broker or municipal securities dealer con-
ducts business. You conclude that “[slince we
did not conduct any business during the last fis-
cal year (10/1/79-9/30/80) it would appear that
[the firm] should be entitled to a refund” for the
fiscal year ending October, 1980, and should
not be liable for payment of the annual fee for
the fiscal year ending October, 1981.

The purpose of the annual fee imposed by
rule A-14 is to defray the costs of the Board’s
communications with those firms which are
qualified to do a municipal securities business.
There is no threshold level of municipal secu-
rities business which triggers liability for pay-
ment of the annual fee. Rather, the fee is
imposed on all brokers and dealers who are reg-
istered as municipal securities brokers with the
S.E.C. Since [the firm] is registered as a munic-
ipal securities dealer, it is liable for payment of
the annual fee imposed by rule A-14 for the fis-
cal year ending October 1981.

If your firm no longer intends to do a
municipal securities business, rule A-15 of the
Board provides a procedure for withdrawal
from registration as a municipal securities deal-
er. Withdrawal from registration would, of
course, enable your firm to avoid paying annu-
al fees to the Board. However, at such time as
your firm resumes any municipal securities
business, it would be required to pay the initial

Rule A-14

and annual fees imposed by rules A-12 and
A-14, respectively. MSRB interpretation of June
11, 1981.

Fully disclosed broker. I refer to your let-
ter of March 24, 1978 in which you request a
determination concerning whether as a broker
who passes all of his business through a dealer
on a fully disclosed basis you are subject to the
Municipal Securities Rulemaking Board's rules
A-12 and A-14 which impose an initial and
annual fee on municipal securities brokers and
municipal securities dealer.

I note that the term “broker” as defined in
section 3(a)(4) of the Securities Exchange Act
of 1934 (the “Act”) is not restricted to securi-
ties firms that directly effect transactions in
securities for the account of others. I call your
attention to various rules of the Securities and
Exchange Commission governing the activi-
ties of “brokers” and “dealers” that recognize
introducing brokers as “brokers” under the
Act. See e.g., rules 15¢3-1(a)(2) and
15¢3-3(k)(2). The definition of the term
“municipal securities broker” set forth in sec-
tion 3(a)(31) of the Act incorporates the
statutory definition of “broker” and therefore
appears similarly not limited to firms directly
effecting transactions in municipal securities
for the account of others.

Pursuant to rule D-1 of the Board, which
incorporates the definition of terms used in the
Act for purposes of the Board’s rules, the term
“municipal securities broker” as used in rules
A-12 and A-14 has the same meaning as set

forth in section 3(a)(31) of the Act.

Accordingly, we are unable to conclude
that the fees imposed by the Board are inap-
plicable to your situation. MSRB interpretation

of April 4, 1978.

Extent and type of municipal securities
activities. Your letter dated March 23, 1978
concerning compliance with the Municipal
Securities Rulemaking Board’s requirements
has been referred to me for response.

The Municipal Securities Rulemaking
Board was established by the Securities Acts
Amendments of 1975 as the primary rulemak-
ing authority with respect to the activities of
municipal securities brokers and dealers and
with respect to transactions in municipal secu-
rities. The Board’s rules apply to each munici-
pal securities broker and municipal securities
dealer within the meaning of sections 3(a)(31)
and 3(a)(30), respectively, of the Securities
Exchange Act of 1934, as amended (the
“Act”), and all municipal securities brokers
and dealers regardless of the volume of their
municipal securities business, are subject to the
rules promulgated by the Board insofar as
transactions in municipal securities are con-
cerned, whether such transactions are solicited
or unsolicited.

Under section 15B(b)(2)(]) of the Act,
the Board is directed to prescribe fees and
charges payable by each municipal securities
dealer and municipal securities broker to
defray the costs and expenses of operaring the
Board. Pursuant to this authority, the Board
adopted rules A-12 and A-14 which impose an
initial fee and an annual fee on each munici-
pal securities broker and municipal securities
dealer. A copy of these rules are enclosed.

In approving MSRB rules A-12 and A-14,
the Securities and Exchange Commission
determined that these assessments are consis-
tent with the statutory requirement that the
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MSRB be self-funding. We therefore request
that you comply with these rules and forward
your checks to us promptly. MSRB interpretation  Rule G-3 Interpretive Letter —- Municipal secu-
of May 3, 1978. rities principal: MSRB registered dealer,
MSRB interpretation of March 30, 1994.

See also:

Rule A-15: Notification to Board of Termination of Municipal
Securities Activities and Change of Name or Address

(a) Procedure for Notifying Board of Termination. A broker, dealer, or municipal securities dealer that ceases to be engaged
in municipal securities activities must promptly notify the Board of such broker’s, dealer’s or municipal securities dealer’s
change of status by filing with the Board a written statement setting forth such broker’s, dealer’s or municipal securities deal-
er’s name, address and Commission registration number and the fact that such broker, dealer or municipal securities dealer
is no longer engaging in municipal securities activities.

(b) Obligation to Pay Fees. A broker, dealer, or municipal securities dealer that files notification with the Board pursuant
to section (a) of this rule shall be obligated to pay the fees owed to the Board at the time of filing of such notification.

(c) Notification of Name or Address Change. Each broker, dealer or municipal securities dealer which has followed the pro-
cedure set forth in Board rule A-12 shall notify the Board promptly of any changes to the information required by rule A-12.

Interpretive Letter
See:

Rule G-3 Interpretive Letter - Municipal secu-
rities principal: MSRB registered dealer,
MSRB interpretation of March 30, 1994.

Rule A-16: Arbitration Fees and Deposits

(a) At the time of filing a claim, counterclaim, third-party claim or cross-claim, a party shall pay a non-refundable fil-
ing fee and hearing session deposit to the Board in the amounts indicated in the schedules below, unless such fee or deposit
is specifically waived by the Director of Arbitration.

Where multiple hearing sessions are required, the arbitrator(s) may require any of the parties to make additional hear-
ing deposits for each additional hearing session. In no event shall the amount deposited by all parties per hearing session
exceed the amount of the hearing deposit made by any party under the schedules below.

(b) A hearing session is any meeting between the parties and the arbitrator(s), including a pre-hearing conference with
an arbitrator, which lasts four hours or less. The forum fee for a pre-hearing conference with an arbitrator shall be the amount
set forth in the schedules below as a hearing session deposit for a hearing with a single arbitrator.

(c) The arbitrator(s), in the award, shall determine the amounts chargeable to the parties as forum fees and shall deter-
mine who shall pay such forum fees. Forum fees chargeable to the parties shall be assessed on a per hearing session basis, and
the aggregate for each hearing session may equal but shall not exceed the amount of the largest initial hearing deposit deposit-
ed by any party, except in a case where claims have been joined subsequent to filing in which case hearing session fees shall
be computed as provided in paragraph (d). The arbitrator(s) may determine in the award that a party shall reimburse to
another party any non-refundable filing fee it has paid. If a customer is assessed forum fees in connection with an industry
claim, forum fees assessed against the customer shall be based on the hearing deposit required under the industry claims sched-
ule for the amount awarded to industry parties to be paid by the customer and not based on the size of the industry claim.
No fees shall be assessed against a customer in connection with an industry claim that is dismissed; however, in cases where
there is also a customer claim, the customer may be assessed forum fees based on the customer claim under the procedure set
out above. Amounts deposited by a party shall be applied against forum fees, if any. In addition to forum fees, the arbitra-
tor(s) may determine in the award the amount of costs incurred pursuant to sections 20, 22, 23, and 27 of rule G-35 and,
unless applicable law directs otherwise, other costs and expenses of the parties and arbitrator(s) which are within the scope
of the agreement of the parties. The arbitrator(s) shall determine by whom such costs shall be borne. If the hearing session
fees are not assessed against a party who had made a hearing deposit, the hearing deposit will be refunded unless the arbi-
trator(s) determine otherwise.

(d) For claims filed separately which are subsequently joined or consolidated under section 5(d) of rule G-35, the hear-
ing deposit and forum fees assessable per hearing session after joinder or consolidation shall be based on the cumulative
amount in dispute. The arbitrator(s) shall determine by whom such fees shall be borne.

(e) If the dispute, claim, or controversy does not involve, disclose, or specify a money claim, the non-refundable filing
fee shall be $250 and the hearing session deposit to be remitted by a party shall be $600 or such greater or lesser amount as
the Director of Arbitration or the arbitrator(s) may require, but shall not exceed $1,000.

k4 Rule A-16
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(f) The Board shall retain the total initial amount deposited as hearing session deposits by all the parties in any matter
submitted and settled or withdrawn within eight business days of the first scheduled hearing session other than a pre-hear-
ing conference.

(g) Any matter submitted and thereafter settled or withdrawn subsequent to the commencement of the first hearing ses-
sion, including a pre-hearing conference with an arbitrator, shall be subject to an assessment of forum fees and costs incurred
pursuant to sections 20, 22, 23, and 27 of rule G-35 based on hearing sessions held and scheduled within eight business days
after the Board receives notice that the matter has been settled or withdrawn. The arbitrator(s) shall determine by whom
such forum fees and costs shall be borne.

(h) Schedule of Fees.

For purposes of the schedule of fees, the term “claim” includes claims, counter-claims, third-party claims, and
cross-claims. Any such claim made by a customer is a customer claim. Any such claim made by a broker, dealer or munici-
pal securities dealer or associated person of a broker, dealer or municipal securities dealer is an industry claim.

CUSTOMER CLAIMANT

Hearing Session Deposit

Amount in Dispute Claim Filing Simplified’ One Arb.” Three + Arbs.’
(Exclusive of Interest Fee
and Expenses)
$.01-$1,000 $15 $15 $15 NA
$1,000.01-$2,500 $25 $25 $25 NA
$2,500.01-$5,000 $50 $75 $100 NA
$5,000.01-$10,000 $75 $75 $200 NA
$10,000.01-$30,000 $100 NA $300 $400
$30,000.01-$50,000 $120 NA $300° $400
$50,000.01-$100,000 $150 NA ‘ $300" $500
$100,000.01-$500,000 $200 NA $300° $750
$500,000.01-$5,000,000 $250 NA $300° $1,000
Over $5,000,000 $300 NA $300° $1,500

INDUSTRY CLAIMANT

Hearing Session Deposit

Amount in Dispute Claim Filing Simplified' One Arb.” Three + Arbs.’
(Exclusive of Interest Fee
and Expenses)
$.01-$1,000 $500 $75 $300 NA
$1,000.01-$2,500 $500 $75 $300 NA
$2,500.01-$5,000 $500 $75 $300 NA
$5,000.01-$10,000 $500 $75 $300 NA
$10,000.01-$30,000 $500 NA $300 $600
$30,000.01-$50,000 $500 NA $300° $600
$50,000.01-$100,000 $500 NA $300" $600
$100,000.01-$500,000 $500 NA $300° $750
$500,000.01-$5,000,000 $500 NA $300" $1,000
Over $5,000,000 $500 NA $300° $1,500

Rule A-16 10
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) Simplified Arbitration (Without Hearing)

2 One Arbitrator [Per Hearing Session)

3 Three or more Arbitrators (Per Hearing Session)
4 Prehearing Conferences Only

Rule A-17: Confidentiality of Examination Reports

Any report of an examination or of information extracted from a report of an examination (“examination report”) of a
broker, dealer and municipal securities dealer furnished to the Board by the Securities and Exchange Commission pursuant
to section 15(B)(c)(7)(B) of the Act and rule 15Bc7-1 thereunder shall be maintained and utilized in accordance with the
following terms and conditions, in order to ensure the confidentiality of any information contained in such reports:

(1) Any such examination report shall be reviewed only by authorized members of the Board’s staff; no member of
the Board shall have access, directly or indirectly, to an examination report. Anything herein to the contrary notwith-
standing, the staff of the Board may furnish to the Board or any appropriate committee thereof summaries or other com-
munications relating to the examination reports, provided that such summaries or other communications shall not
contain information which might make it possible to identify the brokers, dealers or municipal securities dealers or asso-
ciated persons which are the subject of the examination reports to which any such summary or other communication
relates.

(2) The Executive Director and General Counsel shall designate jointly the members of the staff of the Board who
shall have access to the examination reports.

(3) Each member of the staff of the Board who is authorized pursuant to section (2) of this rule to have access to the
examination reports shall execute a written undertaking that he or she will not copy or use for personal purposes any
part of such reports, nor reveal the contents thereof to any unauthorized person.

(4) The examination reports shall be maintained on the premises of the Board in locked cabinets with access there-
to limited to authorized members of the staff of the Board.

1 Rule A-17
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DEFINITIONAL RULES

Rule D-1: General

Unless the context otherwise specifically requires, the terms used in the rules of the Municipal Securities Rulemaking
Board shall have the respective meanings set forth in the Securities Exchange Act of 1934 (15 U.S.C. § 78a et seq.) and the
rules and regulations of the Securities and Exchange Commission thereunder.

Rule D-2: “Act”

The term “Act” shall mean the Securities Exchange Act of 1934, as from time to time amended.

Rule D-3: “Commission”

The term “Commission” shall mean the Securities and Exchange Commission.

Rule D-4: “Board”

The term “Board” shall mean the Municipal Securities Rulemaking Board.

Rule D-5: “Member”

The term “member” shall mean a member of the Board.

Rule D-6. “Whole Board”

The term “whole Board” shall mean the total number of members of the Board provided for in the administrative rules
of the Board without regard to vacancies.

Rule D-7: “Proposed Rules and Rules of the Board”

The term “rule” shall mean a rule which the Board shall have adopted within the scope of its authority under section
15B of the Act, which shall have become effective in accordance with section 19(b) of the Act or which shall have been
amended by the Commission pursuant to section 19(c) of the Act. The term “proposed rule” shall mean a rule of the Board
prior to the time when the same shall have become effective in accordance with section 19(b) of the Act.

Rule D-8: “Bank Dealer”

The term “bank dealer” shall mean a municipal securities dealer which is a bank or a separately identifiable department
or division of a bank as defined in rule G-1 of the Board.

Rule D-9: “Customer”’

Except as otherwise specifically provided by rule of the Board, the term “customer” shall mean any person other than a
broker, dealer, or municipal securities dealer acting in its capacity as such or an issuer in transactions involving the sale by
the issuer of a new issue of its securities.

MSRB INTERPRETATION
EXCERPT FROM NOTICE OF APPROVAL OF FAIR PRACTICE RULES Employees and other associated persons of brokers, dealers and municipal
securities dealers would, under this definition, be “customers” with respect
October 24, 1978 to transactions effected for their personal accounts. An issuer would be a
Rule D-9 codifies, as a definitional rule of general application, the def- ~ “customer” within the meaning of the rule except in the case of a sale by
inition of the term “customer” presently set forth in various Board rules. it of a new issue of its securities.

Rule D-10: “Discretionary Account”

The term “discretionary account” shall mean the account of a customer carried or introduced by a broker, dealer, or
municipal securities dealer with respect to which such broker, dealer, or municipal securities dealer is authorized to deter-
mine what municipal securities will be purchased, sold or exchanged by or for the account.

MSRB INTERPRETATION
EXCERPT FROM NOTICE OF APPROVAL OF FAIR PRACTICE RULES municipal securities will be purchased, Sold or exchanged by or for the
account. The definition covers accounts for which a municipal securities
October 24, 1978 professional exercises discretionary authority from time to time, as well as

Rule D-10 defines a discretionary account as an account for whicha  accounts in which the customer sometimes, but not always, makes invest-
municipal securities professional has been authorized to determine what  ment decisions. Under rule D-10, a discretionary account will not be

13 Rule D-10
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deemed to exist if the professional’s discretion is limited to the price at  cretion concerning what municipal securities will be purchased, sold or
which, or the time at which, an order given by a customer for a definite  exchanged, rather than when or at what price such transactions may occur.
amount of a specified security is executed. The definition relates to dis-

Rule D-11: “Associated Persons”

Unless the context otherwise requires or a rule of the Board otherwise specifically provides, the terms “broker,” “dealer,”
“municipal securities broker,” “municipal securities dealer,” and “bank dealer” shall refer to and include their respective asso-
ciated persons. Unless otherwise specified, persons whose functions are solely clerical or ministerial shall not be considered
associated persons for purposes of the Board’s rules.

MSRB INTERPRETATION
EXCERPT FROM NOTICE OF APPROVAL OF FAIR PRACTICE RULES forth in sections 3(a)(18) and 3(a)(32) of the Act, except that clerical and
ministerial personnel are excluded from the definition for purposes of the
October 24, 1978 Board’s rules, unless otherwise specified. Although the statutory defini-

tions of associated persons include individuals and organizations in a con-
trol relationship with the securities professional, the context of the fair
practice rules indicates that such rules will ordinarily not apply to persons
who are associated with securities firms and bank dealers solely by reason
The term “associated person” in rule D-11 has the same meaning asset  of a control relationship.

Rule D-11 is designed to eliminate the need to make specific reference
to personnel of securities firms and bank dealers in each Board rule that
applies both to the organization and its personnel.

Rule D-12: “Municipal Fund Security”

The term “municipal fund security” shall mean a municipal security issued by an issuer that, but for the application of
Section 2(b) of the Investment company Act of 1940, would constitute an an investment company within the meaning of
Section 3 of the Investment Company Act of 1940.

MSRB INTERPRETATION
INTERPRETATION RELATING TO SALES OF MUNICIPAL FUND acting as an “underwriter” (as defined in Rule 15¢2-12(f)(8)) in con-
SECURITIES IN THE PRIMARY MARKET nection with that primary offering, the dealer may be subject to the re-

quirements of Rule 15¢2-12.4

January 18, 2001 Rule 15¢2-12(f)(8) defines an underwriter as “any person who has pur-

The Municipal Securities Rulemaking Board (the “Board”) has  chased from an issuer of municipal securities with a view to, or offers or
learned that sales of certain interests in trust funds held by state or local  ¢4ils for an issuer of municipal securities in connection with, the offering
governmental entities may be effected by or through brokers, dealers or ¢ any municipal security, or participates or has a direct or indirect partic-
municipal securities dealers (“dealers”). In particular, the Board has ipation in any such undertaking, or participates or has a participation in

reviewed two types of state or local goyemmental programs in whichdeal- 10 direct or indirect underwriting of any such undertaking.™
ers may effect transactions in such interests: pooled investment funds

under trusts established by state or local governmental entities (“local gov- Consistent with SEC staff’s view regarding the sale in primary offer-
enment pools”)! and higher education savings plan trusts established by ~ ings of municipal fund securities, dealers acting as underwriters in prima-
states (“higher education trusts”).2 In response to a request of the Board, v offerings of municipal fund securities generally would be subject to the
staff of the Division of Market Regulation of the Securities and Exchange ~ requirements of rule G-36, on delivery of official statements, advance
Commission {the “SEC”) has stated that “at least some interests in local ~ refunding documents and Forms G-36(OS) and G-36(ARD) to Board ot
government pools and higher education trusts may be, depending on the  its designee. Thus, unless such primary offering falls within one of the stat-
facts and circumstances, ‘municipal securities’ for purposes of the [Securi-  ed exemptions in Rule 15¢2-12, the Board expects that the dealer would
ties|] Exchange Act [of 1934).” Any such interests that may, in fact, con-  receive a final offictal statement from the issuer or its agent under its con-
stitute municipal securities are referred to herein as “municipal fund  tractual agreement entered into pursuant to Rule 15¢2-12(b)(3).¢ Such
securities.” To the extent that dealers effect transactions in municipal fund  final official statement should be received from the issuer in sufficient time
securities, such transactions are subject to the jurisdiction of the Board  for the dealer to send it, together with Form G-36(OS}), to the Board with-
pursuant to Section 15B of the Securities Exchange Act of 1934 (the  in one business day of receipt but no later than 10 business days after any
“Exchange Act”). final agreement to purchase, offer, or sell the municipal fund securities, as

With respect to the applicability to municipal fund securities of ~ required under rule G-36(b)(i).” “Final official statement,” as used in rule
Exchange Act Rule 15c2-12, relating to municipal securities disclosure, ~ G-36(b)(i), has the same meaning as in Rule 15¢2-12(f)(3), which states,

staff of the SEC'’s Division of Market Regulation has stated: in relevant part:
[W]e note that Rule 15¢2-12(f)(7) under the Exchange Act defines a The term final official statement means a document or set of documents
“primary offering” as including an offering of municipal securities di- prepared by an issuer of municipal securities or its representatives that
rectly or indirectly by or on behalf of an issuer of such securities. Based is complete as of the date delivered to the Participating Undewriter(s)
upon an analysis of programs that have been brought to our attention, and that sets forth information concerning the terms of the proposed
it appears that interests in local government pools or higher education issue of securities; information, including financial information or op-
trusts generally are offered only by direct purchase from the issuer. Ac- erating data, concerning such issuers of municipal securities and those
cordingly, we would view those interests as having been sold in a “pri- other entities, enterprises, funds, accounts, and other persons materi-
mary offering” as that term is defined in Rule 15¢2-12. If a dealer is al to an evaluation of the Offering; and a description of the un-

Rule D-12 14
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dertakings to be provided pursuant to paragraph (b)(5)(i), paragraph
(d)}(2)(ii), and paragraph (d)(2)(iii) of this section, if applicable, and
of any instances in the previous five years in which each person spec-
ified pursuant to paragraph (b)(5)(ii) of this section failed to comply,
in all material respects, with any previous undertakings in a writ-
ten contract or agreement specified in paragraph (b)(5)(i) of this
section.?

The Board understands that issuers of municipal fund securities typi-
cally issue and deliver the securities continuously as customers make pur-
chases, rather than issuing and delivering a single issue on a specified date.
As used in Board rules, the term “underwriting period” with respect to an
offering involving a single dealer {i.e., not involving an underwriting syn-
dicate) is defined as the period (A} commencing with the first submission
to the dealer of an order for the purchase of the securities or the purchase
of the securities from the issuer, whichever first occurs, and (B) ending at
such time as the following two conditions both are met: (1) the issuer
delivers the securities to the dealer, and (2) the dealer no longer retains an
unsold balance of the securities purchased from the issuer or 21 calendar
days elapse after the date of the first submission of an order for the securi-
ties, whichever first occurs.? Since an offering consisting of securities issued
and delivered on a continuous basis would not, by its very nature, ever
meet the first condition for the termination of the underwriting period,
such offering would continuously remain in its underwriting period.’® Fur-
ther, since rule G-36(d) requires a dealer that has previously provided an
official statement to the Board to send any amendments to the official
statement made by the issuer during the underwriting period, such dealer
would remain obligated to send to the Board any amendments made to the
official statement during such continuous underwriting period. However,
in view of the increased possibility that an issuer may change the dealer
that participates in the sale of its securities during such a continuous
underwriting period, the Board has determined that rule G-36(d) would
require that the dealer that is at the time of an amendment then serving
as underwriter for securities that are still in the underwriting period send
the amendment to the Board, regardless of whether that dealer or anoth-
er dealer sent the original official statement to the Board.

In addition, municipal fund securities sold in a primary offering would
constitute new issue municipal securities for purposes of rule G-32, on dis-
closures in connection with new issues, so long as the securities remain in
their underwriting period. Rule G-32 generally requires that a dealer sell-
ing a new issue municipal security to a customer must deliver the official
statement in final form to the customer by settlement of such transaction.
Thus, a dealer effecting transactions in municipal fund securities that are
sold during a continuous underwriting period would be required to deliv-
er to the customer the official statement by settlement of each such trans-
action. However, in the case of a customer purchasing such securities who
is a repeat purchaser, no new delivery of the official statement would be
required so long as the customer has previously received it in connection
with a prior purchase and the official statement has not been changed from
the one previously delivered to that customer.!!

Certain other implications arise under Board rules as a result of the
status, in the view of SEC staff, of sales of municipal fund securities as pri-
mary offerings. For example, dealers are reminded that the definition of
“municipal securities business” under rule G-37, on political contributions
and prohibitions on municipal securities business, and rule G-38, on con-
sultants, includes the purchase of a primary offering from the issuer on oth-
er than a competitive bid basis or the offer or sale of a primary offering on

R U

15

L E B O O K

behalf of any issuer. Thus, a dealer’s transactions in municipal fund secu-
rities may affect such dealer’s obligations under rules G-37 and G-38. In
addition, rule G-23, on activities of financial advisors, applies to a dealer’s
financial advisory or consultant services to an issuer with respect to a new
issue of municipal securities.

The Board understands that local government pools are established by state or local gov-
ernmental entities as trusts that serve as vehicles for the pooled investment of public
moneys of participating governmental entities. Participants purchase interests in the trust
and trust assets are invested in a manner consistent with the trust’s stated investment
objectives. Investors generally do not have a right to control investment of trust assets.
See generally National Association of State Treasurers, Special Report: Local Govern-
ment Investment Pools (July 1995); Standard & Poor’s Fund Services, Local Govern-
ment Investment Pools (May 1999).

2 The Board understands that higher education trusts generally are established by states
under section 529(b) of the Internal Revenue Code as “qualified state tuition programs”
through which individuals make investments for the purpose of accumulating savings for
qualifying higher education costs of beneficiaries. Individuals purchase interests in the
trust and trust assets are invested in a manner consistent with the trust’s stated investment
objectives. Investors do not have a right to control investment of trust assets. See gener-
ally College Savings Plans Network, Special Report on State and College Savings Plans
(1998).

Letter dated February 26, 1999 from Catherine McGuire, Chief Counsel, Division of
Market Regulation, SEC, to Diane G. Klinke, General Counsel of the Board, in response
to letter dated June 2, 1998 from Diane G. Klinke to Catherine McGuire, published as
Municipal Securities Rulemaking Board, SEC No-Action Letter, Wash. Serv. Bur.
(CCH) File No. 032299033 (Feb. 26, 1999) (the “SEC Letter").

SEC Letter.

The definition of underwriter excludes any person whose interest is limited to a com-
mission, concession, or allowance from an underwriter or dealer not in excess of the usu-
al and customary distributors’ or sellers’ commission, concession, or allowance.

[
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Section (b)(3} of Rule 15¢2-12 requires that a dealer serving as a Participating Under-
writer in connection with a primary offering subject to the Rule contract with an issuer
of municipal securities or its designated agent to receive copies of a final official statement
at the time and in the quantities set forth in the Rule.

-~

If a primary offering of municipal fund securities is exempt from Rule 15¢2-12 (other
than as a result of being a limited offering as described in section (d)(1)(i) of the Rule)
and an official statement in final form has been prepared by the issuer, then the dealer
would be expected to send the official statement in final form, together with Form G-
36(08S), to the Board under rule G-36(c)(i).

Dealers seeking guidance as to whether a particular document or set of documents con-
stitutes a final official statement for purposes of rule G-36(b)(i) should consule with SEC
staff to determine whether such document o set of documents constitutes a final official
statement for purposes of Rule 15¢2-12.

See rule G-32(c)(ii)(B). If approved by the SEC, the proposed rule change will redesig-
nate this section as rule G-32(d)(ii)(B).

10 Similarly, an offering involving an underwriting syndicate and consisting of securities
issued and delivered on a continuous basis also would remain in its underwriting petiod
under the definition thereof set forth in rule G-11{a){ix).

11 This is equally true for other forms of municipal securities for which a customer has
already received an official statement in connection with an earlier purchase and who
proceeds to make a second purchase of the same securities during the underwriting peri-
od. Furthermore, in the case of a repeat purchaser of municipal securities for which no
official statement in final form is being prepared, no new delivery of the written notice
to that effect or of any official statement in preliminary form would be required so long
as the customer has previously received it in connection with a prior purchase. Howev-
er, if an official statement in final form is subsequently prepared, the customer’s next pur-
chase would trigger the delivery requirement with respect to such official statement. Also,
if an official statement which has previously been delivered is subsequently amended dur-
ing the underwriting period, the customer’s next purchase would trigger the delivery
requirement with respect to such amendment.

=
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GENERAL RULES
Rule G-1: Separately Ildentifiable Department or Division of a Bank

(a) A separately identifiable department or division of a bank, as such term is used in section 3(a)(30) of the Act, is that
unit of the bank which conducts all of the activities of the bank relating to the conduct of business as a municipal securities
dealer (“municipal securities dealer activities”), as such activities are hereinafter defined, provided that:

(1) Such unit is under the direct supervision of an officer or officers designated by the board of directors of the bank
as responsible for the day-to-day conduct of the bank’s municipal securities dealer activities, including the supervision
of all bank employees engaged in the performance of such activities; and

(2) There are separately maintained in or separately extractable from such unit’s own facilities or the facilities of the
bank, all of the records relating to the bank’s municipal securities dealer activities, and further provided that such records
are so maintained or otherwise accessible as to permit independent examination thereof and enforcement of applicable
provisions of the Act, the rules and regulations thereunder and the rules of the Board.

(b) For purposes of this rule, the activities of the bank which shall constitute municipal securities dealer activities are as
follows:

(1) underwriting, trading and sales of municipal securities;

(2) financial advisory and consultant services for issuers in connection with the issuance of municipal securities;
(3) processing and clearance activities with respect to municipal securities;

(4) research and investment advice with respect to municipal securities;

(5) any activities other than those specifically enumerated above which involve communication, directly or indi-
rectly, with public investors in municipal securities; and

(6) maintenance of records pertaining to the activities described in paragraphs (1) through (5) above; provided, how-
ever, that the activities enumerated in paragraphs (4) and (5) above shall be limited to such activities as they relate to
the activities enumerated in paragraphs (1) and (2) above.

(c) The fact that directors and senior officers of the bank may from time to time set broad policy guidelines affecting the
bank as a whole and which are not directly related to the day-to-day conduct of the bank’s municipal securities dealer activ-
ities, shall not disqualify the unit hereinbefore described as a separately identifiable department or division of the bank or
require that such directors or officers be considered as part of such unit.

(d) The fact that the bank’s municipal securities dealer activities are conducted in more than one geographic organiza-
tional or operational unit of the bank shall not preclude a finding that the bank has a separately identifiable department or
division for purposes of this rule, provided, however, that all such units are identifiable and that the requirements of paragraphs
(1) and (2) of section (a) of this rule are met with respect to each such unit. All such geographic, organizational or opera-
tional units of the bank shall be considered in the aggregate as the separately identifiable department or division of the bank
for purposes of this rule. '

MSRB INTERPRETATION

See:

Rule G-23 Interpretation — Notice on Application of Board Rules to
Financial Advisory Services Rendered to Corporate Obligors on
Industrial Development Bonds, May 23, 1983.

Interpretive Letters

Separately identifiable department or divi-
sion of a bank. This will acknowledge receipt
of your letter of November 12, 1975, in which
you request, on behalf of the Dealer Bank Asso-
ciation, an interpretative opinion with respect
to the rule of the Municipal Securities Rule-
making Board (the “Board”) defining the term
“separately identifiable department or division
of a bank,” as used in section 3(a)(30) of the
Securities Exchange Act of 1934, as amended
(the “Act”). Such rule was originally numbered
rule 4 of the Board and became effective on

October 15, 1975. The rule is presently num-
bered rule G-1 of the Board.

In your letter you pose a series of questions
concerning rule G-1, as follows:

(1) A bank has an operations department
that performs processing and clearance
activities, and maintains records, with
respect to the bank's underwriting, trad-
ing and sales of municipal securities, as
well as with respect to certain other
bank activities. Can this bank have a
“separately identifiable department or

17

division” as defined in rule G-1?

(2)In a bank with numerous branches, an
employee or officer in a branch will on
occasion accept or solicit an order from
a customer for municipal securities.
Does this preclude a finding that the
bank has a “separately identifiable
department or division™?

{3)Mr. X is a senior vice president of a
bank. He is not a director. Mr. X’s only
relationship to the bank’s municipal
securities dealer activities is that he isa

Rule G-1
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member of a management committee
within the bank that determines the
amount of the bank’s funds that will be
made available for the bank’s municipal
securities dealer activities, as well as for
other bank activities. The bank has a
separately identifiable department or
division that otherwise meets the
requirements of rule G-1. Is Mr. X a per-
son who must be designated by the
board of directors of the bank under rule

G-1(a)(1)?

(4) A bank has a corporate trust department
that, among other things, serves as pay-
ing agent for certain municipal securi-
ties and performs clearing functions in
municipal securities, in addition to the
processing and clearance activities per-
formed in connection with the bank’s
underwriting, trading and sales of
municipal securities. Are the persons in
the bank’s corporate trust department
who engage solely in activities that do
not relate to the underwriting, trading
and sales of municipal securities by the
bank performing municipal securities
dealer activities?

With respect to question (1) above, para-
graph (d) of rule G-1 contemplates that the
municipal securities dealer activities of a bank,
as such activities are defined in paragraph (b) of
the rule, may be conducted in more than one
organizational or operational unit of the bank,
for example, underwriting, trading and sales
activities in the bond department, and process-
ing and clearance activities in the operations
department of the bank. Under the rule, all such
units can be aggregated to constitute a separate-
ly identifiable department or division within the
meaning of section 3(a)(30) of the Act, provid-
ed that each such unit is identifiable and under
the direct supervision of an officer designated by
the board of directors of the bank as responsible
for the day-to-day conduct of the bank’s munic-
ipal securities dealer activities. The officer so
designated need not be the same for all such
units. For example, the senior officer of the
bank’s bond department may be designated as
responsible for the municipal securities dealer
activities conducted by that department, while
the senior officer of the bank’s operations
department may be designated as responsible for
the municipal securities dealer activities con-
ducted by that department. In addition, the
records of each such unit relating to municipal
securities dealer activities must be separately
maintained or separately extractable so as to
permit independent examination of such
records and enforcement of applicable provi-
sions of the Act, the rules and regulations of the
Commission thereunder and the rules of the
Board. Finally, each such unit comprising the
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separately identifiable department or division
may be engaged in activities other than those
relating to municipal securities dealer activities.
For example, the bond department may also
engage in activities relating to United States
government obligations, while the operations
department may perform processing and clear-
ance functions for departments of the bank oth-
er than the bond department.

With respect to question (2) above, para-
graph (d) of rule G-1 also contemplates that the
municipal securities dealer activities of a bank
may be conducted at more than one geographic
location. However, in order for such a bank to
have a separately identifiable department or
division, the branch employees who accept or
solicit orders for municipal securities must, with
respect to acceptance or solicitation of such
orders, be affiliated with one of the identifiable
units of the bank comprising such department
or division and must, with respect to acceptance
or solicitation of such orders, be responsible to
an officer designated by the board of directors of
the bank as responsible for the day-to-day con-
duct of the bank’s municipal securities dealer
activities. Further, the bank’s records relating to
the transactions effected by such branch
employees must meet the criteria of paragraph
(a) of rule G-1 with respect to separate mainte-
nance and accessibility.

With respect to question (3) above, para-
graph (c) of rule G-1 recognizes that senior offi-
cers of a bank may make determinations
affecting bank policy as a whole which have an
indirect effect on the municipal securities deal-
er activities of the bank. For example, determi-
nations with respect to the deployment of the
bank’s funds may affect the size of the bank’s
inventory of municipal securities or volume of
underwriting. Ordinarily such determinations
would not directly relate to the day-to-day con-
duct of the bank’s municipal securities dealer
activities and senior officers making such deter-
minations need not be designated by the board
of directors of the bank as responsible for the
conduct of such activities. However, if the
determinations of senior officers have a direct
and immediate impact on the day-to-day con-
duct of the bank’s municipal securities dealer
activities, whether by reason of the scope of
such determinations, the frequency with which
such determinations are made, or by reason of
other factors, such officers may be considered to
be directly engaged in the conduct of the bank’s
municipal securities dealer activities and
required to be designated by the board of direc-
tors of the bank as responsible for the day-to-day
conduct of such activities.

With respect to question (4) above, the reg-
ulatory focus of section 15B(b)(2)(H) of the
Act is on the dealer activities of a bank. Accord-
ingly, subparagraph (b)(2) of rule G-1 was
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intended to relate to such dealer activities, and
not to describe other activities of the bank
which might involve municipal securities.
Employees of a bank’s corporate trust depart-
ment who perform clearance and other func-
tions with respect to municipal securities, but
which do not relate to the underwriting, trading
and sales activities of the bank, do not perform
municipal securities dealer activities within the
meaning of rule G-1.

This opinion is rendered on behalf of the
Board, pursuant to authority delegated by the
Board. Copies of this opinion are being sent to
the Securities and Exchange Commission, the
bank regulatory agencies and the National
Association of Securities Dealers, Inc. MSRB
interpretation of November 17, 1975.

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

The Division acts as financial advisor to
certain corporate customers of the Bank. Some
of these customers wish to raise money through
the issuance of IDBs. In order to assist these cor-
porations in the placement of the IDBs, the
Division contacts from one to ten institutional
investors and provides them with information
regarding the terms of the proposed financing
and basic facts about the corporation. If the
investor expresses interest in the financing, a
confidential memorandum describing the finan-
cing, prepared by the corporation with the assis-
tance of the Division, is sent.

During negotiations between the corpora-
tion and the investor, the Division may act as a
liaison between the two parties in the commu-
nication of comments on the financing docu-
ments. According to the bank, the Division is
not an agent of the corporation and is not
authorized to act on behalf of the corporation in
accepting any terms or conditions associated
with the proposed financing. For its services, the
Division usually receives a percentage of the
total dollar amount of securities issued, with a
minimum contingent on the successful comple-
tion of the deal. While the bank has established
a separately identifiable division pursuant to
rule G-1, the Division is not part of it.

Your inquiry was discussed by the Board at
its July meeting. The Board is of the view that
the activities of the Division, as described, con-
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stitute the sales of municipal securities for pur-
poses of the definition of municipal securities
dealer activities in Board rule G-1. Therefore,
these activities should be conducted in the
bank’s registered separately identifiable depart-
ment by persons qualified under the Board's
professional qualifications rules. MSRB interpre-
tation of July 26, 1983.

Portfolio credit analyst. This will acknow-
ledge with thanks receipt of your letter dated
May 2, 1978 concerning the status of persons
occupying the position of portfolio credit ana-
lyst at your bank. Your letter, as well as our tele-
phone conversations prior and subsequent to
the letter, raise two questions concerning the
status of such persons under Board rules. First,
are the functions of a portfolio credit analyst
subject to the requirements of rule G-1, which
defines a separately identifiable dealer depart-
ment or division of a bank! Second, must a port-
folio credit analyst qualify as a municipal
securities representative or municipal securities
principal under Board rule G-3?

Although we recognize that the primary
purpose of the portfolio credit analyst, as set
forth in the material you furnished to me, is to
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review your bank’s investment portfolio, a func-
tion not subject to Board regulation, to the
extent that the analyst provides research advice
and analysis in connection with your bank’s
underwriting, trading or sales activities, the ana-
lyst must be included within the municipal secu-
rities dealer department for purposes of rule G-1,
and is subject to the qualification requirements

of rule G-3.

Under Board rule G-1, a separately identi-
fiable department or division of a bank is that
unit of the bank which conducts all of the
municipal securities dealer activities of the
bank. Section (b) of the rule defines municipal
securities dealer activities to include research
with respect to municipal securities to the
extent such research relates to underwriting,
trading, sales or financial advisory and consul-
tant services performed by the bank. Thus, we
think it clear that for purposes of rule G-1, per-
sons functioning as portfolio credit analysts who
render research in connection with underwrit-
ing, trading or sales activities at your bank must
be included within the separately identifiable
department or division of the bank for purposes
of rule G-1. This is consistent with the underly-
ing purpose of rule G-1 to assure that all of the
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functions performed at the bank relating to the
business of the bank as a municipal securities
dealer are appropriately identified for purposes
of supervision, inspection and enforcement.

Under rule G-3(a){(iii)l", a municipal secu-
rities representative is defined as a person asso-
ciated with a municipal securities broker or
municipal securities dealer who petforms certain
functions similar to those defined as municipal
securities dealer activities in rule G-1. The posi-
tion of portfolio credit analyst as described in
your letter and accompanying material appears
to fit the definition of municipal securities rep-
resentative to the extent that persons occupy-
ing such position perform research in
connection with the bank’s underwriting, trad-
ing or sales activities. Under rule G-3(e)!f},
municipal securities representatives are required
to qualify in accordance with Board rules. A
similar result would obtain with respect to qual-
ification as a municipal securities principal, if
the portfolio credit analyst functions in a super-
visory capacity. MSRB interpretation of June 8,
1978.

[*][Currently codified at rule G-3(a)(i).]
[t][Currently codified at rule G-3(a)(ii).}

Rule G-1
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No broker, dealer or municipal securities dealer shall effect any transaction in, or induce or attempt to induce the pur-
chase or sale of, any municipal security unless such broker, dealer or municipal securities dealer and every natural person asso-
ciated with such broker, dealer or municipal securities dealer is qualified in accordance with the rules of the Board.

Interpretive Letters

Execution of infrequent unsolicited
orders. This is in response to your letter in
which you state that your firm is a discount bro-
ker that executes orders on an unsolicited basis
and that occasionally a customer will approach
your firm to sell a municipal security they own
or to purchase a specific issue. You ask that the
Board give consideration to allowing a firm like
yours to act as a broker/dealer for customers
on an unsolicited basis without being required
to have an associated person qualified as a

Rule G-2

municipal securities principal.

Rule G-2, on standards of professional qual-
ification, states that no dealer shall effect any
transaction in, or induce or attempt to induce
the purchase or sale of, any municipal security
unless such dealer and every natural person asso-
ciated with such dealer is qualified in accor-
dance with the rules of the Board. Rule G-3, on
professional qualifications, states that a dealer
that conducts a general securities business shall
have at least one associated person qualified as
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a municipal securities principal to supervise the
dealer’s municipal securities activities.

The Board's rules do not provide an exemp-
tion from the numerical requirements for
municipal securities principals based on the type
of transactions in municipal securities in which
a dealer engages. There also is no exemption
from the Board's rules based on a de minimis
number of transactions in municipal securities.

MSRB interpretation of October 2, 1998.
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Rule G-3: Classification of Principals and Representatives; Numerical
Requirements; Testing; Continuing Education Requirements

No broker, dealer or municipal securities dealer or person who is a municipal securities representative, municipal securi-
ties principal, municipal securities sales principal or financial and operations principal (as hereafter defined) shall be qualified
for purposes of rule G-2 unless such broker, dealer or municipal securities dealer or person meets the requirements of this rule.

(a) Municipal Securities Representative.

(i) Definition. The term “municipal securities representative” means a natural person associated with a broker,
dealer or municipal securities dealer, other than a person whose functions are solely clerical or ministerial, whose
activities include one or more of the following:

(A) underwriting, trading or sales of municipal securities;

(B) financial advisory or consultant services for issuers in connection with the issuance of municipal
securities;

(C) research or investment advice with respect to municipal securities; or

(D) any other activities which involve communication, directly or indirectly, with public investors in
municipal securities;

provided, however, that the activities enumerated in subparagraphs (C) and (D) above shall be limited to such activ-
ities as they relate to the activities enumerated in subparagraphs (A) and (B) above.

(ii) Qualification Requirements.

(A) Except as otherwise provided in this paragraph (a)(ii), every municipal securities representative shall
take and pass the Municipal Securities Representative Qualification Examination prior to being qualified as a
municipal securities representative. The passing grade shall be determined by the Board.

(B) The requirements of subparagraph (a)(ii)(A) of this rule shall not apply to any person who is duly qual-
ified as a general securities representative by reason of having taken and passed the General Securities Regis-
tered Representative Examination.

(C) The requirements of subparagraph (a)(ii)(A) of this rule shall not apply to any person who is duly qual-
ified as a limited representative-investment company and variable contracts products by reason of having tak-
en and passed the Limited Representative-Investment Company and Variable Contracts Products Examination,
but only if such person’s activities with respect to municipal securities described in paragraph (a)(i) of this rule
are limited solely to municipal fund securities.

(D) Any person who ceases to be associated with a broker, dealer or municipal securities dealer (whether
as a municipal securities representative or otherwise) for two or more years at any time after having qualified as
a municipal securities representative in accordance with subparagraphs (a)(ii)(A), (B) or (C) shall again meet
the requirements of subparagraphs (a)(ii)(A), (B) or (C) prior to being qualified as a municipal securities rep-
resentative.

(iii) Apprenticeship.

(A) Any person who first becomes associated with a broker, dealer or municipal securities dealer in a
representative capacity (whether as a municipal securities representative, general securities representative or
limited representative-investment company and variable contracts products) without having previously
qualified as a municipal securities representative, general securities representative or limited
representative—investment company and variable contracts products shall be permitted to function in a repre-
sentative capacity without qualifying pursuant to subparagraph (a)(ii)(A), (B) or (C) for a period of at least 90
days following the date such person becomes associated with a broker, dealer or municipal securities dealer,
provided, however, that such person shall not transact business with any member of the public with respect to,
or be compensated for transactions in, municipal securities during such 90 day period, regardless of such
person’s having qualified in accordance with the examination requirements of this rule. A person subject to the
requirements of this paragraph (a)(iii) shall in no event continue to perform any of the functions of a
municipal securities representative after 180 days following the commencement of such person’s association
with such broker, dealer or municipal securities dealer, unless such person qualifies as a municipal securities
representative pursuant to subparagraphs (a)(ii)(A), (B) or (C).

(B) Prior experience, of at least 90 days, as a general securities representative, limited representative—
investment company and variable contracts products or limited representative—government securities, will meet
the requirements of this paragraph (a)(iii).
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(b) Municipal Securities Principal.

(i) Definition. The term “municipal securities principal” means a natural person (other than a municipal secu-
rities sales principal), associated with a broker, dealer or municipal securities dealer that has filed with the Board in
compliance with rule A-12, who is directly engaged in the management, direction or supervision of one or more of
the following activities:

{A) underwriting, trading or sales of municipal securities;
(B) financial advisory or consultant services for issuers in connection with the issuance of municipal securities;

(C) processing, clearance, and, in the case of brokers, dealers and municipal securities dealers other than
bank dealers, safekeeping of municipal securities;

(D) research or investment advice with respect to municipal securities;

(E) any other activities which involve communication, directly or indirectly, with public investors in
municipal securities;

(F) maintenance of records with respect to the activities described in subparagraphs (A) through (E); or
(G) training of municipal securities principals or municipal securities representatives.

provided, however, that the activities enumerated in subparagraphs (D) and (E) above shall be limited to such activ-
ities as they relate to the activities enumerated in subparagraphs (A) or (B) above.

(ii) Qualification Requirements.

(A) Every municipal securities principal shall take and pass the Municipal Securities Principal Qualifica-
tion Examination prior to being qualified as a municipal securities principal. The passing grade shall be deter-
mined by the Board.

(B) Any person seeking to become qualified as a municipal securities principal in accordance with sub-
paragraph (b)(ii)(A) of this rule, must, prior to being qualified as a municipal securities principal:

(1) have been duly qualified as either a municipal securities representative or a general securities rep-
resentative; or

(2) have taken and passed either the Municipal Securities Representative Qualification Examination
or the General Securities Registered Representative Examination.

(C) Any person who ceases to act as a municipal securities principal for two or more years at any time after
having qualified as such shall meet the requirements of subparagraphs (b)(ii)(A) and (B) prior to being quali-
fied as a municipal securities principal.

(D) For the first 90 days after becoming a municipal securities principal, the requirements of subparagraph
(b)(ii)(A) shall not apply to any person who is qualified as a municipal securities representative, general secu-
rities representative or general securities principal, provided, however, that such person shall take and pass the
Municipal Securities Principal Qualification Examination within that period.

(iii) Numerical Requirements. Every broker, dealer and municipal securities dealer shall have at least two munic-
ipal securities principals, except:

(A) every broker, dealer or municipal securities dealer which is a member of a registered securities associa-
tion and which conducts a general securities business, or

(B) every broker, dealer or municipal securities dealer having fewer than eleven persons associated with it
in whatever capacity on a full-time or full-time equivalent basis who are engaged in the performance of its
municipal securities activities, or, in the case of a bank dealer, in the performance of its municipal securities deal-
er activities,

shall have at least one municipal securities principal.

(iv) Temporary Provisions for Municipal Fund Securities Limited Principal. Until July 31, 2002, the following
provisions shall apply to any broker, dealer or municipal securities dealer whose municipal securities activities are
limited exclusively to municipal fund securities:

(A) notwithstanding the provisions of paragraph (b)(ii), the broker, dealer or municipal securities dealer
may designate any person who has taken and passed the General Securities Principal Qualification Examina-
tion or Investment Company and Annuity Principal Qualification Examination as a municipal fund securities
limited principal.

(B) any municipal fund securities limited principal designated as provided in subparagraph (b)(iv)(A) may
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undertake all actions required or permitted under any Board rule to be taken by a municipal securities princi-
pal.

(C) the broker, dealer or municipal securities dealer may count one municipal fund securities limited prin-
cipal toward the numerical requirement for municipal securities principal set forth in paragraph (b)(iii); pro-
vided that, if such broker, dealer or municipal securities dealer is only required to have one municipal securities
principal, such broker, dealer, or municipal securities dealer may count one municipal fund securities limited
principal toward the numerical requirement only if the broker, dealer or municipal securities dealer is described

in subparagraph (b)(iii)(B).

(¢) Municipal Securities Sales Principal.

(i) Definition. The term “municipal securities sales principal” means a natural person (other than a municipal

securities principal) associated with a broker, dealer or municipal securities dealer (other than a bank dealer) whose
supervisory activities with respect to municipal securities are limited exclusively to supervising sales to and purchases
from customers of municipal securities.

(d)

(ii) Qualification Requirements.

(A) Every municipal securities sales principal shall take and pass the General Securities Sales Supervisor
Qualification Examination prior to acting in such capacity. The passing grade shall be determined by the Board.

(B) Any person seeking to become qualified as a municipal securities sales principal in accordance with sub-
paragraph (c)(ii)(A) of this rule, must, prior to being qualified as a municipal securities sales principal:

(1) have been duly qualified as either a municipal securities representative or a general securities rep-
resentative; or

(2) have taken and passed either the Municipal Securities Representative Qualification Examination
or the General Securities Registered Representative Examination.

(C) Any person who ceases to act as a municipal securities sales principal for two or more years at any time
after having qualified as such shall meet the requirements of subparagraphs (c)(ii)(A) and (B) prior to being
qualified as a municipal securities sales principal.

(D) For the first 90 days after becoming a municipal securities sales principal, the requirements of subpara-
graph (c)(ii)(A) shall not apply to any person who is qualified as a municipal securities representative, general
securities representative or general securities principal, provided, however, that such person shall take and pass
the General Securities Sales Supervisory Qualification Examination within that period.

Financial and Operations Principal.

(i) Definition. The term “financial and operations principal” means a natural person associated with a broker,

dealer or municipal securities dealer (other than a bank dealer or a broker, dealer or municipal securities dealer
meeting the requirements of subparagraph (a)(2)(iv), {v) or (vi) of rule 15¢3-1 under the Act or exempted from the
requirements of rule 15¢3-1 in accordance with paragraph (b)(3) thereof), whose duties include:

(A) approval of and responsibility for financial reports required to be filed with the Commission or any
self-regulatory organization;

(B) final preparation of such reports;
(C) overall supervision of individuals who assist in the preparation of such reports;

(D) overall supervision of and responsibility for individuals who are involved in the maintenance of the
books and records from which such reports are derived;

(E) overall supervision and/or performance of the responsibilities of the broker, dealer or municipal securi-
ties dealer pursuant to the financial responsibility rules under the Act;

(F) overall supervision of and responsibility for all individuals who are involved in the administration and
maintenance of the processing and clearance functions of such broker, dealer or municipal securities dealer; and

(G) overall supervision of and responsibility for all individuals who are involved in the administration and
maintenance of the safekeeping functions of such broker, dealer or municipal securities dealer.

(ii) Qualification Requirements.

(A) Every financial and operations principal shall be qualified in such capacity in accordance with the rules
of a registered securities association.

(B) Any person who ceases to be associated with a broker, dealer or municipal securities dealer as a finan-
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cial and operations principal for tewo or more years at any time after having qualified as such in accordance with
this paragraph (d)(ii) shall qualify in such capacity in accordance with the rules of a registered securities asso-
ciation prior to being qualified as a financial and operations principal.

(iii) Numerical Requirements. Every broker, dealer and municipal securities dealer (other than a bank dealer
and a broker, dealer or municipal securities dealer meeting the requirements of subparagraph (a)(2)(iv), (v) or (vi)
of rule 15¢3-1 under the Act or exempted from the requirements of rule 15¢3-1 in accordance with paragraph (b)(3)
thereof) shall have at least one financial and operations principal, including its chief financial officer, qualified in
accordance with paragraph (d)(ii) of this rule.

(e) Confidentiality of Qualification Examinations. No associated person of a broker, dealer or municipal securities

dealer shall:

(i) in the course of taking a qualification examination required by this rule receive or give assistance of any
nature;

(ii) disclose to any person questions, or answers to any questions, on any qualification examination required by
this rule;

(iii) engage in any activity inconsistent with the confidential nature of any qualification examination required
by this rule, or with its purpose as a test of the qualification of persons taking such examinations; or

(iv) knowingly sign a false certification concerning any such qualification examination.

(f) Retaking of Qualification Examinations. Any associated person of a broker, dealer or municipal securities deal-
er who fails to pass a qualification examination prescribed by the Board shall be permitted to take the examination
again after a period of 30 days has elapsed from the date of the prior examination, except that any person who fails
to pass an examination three or more times in succession shall be prohibited from again taking the examination until
a period of six months has elapsed from the date of such person’s last attempt to pass the examination.

(g) Waiver of Qualification Requirements.

(i) The requirements of paragraphs (a)(ii), (a)(iii), (b)(ii) and (c)(ii) may be waived in extraordinary cases for
any associated person of a broker, dealer or municipal securities dealer who demonstrates extensive experience in a
field closely related to the municipal securities activities of such broker, dealer or municipal securities dealer. Such
waiver may be granted by

(A) a registered securities association with respect to a person associated with a member of such associa-
tion, or

(B) the appropriate regulatory agency as defined in section 3(a)(34) of the Act with respect to a person asso-
ciated with any other broker, dealer or municipal securities dealer.

(ii) The requirements of paragraph (d)(ii) may be waived for any associated person of a broker, dealer or munic-
ipal securities dealer in circumstances sufficient to justify the granting of a waiver if such person were secking to reg-
ister and qualify with a member of a registered securities association as a financial and operations principal. Such
waiver may be granted by a registered securities association with respect to a person associated with a member of
such association.

(h) Continuing Education Requirements

This section (h) prescribes requirements regarding the continuing education of certain registered persons subse-

quent to their registration with a registered securities association with respect to a person associated with a member of
such association, or the appropriate regulatory agency as defined in section 3(a)(34) of the Act with respect to a person
associated with any other broker, dealer or municipal securities dealer (“the appropriate enforcement authority”). The
requirements shall consist of a Regulatory Element and a Firm Element as set forth below.

(i) Regulatory Element

(A) Requirements—No broker, dealer or municipal securities dealer shall permit any registered person to
continue to, and no registered person shall continue to, perform duties as a registered person, unless such per-
son has complied with the requirements of section (i) hereof.

(1) Each registered person shall complete the Regulatory Element beginning with the occurrence of
their second registration anniversary date and every three years thereafter or as otherwise prescribed by the
Board. On each occasion, the Regulatory Element must be completed within 120 days after the person’s reg-
istration anniversary date. A person’s initial registration date shall establish the cycle of anniversary dates
for purposes of this section (i). The content of the Regulatory Element shall be determined by the Board
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for each registration category of persons subject to the rule.

(2) Persons who have been continuously registered for more than 10 years as of the effective date of this
section are exempt from the requirements of this rule relative to participation in the Regulatory Element,
provided such persons have not been subject to any disciplinary action within the last 10 years as enumer-
ated in paragraphs (i)(C)(1)-(2) of this section. However, persons delegated supervisory responsibility or
authority pursuant to rule G-27 and registered in such supervisory capacity are exempt from participation
in the Regulatory Element under this provision only if they have been continuously registered in a super-
visory capacity for more than ten years as of the effective date of this rule and provided that such supervi-
soty person has not been subject to any disciplinary action under paragraphs (i)(C)(1)-(2) of this section.

(3) In the event that a registered person who is exempt from participation in the Regulatory Element
subsequently becomes the subject of a disciplinary action as enumerated in paragraphs (i)(C)(1)-(2), such
person shall be required to satisfy the requirements of the Regulatory Element as if the date the disciplinary
action becomes final is the person’s initial registration anniversary date.

(B) Failure to Complete—Unless otherwise determined by the Board, any registered persons who have not
completed the Regulatory Element within the prescribed time frames will have their registrations deemed inac-
tive until such time as the requirements of the program have been satisfied. Any person whose registration has
been deemed inactive under this section shall cease all activities as a registered person and is prohibited from
performing any duties and functioning in any capacity requiring registration. A registration that is inactive for
a period of two years will be administratively terminated. A person whose registration is so terminated may reac-
tivate the registration only by reapplying for registration and meeting the qualification requirements of the
applicable provisions of this rule. The appropriate enforcement authority may, upon application and a showing
of good cause, allow for additional time for a registered person to satisfy the program requirements.

(C) Re-entry into Program—Unless otherwise determined by the appropriate enforcement authority, a reg-
istered person will be required to re-enter the Regulatory Element and satisfy all of its requirements in the event
such person:

(1) becomes subject to any statutory disqualification as defined in Section 3(a)(39) of the Securities
Exchange Act of 1934;

(2) becomes subject to suspension or to the imposition of a fine of $5,000 or more for violation of any pro-
vision of any securities law or regulation, or any agreement with or rule or standard of conduct of any securi-
ties governmental agency, securities self-regulatory organization, the appropriate enforcement authority or as
imposed by any such regulatory or self-regulatory organization in connection with a disciplinary proceeding;

(3) is ordered as a sanction in a disciplinary action to re-enter the continuing education program by any
securities governmental agency, the appropriate enforcement authority or securities self-regulatory organization.

Re-entry shall commence with initial participation within 120 days of the registered person becoming subject
to the statutory disqualification, in the case of (1) above, or the completion of the sanction or the disciplinary
action becomes final, in the case of (2) or (3) above The date that the disciplinary action becomes final will be
deemed the person’s initial registration anniversary date for purposes of this section (i).

(D) Any registered person who has terminated association with a broker, dealer or municipal securities
dealer and who has, within two years of the date of termination, become reassociated in a registered capacity
with a broker, dealer or municipal securities dealer shall participate in the Regulatory Element at such intervals
that apply (second registration anniversary and every three years thereafter) based on the initial registration
anniversary date rather than based on the date of reassociation in a registered capacity.

(E) Any former registered person who becomes reassociated in a registered capacity with a broker, dealer or
municipal securities dealer more than two years after termination as such will be required to satisfy the program’s
requirements in their entirety (second registration anniversary and every three years thereafter), based on the
most recent registration date.

(F) Definition of registered person—For purposes of this section, the term “registered person” means any per-
son registered with the appropriate enforcement authority as a municipal securities representative, municipal
securities principal, municipal securities sales principal or financial and operations principal pursuant to this rule.

(G) In-Firm Delivery of the Regulatory Element

Brokers, dealers and municipal securities dealers will be permitted to administer the continuing education Reg-
ulatory Element program to their registered persons by instituting an in-firm program acceptable to the Board.

The following procedures are required:
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(1) Principal In-Charge. The broker, dealer or municipal securities dealer has designated a municipal

securities principal or a general securities principal to be responsible for the in-firm delivery of the Regula-
tory Element.

(2) Site Requirements.

(a) The location of all delivery sites will be under the control of the broker, dealer or municipal
securities dealer.

(b) Delivery of Regulatory Element continuing education will take place in an environment con-
ducive to training. (Examples: a training facility, conference room or other area dedicated to this pur-
pose would be appropriate. Inappropriate locations would include a personal office or any location that
is not or cannot be secured from traffic and interruptions).

(c) Where multiple delivery terminals are placed in a room, adequate separation between termi-
nals will be maintained.

(3) Technology Requirements. The communication links and firm delivery computer hardware must

comply with standards defined by the Board or its designated vendor.

(4) Supervision

(a) The broker, dealer or municipal securities dealer’s written supervisory procedures must contain
the procedures implemented to comply with the requirements of in-firm delivery of the Regulatory Ele-
ment continuing education.

(b) The broker, dealer or municipal securities dealer’s written supervisory procedures must identi-
fy the municipal securities principal or general securities principal designated pursuant to section
(h)(i)(G)(1) of this rule and contain a list of individuals authorized by the broker, dealer or municipal
securities dealer to serve as proctors.

(c) Firm locations for delivery of the Regulatory Element continuing education will be specifical-
ly listed in the broker, dealer or municipal securities dealer’s written supervisory procedures.

(5) Proctors

(a) Allsessions will be proctored by an authorized person during the entire Regulatory Element ses-
sion. Proctors must be present in the session room or must be able to view the person(s) sitting for Reg-
ulatory Element continuing education through a window or by video monitor.

(b) The individual responsible for proctoring at each administration will sign a certification that
required procedures have been followed, that no material from Regulatory Element continuing educa-
tion has been reproduced, and that no candidate received any assistance to complete the session. Such
certification may be part of the sign-in log required under section (h)(i)(G)(6)(c) of this rule.

(c) Individuals serving as proctors must be persons registered with a self-regulatory organization and
supervised by the designated principal for purposes of in-firm delivery of the Regulatory Element con-
tinuing education.

(d) Proctors will check and verify the identification of all individuals taking Regulatory Element
continuing education.

(6) Administration.

(a) All appointments will be scheduled in advance using the procedures and software specified by
the Board to communicate with the Board’s system and designated vendor.

(b) The broker, dealer or municipal securities dealer and its proctar will conduct each session in
accordance with the administrative appointment scheduling procedures established by the Board or its
designated vendor.

(c) A sign-in log will be maintained at the delivery facility. Logs will contain the date of each ses-
sion, the name and social security number of the individual taking the session, the fact that required
identification was checked, the sign-in time, the sign-out time, and the name of the individual proc-
toring the session. Such logs are required to be retained pursuant to rules G-8 and G-9.

(d) No material will be permitted to be utilized for the session nor may any session-related mater-
ial be removed.

(e) Delivery sites will be made available for inspection by the appropriate enforcement authority.
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(f) Before commencing the in-firm delivery of the Regulatory Element continuing education, bro-
kers, dealers and municipal securities dealers are required to file with the Board a letter of attestation
(as specified below) signed by a municipal securities principal or general securities principal attesting
to the establishment of required procedures addressing principal in-charge, supervision, site, technolo-
gy, proctors, and administrative requirements. Letters filed with the Board should be sent to the Munic-
ipal Securities Rulemaking Board, Professional Qualifications Department, 1900 Duke Street, Suite
600, Alexandria, Virginia, 22314.

Letter of Attestation for In-Firm Delivery of Regulatory Element Continuing Education

{Name of broker, dealer or municipal securities dealer} has established procedures for delivering Regulatory Element con-
tinuing education on its premises. I have determined that these procedures are reasonably designed to comply with SRO
requirements pertaining to in-firm delivery of Regulatory Element continuing education, including that such procedures have
been implemented to comply with principal in-charge, supervision, site, technology, proctors, and administrative require-

ments.

Signature

Printed name

Title (Must be signed by a municipal securities principal or general securities principal of the broker, dealer or municipal secu-

rities dealer)

Date

(ii) Firm Element

(A) Persons Subject to the Firm Element—The requirements of this section shall apply to any person reg-

istered with a broker, dealer or municipal securities dealer who has direct contact with customers in the con-
duct of the broker, dealer or municipal securities dealer’s securities sales, trading and investment banking
activities, and to the immediate supervisors of such persons (collectively, “covered registered persons”). “Cus-
tomer” shall mean any natural person and any organization, other than another broker, dealer or municipal secu-
rities dealer, executing securities transactions with or through or receiving investment banking services from a
broker, dealer or municipal securities dealer.

(B) Standards for the Firm Element

(1) Each broker, dealer and municipal securities dealer must maintain a continuing and current edu-
cation program for its covered registered persons to enhance their securities knowledge, skill, and profes-
sionalism. At a minimum, each broker, dealer and municipal securities dealer shall at least annually evaluate
and prioritize its training needs and develop a written training plan. The plan must take into consideration
the broker, dealer and municipal securities dealer’s size, organizational structure, and scope of business activ-
ities, as well as regulatory developments and the performance of covered registered persons in the Regula-
tory Element. If a broker, dealer or municipal securities dealer’s analysis determines a need for supervisory
training for persons with supervisory responsibility, such training must be included in the broker, dealer or
municipal securities dealer’s training plan.

(2) Minimum Standards for Training Programs—Programs used to implement a broker, dealer or munic-
ipal securities dealer’s training plan must be appropriate for the business of the broker, dealer or municipal
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securities dealer and, at a minimum must cover the following matters concerning securities products, ser-
vices and strategies offered by the broker, dealer or municipal securities dealer:

(a) General investment features and associated risk factors;

(b) Suitability and sales practice considerations;

(c) Applicable regulatory requirements.

(3) Administration of Continuing Education Program—A broker, dealer or municipal securities deal-
er must administer its continuing education programs in accordance with its annual evaluation and writ-
ten plan and must maintain records documenting the content of the programs and completion of the

programs by covered registered persons.

(C) Participation in the Firm Element—Covered registered persons included in a broker, dealer or munic-
ipal securities dealer’s plan must take all appropriate and reasonable steps to participate in continuing educa-
tion programs as required by the broker, dealer or municipal securities dealer.

(D) Specific Training Requirements—The appropriate enforcement authority may require a broker, dealer
or municipal securities dealer, individually or as part of a larger group, to provide specific training to its covered
registered persons in such areas the appropriate enforcement authority deems appropriate. Such a requirement
may stipulate the class of covered registered persons for which it is applicable, the time period in which the
requirement must be satisfied and, where appropriate, the actual training content.

BACKGROUN
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Board rule G-2 establishes the standard for professional qualification as a municipal securities broker or municipal securities dealer and their associ-
ated persons. Rule G-3 classifies professional participants in four categories (municipal securities principals, municipal securities sales principals, finan-
cial and operations principals and municipal securities representatives) and sets forth specifically the qualification requirements for each.

NOTE: The Professional Qualification Handbook, the Board handbook explaining the qualification requirements, is available from the Board’s
office, (703) 797-6600. This explanation, organized according to the rule G-3 classification of professionals, sets forth in detail the examination, experi-
ence, and numerical requirements for professional qualification. Topics such as qualification examination procedures, waiver of qualification examina-

tions, and special qualification circumstances are also discussed.

MSRB INTERPRETATIONS

INTERPRETIVE NOTICE ON PROFESSIONAL QUALIFICATIONS

January 27, 1977

On December 23, 1976, the Municipal Securities Rulemaking Board
(the “Board”) issued an interpretive notice addressing certain questions
received by the Board with respect to its professional qualifications rules
(rules G-2 through G-7). Since that time, the Board has received addi-
tional questions concerning rule G-3 which are discussed in this interpre-
tive notice.

1. Requirements for Financial and Operations Principals.

Under the rule G-3(b)(ii)'", every municipal securities broker and
municipal securities dealer other than a bank dealer is required to have at
least one qualified financial and operations principal. As defined in the
tule, this person is responsible for the overall supervision and preparation
of financial reports to the Securities and Exchange Commission and self-
regulatory organizations and for the processing, clearance, safekeeping and
recordkeeping activities of the firm. If more than one person shares these
overall supervisory responsibilities, each such person must be qualified as a
financial and operations principal.

The question has been asked whether a financial and operations
principal whose duties relate solely to financial and operational matters
and not, for example, to underwriting, trading, or sales functions must qual-
ify also as a municipal securities principal by passing the Board’s municipal
securities principal examination when it is prescribed. The Board does not
intend to impose such a requirement on persons whose functions are lim-
ited to those set forth in the definition of a financial
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and operations principal.

The question has also been asked whether a person performing only
the functions of a financial and operations principal on and after Decem-
ber 1, 1975 would be “grandfathered” as a municipal securities principal for
purposes of taking the Board's municipal securities principal examination
when prescribed if such person begins supervising underwriting, trading or
sales functions. Activities relating to financial and operational matters are
substantially different from those relating to underwriting, trading and sales
or other categories of activities supervised by municipal securities princi-
pals. The Board does not intend, therefore, that financial and operations
principals be “grandfathered” for purposes of the Board’s examination
requirements for municipal securities principals, or that a financial and
operations principal would be qualified to engage in such other superviso-
ry activities solely by reason of having met the Board’s requirements for
financial and operations principals.

The Board has also been asked whether senior officers or general part-
ners of a firm, who may bear ultimate legal responsibility for the financial
and operational activities of the firm, must be qualified as financial and
operations principals under the Board’s rules. Although the answer depends
on the particular factual situation, officers or partners not directly involved
in the financial and operations affairs of a firm generally would not be
required to qualify as financial and operations principals.

2. Activities Requiring Qualification as a Municipal Securities Principal.

The question has been asked whether supervisory personnel in the pro-
cessing and clearance areas must qualify as the municipal securities princi-
pals under rule G-3. In a securities firm, the financial and operations
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principal ordinarily would be the only person supervising operations-relat-
ed activities who will be required to pass an examination. With respect to
bank dealer supervisory personnel, to whom the financial and operations
principal classification does not apply, qualification in a principal capaci-
ty in the operations area will not be required unless the person in question
exercises policy-making authority. Thus, an individual may supervise a
bank dealer’s processing activities without qualifying as a municipal secu-
rities principal, regardless of the number of persons supervised by such indi-
vidual, if policy-making functions and discretionary authority are
delegated to a higher level.

Somewhat different considerations apply in determining which per-
sons are required to be qualified as municipal securities principals in con-
nection with underwriting, trading, sales or other activities referred to in
the Board’s rules as municipal securities principal activities. In these areas,
the qualification requirements apply to persons having supervisory respon-
sibility with respect to the day-to-day conduct of the activities in ques-
tion, even though such persons may not have a policy-making role, The
Board's conclusions in this regard are based on the fact that in these oth-
er areas the supervisory person is responsible for the activities of personnel
who communicate directly with issuers, traders, and investors.

3. Activities Requiring Qualification as a Municipal Securities Repre-
sentative.

In certain cases, communications from customers may be received at
a time when a duly qualified municipal securities representative or munic-
ipal securities principal is unavailable. Similarly, there may be situations
in which it becomes important to advise a customer promptly of transac-
tions effected and orders confirmed, even though the individual responsi-
ble for the account may not be able to communicate with the customer at
that time.

In many cases under the rules of other self-regulatory organizations,
communications of this nature, which in essence reflect a mechanical
function, may be received and made by properly supervised competent
individuals whose clerical and ministerial functions would not otherwise
subject them to qualification requirements. The Board believes the prin-
ciple underlying this practice and the application of other self-regulatory
organizations’ qualification rules is sound.

Accordingly, the Board interprets rule G-3 to permit the recording
and transmission in customary channels of orders, the reading of approved
quotations, and the giving of reports of transactions by non-qualified cler-
ical personne! when the duly qualified municipal securities representative
or municipal securities principal who normally handles the account or cus-
tomer is unavailable. The foregoing interpretation is applicable only to
clerical personnel who are: (a) deemed capable and competent by a munic-
ipal securities principal or general securities principal to engage in such
activities; (b) specifically authorized in writing to perform such functions
on an occasional basis as necessary or directed to perform such functions
in specific instances, in either case by a duly qualified municipal securities
principal or general securities principal; (c) familiar with the normal type
and size of transaction effected with or for the customer or the account;
and (d) closely supervised by duly qualified municipal personnel.

All orders for municipal securities received by clerical personnel under
the foregoing interpretation must be reviewed and approved by duly qual-
ified municipal personnel familiar with the customer or account prior to
being accepted or effected by the municipal securities broker or municipal
securities dealer. Solicitation of orders by clerical personnel is not permit-
ted. Confirmations of transactions may be given and quotations read by
clerical personnel only when approved by duly qualified municipal per-
sonnel. Individuals subject to the 90-day apprenticeship requirements of
rule G-3(i)*] are not clerical personnel and are not authorized or permit-
ted to engage in such activities with members of the public.
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Also, the question has been raised whether a bank’s branch office per-
sonnel, who are not otherwise required to be qualified under rule G-3, will
be required to take and pass the qualification examination for municipal
securities representatives in order to respond to a depositor’s inquiry con-
cerning possible investments in municipal securities. Insofar as the branch
office personnel merely refer the depositor to qualified bank dealer per-
sonnel for discussion concerning the merits of an investment in municipal
securities and execution of the depositor’s order, the branch office person-
nel would not be required to be qualified under the Board's professional
qualifications requirements. However, if branch office personnel seek to
advise the depositor concerning the merits of a possible investment, or
otherwise perform more than a purely ministerial function, qualification
under the Board’s rules would be required.

[*)[Currently codified at rule G-3(d)(iii).]
[][Currently codified at rule G-3(a)(iii).]

DEBRIEFING OF EXAMINATION CANDIDATES

June 2, 1981

Board rule G-3 sets forth standards of qualifications for municipal secu-
rities brokers and municipal securities dealers and their associated persons,
including examination requirements for municipal securities principals,
municipal securities financial and operations principals, municipal securi-
ties sales principals, and municipal securities representatives.

In order to assure that its examinations constitute valid tests of the
qualifications of persons who take them, the Board has instituted various
procedures, in the question writing as well as the administration phases,
which are designed to preserve the confidentiality of the examinations. In
addition, on one occasion the Board found it necessary to take legal action,
alleging copyright violations, against a securities training school which had
used in its training material questions and answers that appeared to have
been taken from questions contained in Board qualification examinations.

The Board wishes to point out that the practice of “debriefing” persons
who have taken a municipal securities qualifications examination (i.e.
requesting or encouraging such persons to reveal the contents of the exam-
inations) may not only give rise to an infringement of the Board's copyright
but would, if engaged in by members of the municipal securities industry,
constitute a violation of the Boards rules. In this regard, rule
G-3(g)" provides that no person associated with a municipal securities bro-
ker or municipal securities dealer shall (i) disclose to any person any ques-
tion on any municipal securities qualification examination or the answers
to any such questions, (ii) engage in any activity inconsistent with the con-
fidential nature of any such qualification examination or its purpose as a
test of the qualifications of persons taking such examination, or {iii) know-
ingly sign a false certification concemning any such qualification examina-
tion.

[*][Currently codified at rule G-3(e).]

USE OF NONQUALIFIED INDIVIDUALS TO
SoLiciT NEwW ACCOUNT BUSINESS

December 21, 1984

The Board has received inquiries whether individuals who solicit new
account business on behalf of municipal securities dealers must be qualified
under the Board’s rules. In particular, it has come to the Board's attention
that nonqualified individuals are making “cold calls” to individuals and, by
reading from prepared scripts, introduce the services offered by a municipal
securities dealer, prequalify potential customers, or suggest the purchase of
specific securities currently being offered by a municipal securities dealer.

Rule G-3
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Board rule G-3(a) defines municipal securities representative activi-
ties to include any activity which involves communication with public
investors regarding the sale of municipal securities but exempts activities
that are solely clerical or ministerial. In the past, the Board has permitted
nonqualified individuals, under the clerical or ministerial exemption, to
contact existing customers in very limited circumstances. In an interpretive
notice on tule G-3, the Board permitted certain ministerial and clerical
functions to be performed by nonqualified individuals when municipal
securities representatives and principals who normally handle the cus-
tomers’ accounts are unavailable, subject to strict supervisory requirements.
These functions are: the recording and transmission in customary channels
of orders, the reading of approved quotations, and the giving of reports of
transactions. In this notice, the Board added that solicitation of orders by
clerical personnel is not permitted. The Board is of the view that individ-
uals who solicit new account business are not engaging in clerical or min-
isterial activities but rather are communicating with public investors
regarding the sale of municipal securities and thus are engaging in munici-
pal securities representative activities which require such individuals to be
qualified as representatives under the Board's rules.

Finally, under rule G-3(i)"), a person serving an apprenticeship
period prior to qualification as a municipal securities representative may
not communicate with public investors regarding the sale of municipal
securities. The Board sees no reason to allow nonqualified individuals to
contact public investors, except for the limited funcrions noted above,
when persons training to become qualified municipal securities representa-
tives may not do so.

[*][Curtently codified at rule G-3(a)(iii).]

NOTICE REGARDING REGULATION OF TAXABLE MUNICIPAL SECURITIES
October 6, 1986

Because of recent federal tax law changes which place additional
restrictions on the issuance of tax-exempt municipal securities, issuers of
municipal securities are issuing, or considering issuing, debt securities that
are subject to federal taxation. As a result, the Municipal Securities Rule-
making Board has received numerous inquiries concerning the application
of its rules to dealers effecting transactions in taxable municipal securities.
The Board wishes to emphasize that its rules apply to transactions effected
by brokers, dealers, and municipal securities dealers in all municipal secu-
rities. Thus, transactions in taxable municipal securities are subject to the
Board’s rules, including rules regarding uniform and fair practice, automat-
ed clearance and settlement, the payment of the underwriting assessment
fee, and the professional qualifications of registered representatives and
principals.

NoOTICE CONCERNING MUNICIPAL SECURITIES SALES ACTIVITIES IN
BRANCH AFFILIATE AND CORRESPONDENT BANKS WHICH ARE
MUNICIPAL SECURITIES DEALERS

March 11, 1983

The Board has received several inquiries from banks concerning the
activities which may be performed in connection with the marketing of
municipal securities through branch, affiliate, and correspondent banks.
Rule G-2 of the Board provides that no municipal securities dealer may

R U

| B O O K

effect transactions in, or induce or attempt to induce the purchase or sale
of any municipal security, unless the dealer in question and every individ-
ual associated with it is qualified in accordance with the rules of the Board.
Board rule G-3 establishes qualification requirements for municipal securi-
ties representatives and other municipal securities professionals. Board rule
G-17 requires supervision of municipal securities activities by qualified
municipal securities principals.

Activities of Branch, Affiliate and Correspondent Bank Personnel

Bank employees who are not qualified municipal securities representa-
tives may perform certain limited functions in connection with the mar-
keting of municipal securities. Namely, such persons may:

* advise customers that municipal securities investment services are
available in the bank;

make available to customers material concerning municipal securi-
ties investments, such as market letters and listings of issues han-
dled by the bank's dealer department, which has been approved for
distribution by the dealer department’s municipal securities princi-
pal; and,

* establish contact between the customer and the dealer department.

Further sales-related activity would be construed as inducing or
attempting to induce the purchase o sales of a municipal security, and may
only be engaged in by duly-qualified municipal securities representatives.

The Board wishes to emphasize that each bank dealer should take steps
to assure that its branch, correspondent, and affiliate bank personnel under-
stand and observe the restrictions outlined above concerning referrals of
municipal securities customers to the bank’s dealer department.

Placement and Supervision of Municipal Securities Representatives

Bank dealers have also directed inquiries to the federal bank regulators
and to the Board concerning whether qualified municipal securities repre-
sentatives in affiliates or branches of a bank dealer may respond to customer
inquiries concerning municipal securities and take customer orders for
municipal securities if no municipal securities principal is located in such
affiliates or branches. Board rule G-27 places on each broker, dealer, and
municipal securities dealer the obligation to supervise the municipal secu-
rities activities of its associated persons and the conduct of its municipal
securities business. The rule requires that municipal securities dealers des-
ignate a municipal securities principal as responsible for the supervision and
review of municipal securities transactions and other activities. There is no
requirement that a municipal securities principal be located in each office
or branch of a municipal securities dealer, provided that adequate supervi-
sion of all municipal securities activities can be assured. For purposes of the
Board rules, each employee of a branch or affiliate of a bank dealer who
communicates with public customers on investment opportunities in
municipal securities and who takes customers’ orders for such securities
would be considered an “associated person” to whom the Board's qualifica-
tion and supervision requirements would apply.

See also:

Rule G-23 Interpretation — Notice on Application of Board Rules to
Financial Advisory Services Rendered to Corporate Obligors on
Industrial Development Bonds, May 23, 1983.

Interpretive Letters

Apprenticeship. This will acknowledge
receipt of your letter dated January 30, 1978
and will confirm our recent telephone conversa-
tion.

Rule G-3

In your letter you seek clarification of the
applicability of the requirements of rule G-3(i)"!
telating to apprenticeship periods to a municipal
securities representative who has previously

30

qualified as a general securities representative.
Asl indicated in our conversation, an individual
who was previously qualified as a general securi-
ties representative is not required to serve the
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90-day apprenticeship period. MSRB interpreta-
tion of February 17, 1978.

[*¥][Currently codified at rule G-3(a)(iii).]

Municipal securities principal. This will
acknowledge receipt of your letter of June 10,
1981. In your letter you indicate that the dealer
department of [the bank] has recently been
inspected by examiners from the Office of the
Comptroller of the Currency, and that, during
the course of such inspection, the examiners
indicated that they believed certain persons
should be qualified as municipal securities prin-
cipals. You indicate your disagreement with the
examiners’ conclusions, and request an opinion
from the Board concerning the need to qualify
these personnel.

The two cases you describe are as follows:

(1) Mr. “X”, as head of the Operations
Division of the banks Financial Markets
Group, is in charge of the operational sup-
port services for the bank’s securities activi-
ties, including the Tax-Exempt Operations
Department. The Tax-Exempt Operations
Department is under the immediate super-
vision of yourself. For purposes of bank orga-
nizational structure you report to Mr. “X”;
however, you also report to the head of the
Tax-Exempt Securities Division in connec-
tion with “supporting the Tax-Exempt busi-
ness operation.” You are qualified as a
municipal securities principal, as is the head
of the Tax-Exempt Securities Division; Mr.
“X”, however, is not. The national bank
examiners have expressed the view that he

should be.

(2) Two “senior traders” in the Munic-
ipal Dealer Department act under the super-
vision of the department head with regard to
the trading and positioning of municipal
securities. In connection with these activi-
ties they “direct more junior traders” in their
municipal securities activities. These persons
are not qualified as municipal securities prin-
cipals; the national bank examiners contend

that they should be.

As a general matter we would hesitate to
disagree with the opinion expressed by an on-site
examiner in a matter of this sort. The examiner
is, of course, in direct contact with the matter in
question, and has access to the full details of the
situation, rather than an abstraction or summa-
ry of the particulars. Accordingly, we are unable
to express a view that the examiner's conclusions
are incorrect in the circumstances you describe.

With respect to the specific situations pre-
sented in your letter, it is certainly not impossi-
ble to establish a reporting and supervisory
structure such that a person who is in charge of
the division which includes the operational
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aspects of a bank’s municipal securities dealer
department need not be qualified as a municipal
securities principal. As is indicated in a Board
interpretive notice concerning qualifications
matters, qualification as a municipal securities
principal is required of a person who supervises a
bank dealer’s processing and clearance activities
with respect to municipal securities only to the
extent that such person has policy-making
authority over such activities. If such person does
not have policy-making authority, or if such per-
son’s authority extends to the establishment of
general guidelines or an overall framework for
activities, with the specific function of making
policy within that framework reserved for other
persons, then such person would not be deemed
to be a municipal securities principal.

Further, it is a not uncommon arrangement
to have the policy-making authority with respect
to the municipal dealer operations activities of a
bank allocated between the immediate supervi-
sor of the municipal operations function and a
principal in the dealer department itself. In these
circumstances the operation supervisor reports
to the principal in connection with the munici-
pal dealer activities, and also reports to other,
non-qualified persons in connection with bank
organizational requirements.

Therefore, the arrangement which you
describe would not necessarily require that Mr.
“X” be qualified as a municipal securities princi-
pal. Whether he should, in fact, be qualified as a
municipal securities principal depends, of course,
on the extent to which he does exercise poli-
cy-making authority over the municipal dealer
operations functions; this is a determination
that, we suggest, is most appropriately made by
yourselves and the national bank examiners.

In the second situation you describe it
appears to us clear that the “senior traders” are
functioning as municipal securities principals
and should be qualified as such. As you may
know, the Board's rule defines the term “munic-
ipal securities principal” to include persons “who
[are] directly engaged in the... direction or
supervision of... underwriting, trading or sales of
municipal securities... “ Your description of the
activities of these “senior traders” indicates that
they “direct” other persons in trading activities.
This certainly supports the conclusion that they
are functioning as municipal securities princi-

pals. MSRB interpretation of June 24, 1981.

Municipal securities principal: numerical
requirements. This is in response to your letter
of September 28, 1982 concerning the numeri-
cal requirements for municipal securities princi-
pals in Board rule G-3...

Rule G-3(b)(i)(B)[*] requires that

...every municipal securities broker or
municipal securities dealer having fewer

3

B O O K

than eleven persons associated with it in
whatever capacity on a full-time or
full-time equivalent basis who are engaged
in the performance of its municipal securi-
ties activities, or, in the case of a bank deal-
er, in the performance of its municipal
securities dealer activities, shall have at
least one municipal securities principal.

You inquired as to the meaning of “full-time
equivalent basis” in the reference language. This
phrase is intended to require the inclusion of
individuals who should be considered as full-time
employees, but because of some distinctive
employment arrangement do not fit the norm of
a full-time employee. For example, a municipal
securities representative who usually works out
of his home which is in a remote location might
not fit the firm's norm for “full-time employ-
ment” but should nevertheless be counted for
purposes of the rule as an associated person.

You also inquired as to whether a bank deal-
er is required to have only one municipal secu-
rities principal even if it has fifteen full-time
persons working in the municipal securities
business. The provisions of the rule apply equal-
ly to securities firms and to bank dealers. There-
fore, a bank dealer with eleven or more
associated persons “engaged in the performance
of its municipal securities dealer activities” is
required to have at least two municipal securi-
ties principals. MSRB interpretation of October
15, 1982.

[*][Currently codified at rule G-3(b){iii)(B).]

Municipal securities principal: MSRB reg-
istered dealer. This is in response to your
March 21, 1994 letter to [name deleted] of the
National Association of Securities Dealers, a
copy of which you sent to my attention. The
issue in question is whether [name deleted] (the
“Dealer”) is required at this time to have some-
one qualified as a municipal securities principal.

You note in your letter that the activities
that the Dealer will be engaging in currently do
not involve municipal securities; therefore, you
concluded that the Dealer is not subject to the
Board’s requirement that the dealer have at least
one municipal securities principal.

Board rules apply only to brokers, dealers
and municipal securities dealers who have regis-
tered as such with the Securities and Exchange
Commission (“SEC”) and who engage in
municipal securities activities. A dealer “regis-
ters” with the Board, pursuant to rule A-12, on
the Board’s initial fee, by submitting a letter
with certain information and paying the ... ini-
tial fee along with the ... annual fee pursuant to
rule A-14, on the Board’s annual fee. Rule A-12
requires that the information and fee be submit-
ted to the Board prior to the dealer engaging in

Rule G-3
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municipal securities activities. Once a dealer is
“registered” with the Board all Board rules are
applicable to that dealer including the require-
ment in rule G-3, on professional qualifications,
that every dealer shall have at least one munic-
ipal securities principal.!

Regardless of whether the Dealer is cur-
rently engaging in municipal securities activi-
ties, the dealer has “registered” with the Board
and is subject to the Board's requirement that
the dealer have a municipal securities principal 2
If the Dealer determines that it does not wish to
remain “registered” with the Board upon its con-
clusion that it is not engaging in municipal
securities activities, rule A-15(a), on notifica-
tion to Board of termination, requires that the
Dealer submir a letter to the Board with a state-
ment of its termination. In the future, should
the dealer remain a registered broker or dealer
with the SEC and make a determination that it
will be engaging in municipal securities activi-
ties, the dealer will have to “register” with the
Board pursuant to the requirements of rules A-
12 and A-14 prior to engaging in municipal
securities activities and, of course, meet the
Board's numerical requirements concerning
municipal securities principals. MSRB interpre-
tation of March 30, 1994.

1 Rule G-3(b)(iii) requires that a dealer have two munic-

ipal securities principals if the dealer performs only
municipal securities activities and it employs eleven or
more persons associated with it in whatever capacity on
a full-time or full-time equivalent basis who are engaged
in the performance of its municipal securities activities.

I have enclosed a copy of the December 14, 1993 letter
you submitted to the Board pursuant to rule A-12.

Municipal securities principal: bank oper-
ations. | am writing in response to your letter of
April 26, 1983 concerning the results of a recent
examination of your bank’s municipal securities
dealer department by examiners from the Office
of the Comptroller of the Cutrency. In your let-
ter you indicate that the examiners expressed
the view that the bank’s present organizational
structure did not comport with the definition of
a “separately identifiable department or division
of a bank” set forth in Board rule G-1. You note
that the examiners’ basis for this conclusion was
their belief that the municipal securities pro-
cessing functions of the bank were not under the
supervision of a qualified municipal securities
principal. You state that you disagree with the
examiners’ conclusions, and you request that
the Board indicate whether, in its view, the
organizational structure through which the
bank presently carries on its municipal securi-
ties activities is satisfactory for purposes of com-
pliance with Board rules.

As a general matter we would hesitate to
disagree with the opinion expressed by on-site
examiners in a matter of this sort. The examin-
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ers are, of course, in direct contact with the mat-
ter in question, and have access to the full
details of the situation, rather than an abstrac-
tion or summary of the particulars. Accordingly,
we are unable to express a view that the exam-
iners’ conclusions are incorrect in the circum-
stances you describe.

With respect to the specific issues which
you raise, it is not impossible for a bank to estab-
lish a “separately identifiable department or
division” for purposes of rule G-1 which
includes areas in the bank which, for other pur-
poses (e.g., for general bank organizational and
reporting purposes), would be considered sepa-
rate. To the extent that such areas are engaged
in municipal securities dealer activities (as enu-
merated in rule G-1), however, they must be
under the supervision of the person or persons
designated by the bank's board of directors, in
accordance with rule G-1(a)(1), as responsible
for the conduct of such activities.

As you are aware, the person or persons who
are responsible for the management and super-
vision of the day-to-day activities of the munic-
ipal securities processing area need not be
qualified as municipal securities principals if
they do not have policy-making authority with
respect to such activities. However, such activi-
ties must be subject to the supervision of a
municipal securities principal. Therefore, if
those directly involved in the day-to-day super-
vision of the municipal securities processing
activities do not have policy-making authority
over such activities and, as a consequence, are
not qualified as municipal securities principals,
a person who is qualified as a municipal securi-
ties principal (whether that person designated
by the bank’s board of directors pursuant to rule
G-1(a)(1) or some other person who is subordi-
nate to that person) must be designated as hav-
ing responsibility for the supervision of the
processing activities. The bank’s supervisory
procedures should appropriately reflect such
designation and set forth the manner in which
the designated person will carry out these
responsibilities. MSRB interpretation of May 13,
1983.

Disqualification of municipal securities
principals. In our recent telephone conversa-
tion you asked whether the Board has interpret-
ed rule G-3(c)(iv)[ as to the qualification status
of a municipal securities principal in circum-
stances where the bank dealer, with which the
individual is associated, fails to effect a munici-
pal security transaction for a period of two or
more years. You proposed that, if there are no
municipal securities transactions for the princi-
pal to supervise, the individual would not be
considered to be “acting as a municipal securi-
ties principal” and, consequently, the individ-
ual’s qualification as a municipal securities
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principal would lapse after a two-year period of
such inactivity.

The Board has considered a similar situation
and given an interpretation in the matter. It reaf-
firmed the interpretation that an individual
whose responsibilities no longer include supervi-
sion of municipal securities activities probably
will not be able to remain adequately informed
in the supervisory and compliance matters of
concern to municipal securities principals, and
that continuing association with a municipal
securities dealer, in a capacity other than that of
a municipal securities principal, is not sufficient
to maintain qualification as a municipal securi-
ties principal. However, the Board also conclud-
ed that it did not intend this interpretation of
rule G-3(c){(iv)!" to mean that a dealer must
necessarily effect transactions in municipal secu-
rities in order for its municipal securities princi-
pal to maintain such qualification. The Board
noted that the definition of a municipal securi-
ties principal not only includes supervision of
trading or sales, but of other municipal securities
activities as well. Consequently, the Board deter-
mined that the qualification of a municipal secu-
rities principal should not automatically
terminate because the individual is associated
with a municipal securities broker or dealer
which has not effected a municipal securities
transaction in two or more years, but that to
maintain such qualification the individual must
demonstrate clearly that:

~—the municipal securities broker or dealer
was engaged in municipal securities activity
during this period (e.g., determinations of
suitability involving municipal securities,
recommendations to customers, advertising,
financial advisory activity with respect to
municipal issuers); and

—the individual in question had been des-
ignated with supervisory responsibility for
such municipal securities activities during
this period. MSRB interpretation of January
15, 1987.

[*][Currently codified at rule G-3(b)(ii}{C).]

“Municipal Securities Principal” defined.
This is in response to your letter of January 28,
1987, and subsequent telephone conversations
with the Board’s staff, requesting an interpreta-
tion of Board rule G-3(a)(i)", the definition of
the term “Municipal Securities Principal”. You
ask whether an individual, who has day-to-day
responsibility for directing the municipal under-
writing activities of a firm, must be qualified as a
municipal securities principal. You suggest that
such activity seems to meet the definition of
a municipal securities principal, namely, an indi-
vidual who is “directly engaged in the manage-
ment, direction or supervision of
underwriting . . . of municipal securities.” You
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note that this individual has the authority to
make underwriting commitments in the name of
the firm, but that the firm's president is designat-
ed with supervisory responsibility for this indi-
vidual's underwriting activity. Also, you
indicated that this individual does not have
supervisory responsibility for any other represen-
tative.

Your request for an interpretation was
referred to a Committee of the Board which has
responsibility for professional qualification mat-
ters. The Committee concluded that the individ-
ual you describe would not be required to qualify
as a municipal securities principal, provided that
her responsibilities are limited to directing the
day-to-day underwriting activities of the dealer,
and provided that these responsibilities are car-
ried out within policy guidelines established by
the dealer and under the direct supervision of a
municipal securities principal. The Committee is
also of the opinion that commitment authority
alone is not indicative of principal activity, but
rather is inherent in the underwriting activities
of a municipal securities representative. MSRB

interpretation of February 27, 1987.

[*][Currently codified at rule G-3(b)(i).]

Municipal securities representative. Your
letter dated October 16, 1978, has been referred
to me for tesponse. In your letter, you request
clarification of whether personnel in your firm
will have to take and pass the Board's qualifica-
tion examination for municipal securities repre-
sentatives, since they only effect transactions
with other municipal securities professionals.

Board rule G-3(a){(iii)!"! defines the term
“municipal securities representative” to mean a
natural person associated with a municipal secu-
rities broker or municipal securities dealer who
performs certain specified functions, which
include “trading or sales of municipal securities.”
A person is deemed to be a municipal securities
representative under the rule whether he or she
engages in such activities with customers or only
other municipal securities professionals. Accord-
ingly, personnel in your firm who only trade
with, or sell securities to other municipal securi-
ties professionals will have to take and pass the
examination for municipal securities representa-
tives, unless they are exempted under the provi-
sions of rule G-3(e)(ii)!" MSRB
interpretation of October 27, 1978.

{*][Currently codified at rule G-3(a)(i) ]
[+][Currently codified at rule G-3(a)(ii)(B).]

Municipal securities representative: credit
department employees. This will acknowledge
receipt of your letter of October 18, 1979, con-
ceming a proposed arrangement for the perfor-
mance of municipal credit analysis functions at
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your bank. In your letter you indicate that the
bank wishes to have certain basic statistical and
data gathering activities with respect to proposed
new issues of municipal securities performed by
its Credit Department. The Credit Department
will provide the information resulting from these
activities to registered personnel in the Invest-
ment Department, which will evaluate the cred-
it of the issuer and determine the appropriateness
of the issue for the bank’s own investment activ-
ities and for the bank's customers. You inquire
whether the personnel in the Credit Department
would be required to register and qualify as
municipal securities representatives due to their
performance of these activities.

Your question was referred to a committee of
the Board which has the responsibility for
administering the professional qualifications
program on the Board's behalf. The Committee
concluded that such persons would not be
required to register and qualify as representatives
if their functions are limited to
information-gathering and performance of basic
statistical computations. However, if such per-
sons engage in any type of evaluative activity or
if such persons make recommendations or sug-
gest conclusions with respect to the securities,
registration and qualification would be required.
Further, should these persons produce any docu-
ments or research products intended for distrib-
ution or for use in the solicitation of customers,
they would be required to register and qualify.
MSRB interpretation of December 10, 1979.

Clerical or ministerial duties. This will
acknowledge receipt of your letter in which you
request advice concerning whether certain per-
sons employed by [Name deleted] must qualify as
municipal securities representatives under rule

G-3.

In the case of one of the individuals, you
state in your letter that he is responsible for cal-
culating coupon rates for new issue securities,
based on information provided to him by persons
in [Name deleted] underwriting department.
According to your letter, the individual has some
discretion to “revise coupon rates to a more mar-
ketable figure,” but all of his activities are subject
to the approval of, and supervised by, municipal
securities professionals in the department. We
understand that he does not communicate with
issuers, customers or other municipal securities
dealers.

Based upon the facts set forth in your letter,
we are of the view that the individual described
petforms only clerical or ministerial functions in
calculating the coupon scale, and he is therefore
not a municipal securities representative within
the meaning of rule G-3.

In your letter, you also request advice regard-
ing certain individuals whose only function is to
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receive telephonic orders for municipal securi-
ties from municipal securities dealers. We under-
stand that these individuals do not solicit orders,
negotiate prices or the terms of transactions, or
transmit offers to prospective purchasers, nor do
they communicate at any time with customers.
Based upon the facts you have provided, we are
of the opinion that these individuals perform
only clerical or ministerial functions, and they
are therefore also not municipal securities repre-
sentatives within the meaning of rule G-3.
MSRB interpretation of December 8, 1978.

Clerical or ministerial duties. I refer to
your letter of June 22, 1979, in which you request
advice regarding the applicability of rule G-3 on
professional qualifications to an employee of
[Company name deleted]. According to your let-
ter, the activities of the employee in question are
limited to checking the mathematical accuracy
of bids received by an issuer for which [Compa-
ny name deleted] acts as financial advisor and
reporting the results to the issuer.

Based on the facts stated in your letter, the
employee is not required to qualify as a munici-
pal securities representative under rule G-3. The
Board does not intend the qualification require-
ments of the rule to apply to persons performing
solely clerical or ministerial functions, such as in

this case. MSRB interpretation of July 24, 1979.

“Finder” of potential issuers.  This
responds to your letter of May 14, 1981 request-
ing our advice concerning the application of the
qualification provisions of rule G-3 to a person
employed by a municipal securities broker or
dealer whose activities are limited solely to act-
ing as a “finder” of potential issuers. Based upon
the facts contained in your letter, and assuming
that such person is not providing financial advi-
sory or consultant services for issuers, it would
appear that he or she is not performing func-
tions, which are enumerated in rule G-3(a), the
performance of which would require qualifica-
tion as a municipal securities principal or a
municipal securities representative. MSRB inter-
pretation of June 24, 1981.

Persons engaged in financial advisory
activities. 1 am writing to confirm our
telephone conversation of this afternoon con-
cemning the registration and qualification
requirements applicable to persons in your firm’s
public finance department. In our conversation
you inquired whether persons who function as
financial advisors to municipal issuers, providing
advice to such issuers regarding the structure,
timing and terms of new issues of municipal secu-
rities to be sold by such issuers, are required to be
qualified. As 1 indicated, such persons are
required to be registered and qualified as munic-
ipal securities representatives. Furthermore, pet-
sons who supervise representatives performing

Rule G-3
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such financial advisory services are required to
be registered and qualified as municipal securi-
ties principals.

For your information, the provision of finan-
cial advisory services to municipal issuers is
defined to be a municipal securities representa-
tive function in Board rule G-3(a)(iii)(B)I"l. The
requirement that persons performing such func-
tion be qualified is set forth generally in rules
G-2 and G-3, and the specific qualification
requirements applicable to such persons are stat-
ed in rules G-3(e)" and (i)*. MSRB interpretation
of June 10, 1982.

[*]iCurrently codified at rule G-3(a)(i}(B).]
[1]{Currently codified at rule G-3(a)(ii).]
[#][Currently codified at rule G-3(a)(iii).]

Cold calling. This is in response to your let-
ter regarding the application of rule G-3, con-
cerning  professional  qualifications, to
non-qualified individuals contacting institution-
al investors. You refer to the Board's December
21, 1984 notice stating that non-qualified indi-
viduals making “cold calls” to individuals and
introducing the services offered by a municipal
securities dealer, prequalifying potential cus-
tomers or suggesting the purchase of securities
must be qualified as a municipal securities repre-
sentatives. You ask whether a non-qualified indi-
vidual may make a “cold call” to an institutional
portfolio manager solely for the purpose of intro-
ducing the name of the municipal securities
dealer to the portfolio manager and to inquire as
to the type of securities in which it invests. You
state that the individual or individuals making
the calls would be specifically instructed not to
discuss the purchase or sale of any specific secu-
rity.

Board rule G-3(a)(iii)!" defines municipal
securities representative activities to include any
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activity which involves communication with
public investors regarding the sale of municipal
securities but exempts activities that are solely
clerical or ministerial. As you noted, in Decem-
ber 1984, the Board issued an interpretation of
rule G-3 which states that individuals who solic-
it new account business are not engaging in cler-
ical or ministerial activities but rather are
communicating with public investors regarding
the sale of municipal securities and thus are
engaging in municipal securities representative
activities which require such individuals to be
qualified as representatives under the Board's
rules. Examples of solicitation of new account
business stated in the notice included “cold
calls” to individuals during which the non-qual-
ified individual introduces the services offered by
the dealers, prequalified potential customers, or
suggests the purchase of specific securities cur-
rently being offered by a municipal securities
dealer. An individual who introduces the name
of the municipal securities dealer and inquires as
to the type of securities in which a portfolio
manager invests would be communicating with
the public in an attempt to prequalify potential
customers and thus must be qualified as a munic-
ipal securities representative. MSRB interpreta-
tion of January 5, 1987.

[*][Currently codified at rule G-3(a)(i).]

Supervision of data processing functions.
] am writing in response to your letter of
November 7, 1988 and our subsequent tele-
phone conversation by which you requested an
interpretation of the Board’s qualification
requirements for municipal securities principals.
You asked whether an individual, who is present-
ly qualified as a representative, additionally must
be qualified as a municipal securities principal
because he has oversight and supervisory respon-
sibility for the firm's data processing department.
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Board rule G-3(a)(i)" defines a municipal
securities principal as a person directly engaged
in the management, direction or supervision of
one or more enumerated representative activi-
ties. Consequently, whether or not this individ-
ual must be qualified as a municipal securities
principal depends on whether he is supervising
such activities, i.e., whether the data processing
department employees are functioning as munic-
ipal securities representatives.

You state that the data processing depart-
ment assists this individual by performing the
calculations necessary in the structuring of
municipal bond issues and underwritings. More-
over, you note that the employees in the data
processing department do not communicate
with customers, including issuers, in carrying out
their duties and that the above financial adviso-
ry and underwriting activities are otherwise
supervised by a qualified municipal securities
principal.

Based upon the facts set forth above, we are
of the view that the individual described super-
vises only clerical or ministerial functions, and
he is therefore not a municipal securities princi-
pal within the meaning of Board rule G-3.
MSRB interpretation of December 9, 1988.

[*][Currently codified at rule G-3(b){i).]

See also:

Rule G-1 Interpretive Letter — Portfolio cred-
it analyst, MSRB interpretation of June 8,
1978.

Rule G-2 Interpretive Letter — Execution of
infrequent unsolicited orders, MSRB inter-

pretation of October 2, 1998.

Rule G-27 Interpretive Letter — Supervisory
structure, MSRB interpretation of March 11,
1987.
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Rule G-4: Statutory Disqualifications

(a) Except as otherwise provided in sections (b) and (c) of this rule, no broker, dealer or municipal securities dealer or
natural person shall be qualified for purposes of rule G-2 if, by action of a national securities exchange or registered securi-
ties association, such broker, dealer or municipal securities dealer has been and is expelled or suspended from membership
or participation in such exchange or association, or such natural person has been and is barred or suspended from being asso-
ciated with a member of such exchange or association:

(i} for violation of any rules of such exchange or association which prohibit any act or transaction constituting con-
duct inconsistent with just and equitable principles of trade, or which requires any act the omission of which constitutes
conduct inconsistent with such just and equitable principles of trade; or

(ii) by reason of any statutory disqualification of the character described in subparagraphs (C), (D), (E) or (F) of
section 3(a)(39) of the Act.

(b) A broker, dealer or municipal securities dealer or natural person shall be qualified for purposes of rule G-2, notwith-
standing the provisions of paragraph (a)(i) of this rule, if the Commission shall so determine upon application by such bro-
ker, dealer or municipal securities dealer or natural person in accordance with such standards and procedures as are set forth
in rule 19h-1(d) under the Act with respect to registered brokers and dealers and their associated persons.

(c) Notwithstanding the provisions of paragraph (a)(ii) of this rule, a broker, dealer or municipal securities dealer or nat-
ural person shall be qualified for purposes of rule G-2 upon a determination by a registered securities association in the case
of one of its members or such member’s associated persons, by the Commission in the case of any other broker, dealer or
municipal securities dealer (other than a bank dealer) or their associated persons, or by the appropriate regulatory authori-
ty in the case of any bank dealer or such bank dealer’s associated persons, upon application by such broker, dealer, or munic-
ipal securities dealer or natural person.

35 : Rule G-4
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Rule G-5: Disciplinary Actions by Appropriate Regulatory Agencies;
Remedial Notices by Registered Securities Associations

(a) No broker, dealer or municipal securities dealer shall effect any transaction in, or induce or attempt to induce the
purchase or sale of, any municipal security in contravention of any effective restrictions imposed upon such broker, dealer
or municipal securities dealer by the Commission pursuant to sections 15(b)(4) or (5) or 15B(c)(2) or (3) of the Act or by
an appropriate regulatory agency pursuant to section 15B(c)(5) of the Act or by a registered securities association pursuant
to rules adopted under section 15A(b)(7) of the Act, and no natural person shall be associated with a broker, dealer or
municipal securities dealer in contravention of any effective restrictions imposed upon such person by the Commission pur-
suant to sections 15{b)(6) or 15B(c)(4) of the Act or by an appropriate regulatory agency pursuant to section 15B(c)(5) of
the Act or by a registered securities association pursuant to rules adopted under section 15A(b)(7) of the Act.

(b) No broker, dealer or municipal securities dealer that is a member of a registered securities association shall effect any
transaction in, or induce or attempt to induce the purchase or sale of, any municipal security, or otherwise act in contra-
vention of or fail to act in accordance with rules adopted by the association as of April 3, 1984, pertaining to remedial activ-
ities of members experiencing financial or operational difficulties, as if such rules were applicable to such broker, dealer or
municipal securities dealer.
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Rule G-6: Fidelity Bonding Requirements

No broker, dealer or municipal securities dealer that is a member of a registered securities association shall be qualified for pur-
poses of rule G-2 unless such broker, dealer or municipal securities dealer has met the fidelity bonding requirements set forth in the
rules of such association, to the same extent as if such rules were applicable to such broker, dealer or municipal securities dealer.

BACKGROUNDtv:r.—r,ff+»~-’-;::_';::::::;:::::fr-.——----—A-;-:;;::.:;::::::::.—3:_-;------ - itz rasTzozo=
Rule G-6 prescribes fidelity bonding requirements for brokers, dealers and municipal securities dealers (other than bank dealers).
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NASD Rule 3020: Fidelity Bonds

(a) Coverage Required

Each member required to join the Securities Investor Protection Corporation who has employees and who is not a mem-
ber in good standing of the American Stock Exchange, Inc.; the Boston Stock Exchange; the Midwest Stock Exchange, Inc.;
the New York Stock Exchange, Inc.; the Pacific Exchange, Inc.; the Philadelphia Stock Exchange, Inc.; or the Chicago Board
Options Exchange shall:

(1) Maintain a blanket fidelity bond, in a form substantially similar to the standard form of Brokers Blanket Bond
promulgated by the Surety Association of America, covering officers and employees which provides against loss and has
agreements covering at least the following:

(A) Fidelity

(B) On Premises

(C) In Transit

(D) Misplacement

(E) Forgery and Alteration (including check forgery)
(F) Securities Loss (including securities forgery)

(G) Fraudulent Trading

(H) Cancellation Rider providing that the insurance carrier will use its best efforts to promptly notify
the National Association of Securities Dealers, Inc. in the event the bond is cancelled, terminated or substantially

modified.
(2) Maintain minimum coverage for all insuring agreements required in this paragraph (a) of not less than $25,000;

(3) Maintain required minimum coverage for Fidelity, On Premises, In Transit, Misplacement and Forgery and Alter-
ation insuring agreements of not less than 120% of its required net capital under SEC Rule 15¢3-1 up to $600,000. Min-
imum coverage for required net capital in excess of $600,000 shall be determined by reference to the following table:

Net Capital Requirement Minimum
under Rule 15¢3-1 Coverage
$ 600,000 - 1,000,000 750,000
1,000,001 - 2,000,000 1,000,000
2,000,001 — 3,000,000 1,500,000
3,000,001 — 4,000,000 2,000,000
4,000,001 - 6,000,000 3,000,000
6,000,001 — 12,000,000 4,000,000
12,000,001 and above 5,000,000

(4) Maintain Fraudulent Trading coverage of not less than $25,000 or 50% of the coverage required in paragraph
(a)(3), whichever is greater, up to $500,000;

(5) Maintain Securities Forgery coverage of not less than $25,000 or 25% of the coverage required in paragraph
(a)(3), whichever is greater, up to $250,000.
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(b) Deductible Provision

(1) A deductible provision may be included in the bond of up to $5,000 or 10% of the minimum insurance require-
ment established hereby, whichever is greater.

(2) If a member desires to maintain coverage in excess of the minimum insurance requirement then a deductible
provision may be included in the bond of up to $5,000 or 10% of the amount of blanket coverage provided in the bond
purchased, whichever is greater. The excess of any such deductible amount over the maximum permissible deductible
amount described in subparagraph (1) above must be deducted from the member’s net worth in the calculation of the
member’s net capital for purposes of SEC Rule 15¢3-1. Where the member is a subsidiary of another Association mem-
ber the excess may be deducted from the parent’s rather than the subsidiary’s net worth, but only if the parent guaran-
tees the subsidiary's net capital in writing.

(c) Annual Review of Coverage

(1) Each member, other than members covered by subparagraph (2), shall annually review, as of the anniversary date
of the issuance of the bond, the adequacy thereof by reference to the highest required net capital during the immedi-
ately preceding twelve-month period, which amount shall be used to determine minimum required coverage for the suc-
ceeding twelve-month period pursuant to subparagraphs (a)(2), (3), (4) and (5).

(2) Each member which has been in business for one year shall, as of the first anniversary date of the issuance of its
original bond, review the adequacy thereof by reference to an amount calculated by dividing the highest aggregate
indebtedness it experienced during its first year by 15. Such amount shall be used in lieu of required net capital under
SEC Rule 15¢3-1 in determining the minimum required coverage to be carried in the member’s second year pursuant to
subparagraphs (a)(2), (3), (4) and (5). Notwithstanding the above, no such member shall carry less minimum bonding
coverage in its second year than it carried in its first year.

(3) Each member shall make required adjustments not more than sixty days after the anniversary date of the issuance

of such bond.

(4) Any member subject to the requirements of this paragraph (c) may apply for an exemption from the require-
ments of this paragraph (c). The application shall be made pursuant to Rule 9610 of the Code of Procedure. The exemp-
tion may be granted upon a showing of good cause, including a substantial change in the circumstances or nature of the
member’s business that results in a lower net capital requirement. The NASD may issue an exemption subject to any
condition or limitation upon a member’s bonding coverage that is deemed necessary to protect the public and serve the
purposes of this Rule.

(d) Notification of Change

Each member shall report the cancellation, termination or substantial modification of the bond to the Association with-
in ten business days of such occurrence.

(e) Definitions

For purposes of fidelity bonding the term “employee” or “employees” shall include any person or persons associated with
a member firm (as defined in Article I, paragraph (q) of the By-Laws) except:

(1) Sole Proprietors
(2) Sole Stockholders

(3) Directors or Trustees of member firms who are not performing acts coming within the scope of the usual duties
of an officer or employee.
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Rule G-7: Information Concerning Associated Persons

(a) No associated person (as hereinafter defined) of a broker, dealer or municipal securities dealer shall be qualified for
purposes of rule G-2 of the Board unless such associated person meets the requirements of this rule. The term “associated
person” as used in this rule means (i) a municipal securities principal, (ii) a municipal securities sales principal, (iii) a finan-
cial and operations principal, and (iv) a municipal securities representative.

(b) Every broker, dealer and municipal securities dealer shall obtain from each of its associated persons (as defined in
section (a) of this rule), and each associated person shall furnish to the broker, dealer or municipal securities dealer with
which such person is or seeks to be associated, a questionnaire, which shall be signed by a municipal securities principal or
general securities principal, containing at least the following information:

(i) such person’s name, residence address, social security number, and the starting date or anticipated starting date
of such person’s employment or other association with such broker, dealer or municipal securities dealer;

(ii) date of birth;

(iii) a complete, consecutive statement of employment and personal history for at least the immediately preceding
ten years, including full time and part time employment, self employment, military service, unemployment, or full-time
education. For each period of employment, the position held at the time of leaving said employment;

(iv) a record of all residential addresses for at least the immediately preceding five years;

(v) a record of any denial of membership or registration, and of any disciplinary action taken against, or sanction
imposed upon, such person by any federal or state securities or federal or state bank regulatory agency or by any nation-
al securities exchange or registered securities association, including any finding that such person was a cause of any dis-
ciplinary action or violated any law;

(vi) a record of any denial, suspension or revocation of registration with the Commission as a broker, dealer, or
municipal securities dealer or of any denial, suspension or revocation of, or expulsion from, membership in a national
securities exchange or a registered securities association, of any broker, dealer, or municipal securities dealer with which
such person was associated in any capacity when such action was taken;

(vii) a record of any permanent or temporary injunction entered against such person pursuant to which such person
was enjoined from acting as an investment advisor, underwriter, broker, dealer, or municipal securities dealer, or from
engaging in or continuing any conduct or practice in connection with any such activity, or in connection with purchase
or sale of any security;

(viii) a record of any convictions of such person within the past ten years involving the purchase or sale of any secu-
rity, the taking of a false oath, the making of a false report, bribery, perjury, burglary, or conspiracy to commit any such
offense; or arising out of the conduct of the business of a broker, dealer, municipal securities dealer, investment advisor,
bank, insurance company or fiduciary; or involving the larceny, theft, robbery, extortion, forgery, counterfeiting, fraud-
ulent concealment, embezzlement, fraudulent conversion, or misappropriation of funds or securities; or involving the vio-

lation of section 152, 1341, 1342, or 1343 or chapter 25 or 47 of title 18, United States Code;

(ix) a record of any refusal by a surety company to issue a fidelity bond covering such person; any payments made
by a surety company on coverage of such person or cancellation of such coverage; and a statement whether such person
is currently bonded; and

(x) a record of any other name or names by which such person has been known or which such person has used.

A completed Form U-4 or similar form prescribed by the Commission or a registered securities association for brokers, deal-
ers and municipal securities dealers other than bank dealers or, in the case of a bank dealer a completed Form MSD-4 or sim-
ilar form prescribed by the appropriate regulatory agency for such bank dealer, containing the foregoing information, shall
satisfy the requirements of this section.

(c) To the extent any information furnished by an associated person pursuant to section (b) of this rule is or becomes
materially inaccurate or incomplete, such associated person shall furnish in writing to the broker, dealer or municipal secu-
rities dealer with which such person is or seeks to be associated a statement correcting such information.

(d) For the purpose of verifying the information furnished by an associated person pursuant to section (b) of this rule,
every broker, dealer and municipal securities dealer shall make inquiry of all employers of such associated person during the
three years immediately preceding such person’s association with such broker, dealer or municipal securities dealer concern-
ing the accuracy and completeness of such information as well as such person’s record and reputation as related to the per-
son’s ability to perform his or her duties and each such prior employer which is a broker, dealer or municipal securities dealer
shall make such information available within ten business days following a request made pursuant to the requirements of this
section (d).
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(e) Every broker, dealer and municipal securities dealer shall maintain and preserve a copy of the questionnaire furnished
pursuant to section (b) of this rule, and of any additional statements furnished pursuant to section (¢) of this rule, until at
least three years after the associated person’s employment or other association with such broker, dealer or municipal securi-
ties dealer has terminated.

(f) Every broker, dealer and municipal securities dealer shall maintain and preserve a record of the name and residence
address of each associated person, designated by the category of function performed (whether municipal securities principal,
municipal securities sales principal, municipal securities representative or financial and operations principal) and indicating
whether such person has taken and passed the qualification examination for municipal securities principals, municipal secu-
rities sales principals, municipal securities representatives or financial and operations principals prescribed by the Board or
was exempt from the requirement to take and pass such examination, indicating the basis for such exemption, until at least
three years after the associated person’s employment or other association with such broker, dealer or municipal securities deal-
er has terminated.

(g) Every broker, dealer and municipal securities dealer which is a member of a registered securities association shall file
with such association, every bank dealer shall file with the appropriate regulatory agency for such bank dealer, and every bro-
ker, dealer or municipal securities dealer other than a bank dealer which is not a member of a registered securities associa-
tion shall file with the Commission, such of the information prescribed by this rule as such association, agency, or the
Commission, respectively, shall by rule or regulation require.

(h) Any records required to be maintained and preserved pursuant to this rule shall be preserved in accordance with the
requirements of sections (d), (e) and (f) of rule G-9 of the Board.

BACKGROUND -+ <« =+« # < v v m s s it e e o o it e ettt e et et

Rule G-7 prescribes certain types of information that associated persons are required to submit to the municipal securities brokers and munici-
pal securities dealer with which they are associated. This information relates generally to such associated persons’ employment history and profes-
sional background, including any disciplinary sanctions and the bases claimed, if any, for exemption from the Board's examination requirements for
municipal securities principals, financial and operations principals, and municipal securities representatives.

Rule G-7 40



—
—

"MSRB M S R B R U L E B O O K

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

(a) Description of Books and Records Required to be Made. Except as otherwise specifically indicated in this rule, every bro-
ker, dealer and municipal securities dealer shall make and keep current the following books and records, to the extent applic-
able to the business of such broker, dealer or municipal securities dealer:

(i) Records of Original Entry. “Blotters” or other records of original entry containing an itemized daily record of all
purchases and sales of municipal securities, all receipts and deliveries of municipal securities (including certificate num-
bers and, if the securities are in registered form, an indication to such effect), all receipts and disbursement of cash with
respect to transactions in municipal securities, all other debits and credits pertaining to transactions in municipal secu-
rities, and in the case of brokers, dealers and municipal securities dealers other than bank dealers, all other cash receipts
and disbursements if not contained in the records required by any other provision of this rule. The records of original
entry shall show the name or other designation of the account for which each such transaction was effected (whether
effected for the account of such broker, dealer or municipal securities dealer, the account of a customer, or otherwise),
the description of the securities, the aggregate par value of the securities, the dollar price or yield and aggregate purchase
or sale price of the securities, accrued interest, the trade date, and the name or other designation of the person from whom
purchased or received or to whom sold or delivered. With respect to accrued interest and information relating to “when
issued” transactions which may not be available at the time a transaction is effected, entries setting forth such informa-
tion shall be made promptly as such information becomes available. Dollar price, yield and accrued interest relating to
any transaction shall be required to be shown only to the extent required to be included in the confirmation delivered
by the broker, dealer or municipal securities dealer in connection with such transaction under rule G-12 or rule G-15.

(ii) Account Records. Account records for each customer account and account of such broker, dealer or municipal
securities dealer. Such records shall reflect all purchases and sales of municipal securities, all receipts and deliveries of
municipal securities, all receipts and disbursements of cash, and all other debits and credits relating to such account. A
bank dealer shall not be required to maintain a record of a customer’s bank credit or bank debit balances for purposes of
this subparagraph.

(iii) Securities Records. Records showing separately for each municipal security all positions (including, in the case
of a broker, dealer or municipal securities dealer other than a bank dealer, securities in safekeeping) carried by such bro-
ker, dealer or municipal securities dealer for its account or for the account of a customer (with all “short” trading posi-
tions so designated), the location of all such securities long and the offsetting position to all such securities short, and
the name or other designation of the account in which each position is carried. Such records shall also show all long
security count differences and short count differences classified by the date of physical count and verification on which
they were discovered. Such records shall consist of a single record system. With respect to purchases or sales, such records
may be posted on either a settlement date basis or a trade date basis, consistent with the manner of posting the records
of original entry of such broker, dealer or municipal securities dealer. For purposes of this subparagraph, multiple matu-
rities of the same issue of municipal securities, as well as multiple coupons of the same maturity, may be shown on the
same record, provided that adequate secondary records exist to identify separately such maturities and coupons. With
respect to securities which are received in and delivered out by such broker, dealer or municipal securities dealer the same
day on or before the settlement date, no posting to such records shall be required. Anything herein to the contrary
notwithstanding, a non-clearing broker, dealer or municipal securities dealer which effects transactions for the account
of customers on a delivery against payment basis may keep the records of location required by this subparagraph in the
form of an alphabetical list or lists of securities showing the location of such securities rather than a record of location
separately for each security. Anything herein to the contrary notwithstanding, a bank dealer shall maintain records of
the location of securities in its own trading account.

(iv) Subsidiary Records. Ledgers or other records reflecting the following information:

(A) Municipal securities in transfer. With respect to municipal securities which have been sent out for transfer,
the description and the aggregate par value of the securities, the name in which registered, the name in which the
securities are to be registered, the date sent out for transfer, the address to which sent for transfer, former certificate
numbers, the date returned from transfer, and new certificate numbers.

(B) Municipal securities to be validated. With respect to municipal securities which have been sent out for vali-
dation, the description and the aggregate par value of the securities, the date sent out for validation, the address to
which sent for validation, the certificate numbers, and the date returned from validation.

(C) Municipal securities borrowed or loaned. With respect to municipal securities borrowed or loaned, the date
borrowed or loaned, the name of the person from whom borrowed or to whom loaned, the description and the aggre-
gate par value of the securities borrowed or loaned, the value at which the securities were borrowed or loaned, and
the date returned.

(D) Municipal securities transactions not completed on settlement date. With respect to municipal securities trans-
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actions not completed on the settlement date, the description and the aggregate par value of the securities which
are the subject of such transactions, the purchase price (with respect to a purchase transaction not completed on
the settlement date), the sale price (with respect to a sale transaction not completed on the settlement date), the
name of the customer, broker, dealer or municipal securities dealer from whom delivery is due or to whom delivery
is to be made, and the date on which the securities are received or delivered. All municipal securities transactions
with brokers, dealers and municipal securities dealers not completed on the settlement date shall be separately iden-
tifiable as such. For purposes of this rule, the term “settlement date” means the date upon which delivery of the secu-
rities is due in a purchase or sale transaction.

Such records shall be maintained as subsidiary records to the general ledger maintained by such broker, dealer or munic-
ipal securities dealer. Anything herein to the contrary notwithstanding, the requirements of this subparagraph will be
satisfied if the information described is readily obtainable from other records maintained by such broker, dealer or munic-
ipal securities dealer.

(v) Put Options and Repurchase Agreements. Records of all options (whether written or oral) to sell municipal secu-
rities (i.e., put options) and of all repurchase agreements (whether written or oral) with respect to municipal securities,
in which such broker, dealer or municipal securities dealer has any direct or indirect interest or which such broker, deal-
er or municipal securities dealer has granted or guaranteed, showing the description and aggregate par value of the secu-
rities, and the terms and conditions of the option, agreement or guarantee.

(vi) Records for Agency Transactions. A memorandum of each agency order and any instructions given or received
for the purchase or sale of municipal securities pursuant to such order, showing the terms and conditions of the order
and instructions, and any modification thereof, the account for which entered, the date and time of receipt of the order
by such broker, dealer or municipal securities dealer, the price at which executed, the date of execution and, to the
extent feasible, the time of execution and, if such order is entered pursuant to a power of attorney or on behalf of a joint
account, corporation or partnership, the name and address (if other than that of the account) of the person who entered
the order. If an agency order is canceled by a customer, such records shall also show the terms, conditions and date of
cancellation, and, to the extent feasible, the time of cancellation. Orders entered pursuant to the exercise of discretionary
power by such broker, dealer or municipal securities dealer shall be designated as such. For purposes of this subparagraph,
the term “agency order” shall mean an order given to a broker, dealer or municipal securities dealer to buy a specific secu-
rity from another person or to sell a specific security to another person, in either case without such broker, dealer or
municipal securities dealer acquiring ownership of the security. Customer inquiries of a general nature concerning the
availability of securities for purchase or opportunities for sale shall not be considered to be orders. For purposes of this
subparagraph and subparagraph (vii) below, the term “memorandum” shall mean a trading ticket or other similar record.
For purposes of this subparagraph, the term “instructions” shall mean instructions transmitted within an office with
respect to the execution of an agency order, including, but not limited to, instructions transmitted from a sales desk to
a trading desk.

(vii) Records for Transactions as Principal. A memorandum of each transaction in municipal securities (whether pur-
chase or sale) for the account of such broker, dealer or municipal securities dealer, showing the price and date of execu-
tion and, to the extent feasible, the time of execution; and in the event such purchase or sale is with a customer, a record
of the customer’s order, showing the date and time of receipt, the terms and conditions of the order, and the name or
other designation of the account in which it was entered and, if such order is entered pursuant to a power of attorney or
on behalf of a joint account, corporation, or partnership, the name and address (if other than that of the account) of the
petson who entered the order.

(viii) Records of Syndicate Transactions. With respect to each syndicate or similar account formed for the purchase of
municipal securities, records shall be maintained by a managing underwriter designated by the syndicate or account to
maintain the books and records of the syndicate or account, showing the description and aggregate par value of the secu-
rities, the name and percentage of participation of each member of the syndicate or account, the terms and conditions
governing the formation and operation of the syndicate or account (including a separate statement of all terms and con-
ditions required by the issuer), all orders received for the purchase of the securities from the syndicate or account (except
bids at other than syndicate price), all allotments of securities and the price at which sold, the date and amount of any
good faith deposit made to the issuer, the date of settlement with the issuer, the date of closing of the account, and a rec-
onciliation of profits and expenses of the account.

(ix) Copies of Confirmations, Periodic Statements and Certain Other Notices to Customers. A copy of all confirmations
of purchase or sale of municipal securities, of all periodic written statements disclosing purchases, sales or redemptions
of municipal fund securities pursuant to rule G-15(a)(viii) and, in the case of a broker, dealer or municipal securities deal-
er other than a bank dealer, of all other notices sent to customers concerning debits and credits to customer accounts or,
in the case of a bank dealer, notices of debits and credits for municipal securities, cash and other items with respect to
transactions in municipal securities.
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(x) Financial Records. Every broker, dealer and municipal securities dealer subject to the provisions of rule 15¢3-1
under the Act shall make and keep current the books and records described in subparagraphs (a)(2), (a)(4)(iv) and (vi),
and (a)(11) of rule 17a-3 under the Act.

(xi) Customer Account Information. A record for each customer, other than an institutional account, setting forth
the following information to the extent applicable to such customer:

(A) customer’s name and residence or principal business address;
(B) whether customer is of legal age;

(C) tax identification or social security number;

(D) occupation;

(E) name and address of employer;

(F) information about the customer used pursuant to rule G-19(c)(ii) in making recommendations to the cus-
tomer. For non-institutional accounts, all data obtained pursuant to rule G-19(b) shall be recorded.

(G) name and address of beneficial owner or owners of such account if other than the customer and transac-
tions are to be confirmed to such owner or owners;

(H) signature of municipal securities representative, general securities representative or limited representa-
tive—investment company and variable contracts products introducing the account and signature of a municipal
securities principal, municipal securities sales principal or general securities principal indicating acceptance of the
account;

(1) with respect to discretionary accounts, customer’s written authorization to exercise discretionary power or
authority with respect to the account, written approval of municipal securities principal or municipal securities sales
principal who supervises the account, and written approval of municipal securities principal or municipal securities
sales principal with respect to each transaction in the account, indicating the time and date of approval;

(]) whether customer is employed by another broker, dealer or municipal securities dealer; and

(K) in connection with the hypothecation of the customer’s securities, the written authorization of, or the
notice provided to, the customer in accordance with Commission rules 8c-